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Abstract 
Since the Central European Free Trade Agreement (CEFTA) was signed in 2006, 
Albanian exports to CEFTA member countries have increased four-fold. Applying a 
trade growth decomposition methodology, we show that Albanian firms that did not 
export to CEFTA countries before the agreement account for a large share of this export 
growth. Exports also increased among goods that were the least traded before the 
agreement. Estimating a gravity equation, we find that the CEFTA increased Albanian 
exports between 34% and 144%, depending on how the previous bilateral agreements 
with CEFTA countries are accounted for. Additional regression analyses conclude that 
the CEFTA fostered exports through the reduction of tariffs. 
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1.  Introduction 
 

After the fall of isolationist communism in 1991, Albania transformed from one of the 

poorest countries in Europe to a middle-income country. Rapid economic growth 

(nearly 5% per annum from 1992 to 2016) led to social change as income levels rose, 

poverty dropped sharply, and the population participated in substantial internal rural-to-

urban migration, as well as migration to neighboring countries for employment 

purposes (World Bank, 2015). 

Economic growth coincided with Albania’s effort to integrate into international 

markets, such as joining the World Trade Organization (WTO) in 2000 and signing 

bilateral free trade agreements (FTAs) with Moldova and some non-European Union 

(EU) states in the Western Balkans (Bosnia and Herzegovina, the former Yugoslavia 

Republic of Macedonia—hereinafter FYR Macedonia—Kosovo, Montenegro, and 

Serbia) in the early 2000s, and participating in the Central European Free Trade 

Agreement (CEFTA) in 2006, which went into effect in 2007. 

The CEFTA is the first multilateral trade agreement since the collapse of 

communism in Eastern Europe. It designates a free trade area in the Central European 

region. It was founded by Hungary, Poland, and the former Czechoslovakia in 1992 as a 

part of these countries’ efforts to liberalize their economies toward market economies 

and was expanded to other countries over time.3 Since CEFTA members often decide to 

end their membership when joining the EU, CEFTA has been considered as a 

preparatory tool for EU accession (Dangerfield, 2006). At present, CEFTA is composed 

of seven countries: Albania, Bosnia and Herzegovina, FYR Macedonia, Kosovo, 

Moldova, Montenegro, and Serbia. 

In terms of its policy coverage, the 2006 CEFTA is similar to the previous 

bilateral FTAs that Albania has signed, as it mainly focuses on tariff reduction for 

selected goods by covering policy areas under the WTO’s current mandate, such as 

tariffs, export taxes, and trade remedies. Compared to the preceding bilateral FTAs, 

CEFTA includes some additional clauses, such as the liberalization of trade in services 

(GATS); a competition policy consistent with the Treaty on the Functioning of the EU 

                                                 
3These are Albania, Bosnia and Herzegovina, Bulgaria, Croatia, FYR Macedonia, Kosovo, Moldova, 
Montenegro, Romania and Serbia. 
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(Treaty of Rome) and related Regulations and Directives; investment policies; and 

required ratification of a series of intellectual property-related agreements. However, the 

legal enforceability of CEFTA is weak, except for the provisions for tariffs on 

agricultural and manufacturing goods, and disputes under CEFTA are resolved by 

consensus.4 Meanwhile, its members continue to negotiate additional terms to expand 

the coverage with an expectation that expanding the policy areas could increase intra-

CEFTA trade volumes.5 

CEFTA is still considered a more efficient tool to harmonize the contents of 

trade agreement across countries and to promote trade than the earlier FTAs signed in 

the region. This is because each bilateral FTA had slightly different coverage, in terms 

of the list of protected items and the timelines for tariff reduction. This disparity could 

limit the trade among the countries that signed FTAs (Adam et al., 2003). 

Moreover, the role of CEFTA in integrating its members was particularly 

important for Albania, which was the most isolated country in Europe. Among current 

CEFTA members, Albania is the only formerly independent economy, whereas most of 

other CEFTA members were previously part of the ex-Yugoslav federation or a part of 

Union of Soviet Socialist Republics. Thus, those countries had already established trade 

relations among each other before CEFTA was signed. Furthermore, as mentioned 

above, the role of CEFTA for integrating Albania with other markets goes beyond its 

members, as CEFTA supports countries’ preparation for EU accession. 

Despite its importance, limited analysis has been done on CEFTA’s effect on 

Albania’s export growth. The aim of this paper is to fill this gap. First, we show that 

since the CEFTA was signed, Albanian exports to CEFTA members have grown much 

faster than those other countries. We find that Albanian firms that did not export to 

CEFTA countries account for a large share of this export growth. Moreover, most of the 

“new” exports were products that were among the least traded to CEFTA countries 

before the agreement. Second, we use a gravity equation to measure the impact of 

                                                 
4  The CEFTA is considered a “shallow” trade agreement, as it covers less than ten policy areas 
categorized in the database on the Content of Preferential Trade agreements (Hofmann et al. 2017). Its 
scope is limited compared to other agreements, such as the European Free Trade Agreement (EFTA), EU-
Norway or the EU. 
5 CEFTA members established the Committee of Trade Facilitation and the Working Group on Exchange 
of Electronic Information in 2014, and are currently negotiating the terms of Additional Protocols Five 
(AP5) on trade facilitation and Six (AP6) on the liberalization of trade in services. 
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CEFTA on Albanian exports. Our estimations indicate that CEFTA increased Albanian 

exports to member countries by 34%, if the previous bilateral FTAs with CEFTA 

partners are codified as in force, and by 144% if previous FTAs are codified as extinct. 

Finally, we show that CEFTA fostered exports through the reduction of tariffs. 

This paper is related to the literature that has investigated the impacts of trade 

liberalization and integration processes on former and current CEFTA countries. Adam 

et al. (2003), De Benedictis et al. (2005), Bussière et al. (2008), and Cieslik and 

Hagemejer (2011) have analyzed whether the CEFTA increased trade among its initial 

members: Czech Republic, Hungary, Poland, Slovakia, and Slovenia. These studies 

conclude that the CEFTA contributed to expanding trade among its initial members. 

Regarding the current CEFTA members, Kancs (2007) predicted that CEFTA would 

promote trade, increasing the number of exporting firms and the number of exported 

varieties. De Sousa and Lamotte (2007) analyzed whether the process of political 

disintegration in Yugoslavia, which includes five current CEFTA members, led to trade 

disintegration. They do not find evidence that political disintegration led to sizable trade 

erosion. Damijan et al. (2009) analyzed whether the trade liberalization process in 

South-Eastern Europe, which includes CEFTA countries, has contributed to improve 

firm performance. They do not find a clear association between trade openness and firm 

performance. Gylfason et al. (2015) analyzed the impact of FTAs with the EU and 

Russia on Moldova, a current member of the CEFTA agreement. They find that 

Moldova’s exports gained significantly from the free trade agreement with the EU but 

gained little from the free trade agreement with Russia. We contribute to this literature 

by finding that new firms and products account for a large share of Albanian exports’ 

growth and that the CEFTA has promoted Albanian exports to other CEFTA members. 

More broadly, this paper is related to studies that have analyzed the effect of 

regional trade agreements on exports (Limão, 2016). The meta-analyses carried out by 

Cipollina and Salvatici (2010) and Head and Mayer (2014) show that regional trade 

agreements have a sizable effect on exports. We provide further evidence on this 

positive effect by analyzing the effect of the CEFTA on Albanian exports to CEFTA 

countries. The paper is also related to the literature on trade policy and exports 

(Goldberg and Pavnic, 2016). We contribute to this literature by showing that the 

reduction of tariffs is positively associated with the growth of Albanian exports to 

CEFTA countries. Finally, our paper is related to the literature that has analyzed the 
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contribution of trade to economic growth in developing and transitioning countries 

(Dollar and Kraay, 2004; Awokuse, 2007). We show that the CEFTA, by fostering 

Albanian exports, may have contributed to income growth in this post-communist 

economy. 

The remainder of the paper is organized as follows. Section 2 highlights the 

increase of Albanian exports to CEFTA countries and the role of new exporters and 

products in this process. Section 3 uses a gravity equation to demonstrate that CEFTA 

had a positive effect on Albanian exports to CEFTA countries. Section 4 shows that the 

CEFTA fostered exports through the reduction of tariffs. Conclusions are presented in 

Section 5. 

 

2.  Albanian exports to CEFTA countries: evolution, 

margins and product-composition 

 Figure 1 shows the growth of Albanian merchandize exports destined for 

CEFTA markets and the rest of the countries in the world in the period 2006–2016. 

Note that the graph is based on statistics from the United Nations Commodity Trade 

Statistics Database (COMTRADE), which does not include data for Kosovo. Since we 

use this database throughout the paper, Albania’s exports to CEFTA do not include 

Albania’s exports to Kosovo. Note, furthermore, that, unless otherwise noted, the term 

“exports” is used in this paper to refer to merchandize exports. To facilitate comparison 

across group of countries, we compute exports as an index, setting a 100 value for 2006. 

Since CEFTA was signed in 2006, Albanian exports to CEFTA countries (blue 

solid line) have increased more than four times, despite a sharp drop in exports in 2009 

due to the global financial crises. During the same period, Albanian exports to the rest 

of the countries (black dash line) multiplied by two times only. The larger increase of 

exports to CEFTA countries led to an increase in the share of these countries in 

Albanian exports, from 7% in 2006 to 14% in 2016. 

The growth of Albanian exports to CEFTA countries may be driven by two 

factors: an increase in the number of Albanian firms exporting to CEFTA countries 

and/or an increase in the value of such exports by existing exporters. The latter factor 
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includes situations in which existing exporters export new products to CEFTA member 

countries, export to a new CEFTA country6, or increase the value of products that they 

were already exporting to a CEFTA country. We define the “extensive margin of export 

growth” as that stemming from new exporters and from existing exporters’ 

diversification into new products or new CEFTA markets. We define the “intensive 

margin of export growth” as that originating from existing exporters and operations. 

To calculate the contribution of each margin to the growth of Albanian exports 

to CEFTA countries, we decompose export growth as follows: 

∆𝑋𝑋 = ∆𝑋𝑋𝑛𝑛 + ∆𝑋𝑋𝑖𝑖,𝑛𝑛𝑛𝑛𝑛𝑛 + ∆𝑋𝑋𝑖𝑖,𝑜𝑜𝑛𝑛𝑛𝑛 (1) 

where ∆𝑋𝑋 is the variation of exports to CEFTA countries between year t-1 and 

year t, ∆𝑋𝑋𝑛𝑛 is the variation of exports due to the entrance of new exporters and the exit 

of previous exporters (new exporters), ∆𝑋𝑋𝑖𝑖,𝑛𝑛𝑛𝑛𝑛𝑛 is the variation of exports by incumbent 

exporters due to the introduction of new product/destination export operations and the 

elimination of old product/destination export operations (new export operations), and 

∆𝑋𝑋𝑖𝑖,𝑜𝑜𝑛𝑛𝑛𝑛  is the variation of exports by incumbent exporters in existing 

product/destination operations. The first two terms in the right-hand side of (1) 

constitute the extensive margin and the last term reflects the intensive margin of export 

growth. To perform this decomposition, we draw data from the Albanian Customs 

database, which was made available via the World Bank’s Exporter Dynamics project 

(Freund and Pierola, 2015). The Albanian Customs database provides export data by 

firm, destination, and HS 6-digit product code over the 2004–2012 period. 

Table 1 presents the decomposition of Albania’s export growth to CEFTA 

countries. We decomposed changes year-to-year, over 4-year periods, and over the 

entire 2004–2012 period. The table shows how exports to CEFTA countries grew every 

year, except for 20097, when they declined by $6 million.8 The largest absolute growth 

occurred in 2011, when exports grew by $152 million. During the entire 2004–2012 

period, exports to CEFTA countries increased by $369 million. If we focus on year-to-

                                                 
6 For example, when an Albanian firm that previously exported only to FYR Macedonia begins to export 
to Serbia. 
7 The 9.5% reduction in the value of Albanian exports to CEFTA countries in 2009 is much lower than 
the 22.3% reduction in the value of world exports that happened that year (authors’ calculations, based on 
data from the WTO database). 
8 All amounts are in US dollars. 
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year changes, in all years except for 2012, the contribution of the intensive margin to 

the change in exports is larger than the contribution of the extensive margin. The 

median intensive margin share of year-to-year changes is 70%; the median extensive 

margin share is 30%. With respect to the extensive margin, the median contribution of 

new exporters, 20%, is twice the net contribution of new export operations, 10%. In any 

case, the contribution of the new export operations to export growth in 2012 is 

remarkable. 

Next, we divided the broad period of analysis into two four-year periods: 2004–

2008 and 2008–2012. In the 2004–2008 period, the intensive margin contributed more 

than the extensive margin. In the 2008–2012 period, with the CEFTA in force, the 

contribution of the extensive margin, in contrast, is much larger than the contribution of 

the intensive margin. In the latter period, within the extensive margin, new exporters’ 

contribution is slightly larger than new export operations’ contribution. This result 

suggests that the signing of the CEFTA led intensified the contribution of new exporters 

to export growth. 

A different picture emerges from an analysis of the longer term. In our analysis 

of the entire 2004–2012 period, we observe that the contribution of the extensive 

margin—and of new exporters in particular—to export growth was very important. This 

result suggests that some new firms that entered CEFTA markets after 2004 increased 

the value of their exports very quickly, accounting for a large share of total export 

growth over the 2004–2012 period. The contribution of the extensive margin to 

Albanian export growth over the 8-year period of analysis is much larger than in other 

countries, such as the U.S. (Bernard et al., 2009) or Spain (de Lucio et al., 2011). 

To complement this analysis, we investigated which products experienced larger 

growth in exports to CEFTA countries following entry into the agreement. Following 

Kehoe and Ruhl (2013) and Kehoe et al. (2015), we (i) sorted, in ascending order, all 

the HS 6-digit code products according to their export value to CEFTA countries before 

the CEFTA was signed9; (ii) defined 10 sets, each representing one-tenth of Albania’s 

exports to CEFTA countries; and (iii) calculated the share of each set in the value of 

                                                 
9 Following Kehoe and Ruhl (2013), we used a 3-year average (2003–2005) to compute the value of 
exports. Note that HS 6-digit code products whose export value was zero in all of those years are included 
in the analysis. 
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Albanian exports to CEFTA countries after the agreement was signed. 10  Figure 2 

compares the pre- and post-CEFTA shares of each set. The set of least-traded products 

pre-CEFTA (the first set representing one-tenth of exports) represented 62% of the 

exports to CEFTA countries after the agreement was signed. Note that most of the HS 

6-digit code products (5,081 out of 5,114) were in the least-traded products category.11 

These results confirm the finding by Kehoe and Ruhl (2013) that regional trade 

agreements lead to a surge in exports of goods that had been scarcely traded before the 

agreements were signed. 

This section has shown that the signing of the CEFTA was accompanied by a 

large increase of Albanian exports to its CEFTA partners. We also find that new 

exporters and products account for a large share of this growth in exports. This result is 

in line with the predictions in Kancs (2007). In the next section, we analyze whether the 

CEFTA contributed to this surge in exports. 

 

3.  The CEFTA’s Effect on Albanian Exports 
 

To determine the effect of the CEFTA on Albania’s exports, we estimate a gravity 

equation, similar to the one used by Handley and Limão (2015): 
ln𝑋𝑋𝑗𝑗𝑗𝑗 = 𝛽𝛽1 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑗𝑗𝑗𝑗 + 𝛽𝛽′𝐶𝐶𝐶𝐶𝐶𝐶𝑗𝑗𝑗𝑗 + 𝛽𝛽3 ln𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗𝑗𝑗 + 𝛽𝛽4ln𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗𝑗𝑗 

+𝛽𝛽5ln𝑋𝑋𝑋𝑋𝑗𝑗𝑗𝑗 + 𝜇𝜇𝑗𝑗 + 𝜇𝜇𝑗𝑗           (2), 

where 𝑋𝑋𝑗𝑗𝑗𝑗 are exports from Albania to country j at year t; 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑗𝑗𝑗𝑗 is a dummy variable 

that takes the value of 1, and zero otherwise, if the importing country belongs to the 

CEFTA and t corresponds to a year in which the CEFTA was in force during the full 

calendar year (2008 and onwards); 𝐶𝐶𝐶𝐶𝐶𝐶𝑗𝑗𝑗𝑗 is a (j x 1) vector of dummy variables, where j 

is future CEFTA members. These dummy variables take the value of 1, and zero 

otherwise, in the years in which Albania had a free trade agreement with the future 

CEFTA members, and zero otherwise.12 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗𝑗𝑗 and 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗𝑗𝑗 are the real GDP and the 

real GDP per capita of country j at time t, respectively; 𝑋𝑋𝑋𝑋𝑗𝑗𝑗𝑗  is the exchange rate, 

                                                 
10 We considered the 2013–2015 period. 
11 4,845 products had a zero-export value before the CEFTA agreement was signed. 
12 Table A1 in the Appendix shows the dates in which the bilateral free trade agreements with future 
CEFTA members were signed and entered into force. 
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measured as units of Albanian currency (leks) per country j’s currency. Equation (2) 

includes destination fixed effects, which control for all time-invariant factors, such as 

distance or sharing a border that might affect bilateral exports. Since preferential trade 

agreements are usually signed between natural trading partners, it is important to control 

for these bilateral effects to attenuate the endogeneity of the integration agreements 

(Baier and Bergstrand, 2007). Equation (2) also includes year fixed effects to account 

for any Albanian year-specific idiosyncrasies. 

We estimated equation (2) using COMTRADE data for the 1996–2016 period. 

A number of bilateral exports have a value of zero. To keep them in the sample, 

following Santos and Tenreyro (2010), we estimated equation (2) with a Poisson 

pseudo-maximum likelihood model. The results of this estimation are presented in 

Table 2. 

In column (1), we keep the value of 1 for the FTA dummies even when these 

bilateral FTAs were substituted by the CEFTA. Hence, in column (1) the CEFTA 

coefficient captures the additional effect that the signing of the CEFTA had on bilateral 

exports. We can see that the signing of the CEFTA had a positive effect on Albania’s 

exports, even when we control for the previous bilateral FTAs. Notably, joining the 

CEFTA increased Albania’s exports to these countries by 34% (exp 0.291). Exports to 

CEFTA members made up 6.5% of Albanian exports in 2006; therefore, joining the 

CEFTA led to a 2.2% increase in Albanian total exports (34% x 6.5%). We get a very 

strong positive coefficient for the free trade agreement between Bosnia and 

Herzegovina and Albania. The signing of this free trade agreement multiplied Albania’s 

export to Bosnia and Herzegovina by six times. The free trade agreement with Serbia 

and Montenegro also had a positive contribution to Albania’s exports to Serbia and 

Montenegro, more than doubling their value. By contrast, the free trade agreement did 

not have any effect on Albania’s exports to FYR Macedonia and Moldova. We also 

found, as would be expected, that an increase in the GDP of the importing country, and 

a depreciation of the Albanian currency had a positive effect on Albania’s exports. 

However, an increase in the GDP per capita of the importing country did not have any 

effect on Albania’s exports. 

In column (2), we define the FTAs’ dummies in a different way: bilateral FTAs 

between Albania and future CEFTA members take the value of 1 only during the years 
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in which they were in force and the CEFTA was not in force. As a result, the CEFTA 

coefficient is larger. The result makes sense because, in this analysis, the CEFTA 

captures the full impact of all previous bilateral FTA agreements with CEFTA 

members, not just the additional effect relative to those agreements. According to the 

coefficient in column (2), in the absence of previous bilateral FTAs, the signing of the 

CEFTA would have multiplied Albania’s exports to member countries by 2.4 (exp 

o.889). Our estimated coefficient for CEFTA is larger than the mean 0.59 coefficient 

reported by Head and Mayer (2014) for regional trade agreements, which could be 

explained by the importance of trade agreements in historically isolated economies like 

Albania. All previous bilateral FTAs had positive impacts on Albania’s exports; 

however, the CEFTA had further additional positive effect, which is consistent with the 

earlier expectation that the CEFTA would be a more efficient tool than bilateral FTAs to 

harmonize the contents of trade agreement across member countries and promote 

exports. 

To sum up, this section has shown that the CEFTA increased Albanian exports 

to its CEFTA partners in by 34%, if previous bilateral FTAs are codified as active; and 

by 144%, if the previous FTAs are codified as extinct. In the next section we analyze 

how the signing of the CEFTA fostered Albania’s exports to CEFTA countries. 

 

4.  How the CEFTA fostered exports to CEFTA countries 

The CEFTA’s focus is the reduction of tariffs for agricultural and manufactured goods 

on member countries’ imports. Figure 3 shows the evolution of the average tariff that 

CEFTA countries (except Kosovo) imposed on Albanian imports. At the beginning of 

the 2000s, Albanian imports were subjected to tariffs of around 15% in FYR 

Macedonia, 14% in Serbia and Montenegro, 6% in Bosnia and Herzegovina and 5% in 

Moldova. These tariffs then declined in all CEFTA countries, especially from 2007 

onwards. By 2016, tariffs on Albanian imports were zero, or nearly zero, in all CEFTA 

countries. Figure 4 shows that, until 2015, CEFTA countries’ tariffs on Albanian 
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agricultural products were higher than for non-agricultural products.13 It also shows that 

tariffs on non-agricultural products fell earlier than tariffs on agricultural products. 

We analyzed the effect of tariff reduction on CEFTA countries’ demand for 

Albanian imports during the period 2001–2016, since 2001 is the first year for which we 

have tariff data for all CEFTA member countries. This period includes the years prior to 

signing of the CEFTA (when some bilateral FTAs were already in force) and the years 

immediately following the signing of the CEFTA. As explained by Handley and Limão 

(2015), the signing of a regional trade agreement may also reduce “uncertainty related 

to trade policy.” Countries often apply import tariffs below the negotiated maximum, or 

binding, tariffs. In such cases, there is a risk that the importing country may return to the 

higher negotiated tariff in the event of a negative shock. This creates uncertainty among 

potential exporters, reducing the number of firms that become exporters, as well as the 

value of exports. However, according to United Nations Conference on Trade and 

Development (UNCTAD) Trade Analysis Information System (TRAINS) tariff data, 

CEFTA countries did not provide any preferential treatment to Albanian imports before 

the bilateral trade agreements were signed. Therefore, there was no “uncertainty related 

to trade policy” for Albanian exporters to these countries at that time. 

To assess whether the tariff reductions increased CEFTA countries’ imports of 

Albanian products, we estimate the following equation: 

ln𝑀𝑀𝑗𝑗𝑗𝑗𝑗𝑗 = 𝛽𝛽 ln𝐶𝐶𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑗𝑗𝑗𝑗𝑗𝑗 + 𝛾𝛾𝑗𝑗𝑗𝑗 + 𝛾𝛾𝑗𝑗𝑗𝑗 + 𝜀𝜀𝑗𝑗𝑗𝑗𝑗𝑗  (3) 

where 𝑀𝑀𝑗𝑗𝑗𝑗𝑗𝑗 are k product imports from Albania by CEFTA country j at year t, 𝐶𝐶𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑗𝑗𝑗𝑗𝑗𝑗 

is the tariff imposed on Albanian product k by CEFTA country j at year t, 𝛾𝛾𝑗𝑗𝑗𝑗  are 

importing country and product-specific fixed effects and 𝛾𝛾𝑗𝑗𝑗𝑗 are importing country and 

year-specific fixed effects.14 Hence, equation (3) analyzes whether the change in tariffs 

led to a change in the value of imports from Albania, after controlling for import 

destination, industry, and year effects. Both the product and the tariff variables are 

disaggregated at the HS 6-digit level. 

Table 3 presents the results of the estimations. The tariff coefficient is negative 

and very precisely estimated, indicating that the reduction of tariffs had a large positive 
                                                 
13  We define agricultural products as goods listed in the Harmonized System classification 2-digit 
chapters 1 to 15. 
14 𝐶𝐶𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑗𝑗𝑗𝑗𝑗𝑗  is calculated as 1+(ad-valorem tariff /100). 
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effect on CEFTA countries’ imports from Albania.15 The reduction of tariffs by CEFTA 

countries during the period of analysis would have increased imports from Albania by 

525% (−5.249*–100%). The average tariff imposed by CEFTA countries on Albanian 

imports was 10.49% in 2001 and 3.76% in 2006, the year before the CEFTA went into 

force. If we multiply the percentage reduction in tariffs once the CEFTA came into 

force ((3.76/10.49) *100) by the estimated elasticity (5.249), we obtain that CEFTA 

countries increased their imports from Albania by 188%. This estimate is not very far 

from the 144% increase in Albanian exports to CEFTA countries obtained in Table 2, 

column 2. This result suggests that the reduction in tariffs introduced by the CEFTA 

fostered Albanian exports to its CEFTA partners. 

 

5.  Conclusion 
Albania’s exports to CEFTA countries have multiplied by more than four times since 

the agreement was signed in 2006. Applying a trade growth decomposition 

methodology, we show that a large share of this growth was attributed to Albanian firms 

that did not export to CEFTA countries before the agreement was signed and involved 

goods that were among the least traded before the regional trade agreement came into 

force. 

By estimating a gravity equation, we show that the CEFTA had a very important 

effect on Albanian exports to CEFTA partners. The CEFTA increased the value of 

Albanian exports by 34%, if we codify the previous bilateral FTAs with CEFTA 

members as active, and by 144% if we codify the previous FTAs as extinct. Additional 

regression analyses show that the CEFTA fostered exports by lowering the tariffs on 

Albanian goods. Other potential effects of trade agreements, such as trade policy 

uncertainty measured by preferential import tariffs, were not relevant to the CEFTA. 

This paper shows that the CEFTA fostered exports through the reduction of 

tariffs. Moreover, a large share of the increase in exports was attributed to new 

exporters and involved goods that were scarcely traded between member countries 

before the regional trade agreement was signed. Due to the positive relation between 

exports and growth (Feyrer, 2009) and the contribution of the extensive margin to 

                                                 
15 Our estimate, 5.25, is very close to the elasticity favored by Head and Mayer (2014), 5.03. 
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export growth (Bernard et al, 2009), our result suggests that the signing of regional 

trade agreements is a tool to foster economic growth in post-communist economies. 
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Appendix 

 

Table A1. Albania’s free trade agreements with future CEFTA members. 

Counterparty Date Signed Date Entered into Force 

Bosnia and Herzegovina April 28, 2003 December 1, 2004 

FYR Macedonia March 29, 2002 July 15, 2002 

Moldova November 13, 2003 November 1, 2004 

Serbia, Montenegro November 13, 2003 August 1, 2004 

Kosovo July 7, 2003 October 1, 2003 
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Table 1. Breakdown of Albania’s Export Growth to CEFTA Countries, 2004–2012 (USD and %) 

Period Total change 

in export 

value (USD) 

Change in value 

due to new 

exporters (USD) 

Change in value due 

to new export 

operations (USD) 

Change in value due 

to the intensive 

margin (USD) 

Share of new 

exporters in total 

value change (%) 

Share on new export 

operations in total 

value change (%) 

Share of the 

extensive margin 

in total value 

change (%) 

Share of the 

intensive margin 

in total value 

change (%) 

2004–2005 4,879,049 2,081,984 −2,565,379 5,362,444 42.67 −52.58 −9.91 109.91 

2005–2006 2,584,708 3,598,527 −5,229,200 4,215,381 139.22 −202.31 −63.09 163.09 

2006–2007 36,754,689 9,446,817 4,531,372 22,776,500 25.70 12.33 38.03 61.97 

2007–2008 65,995,483 12,018,411 5,638,092 48,338,980 18.21 8.54 26.75 73.25 

2008–2009 −6,295,336 12,406,677 1,584,409 −20,286,422 −197.08 −25.17 −222.25 322.25 

2009–2010 64,685,754 7,891,745 14,102,387 42,691,622 12.20 21.80 34.00 66.00 

2010–2011 152,064,239 32,015,053 21,770,562 98,278,624 21.05 14.32 35.37 64.63 

2011–2012 48,264,336 -1,785,840 37,277,603 12,772,573 -3.70 77.24 73.54 26.46 

2004–2008 

 

110,213,929 2,933,8407 5,462,101 75,413,421 26.62 4.96 31.58 68.42 

2008–2012 

 

258,718,993 96,638,752 88,937,385 73,142,856 37.35 34.38 71.73 28.27 

2004–2012 368,932,922 239,618,160 21,178,191 108,136,571 64.95 5.74 70.69 29.31 

 

Source: Authors’ calculations, based on Albanian Customs database. 
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Table 2. The Impact of CEFTA on Albanian Exports, 1996–2016 

 (1) 
 

(2) 

FTA CEFTA 0.291** 0.889*** 
 (0.136) (0.218) 
FTA Bosnia and Herzegovina 1.865***  
 (0.586)  
FTA FYR Macedonia −0.270  
 (0.191)  
FTA Moldova −0.410  
 (0.985)  
FTA Serbia and Montenegro 0.834***  
 (0.272)  
Real GDP Importing country(ln) 3.606*** 3.498*** 
 (1.015) (1.003) 
Real GDPpc Importing country (ln) −1.717* −1.588 
 (1.026) (1.012) 
Exchange Rate (ln) 0.055** 0.056** 
 (0.024) (0.026) 
FTA Bosnia and Herzegovina (pre-CEFTA 
only) 

 1.705*** 

  (0.312) 
FTA FYR Macedonia (pre-CEFTA only)  0.831*** 
  (0.241) 
FTA Moldova (pre-CEFTA only)  1.170* 
  (0.703) 
FTA Serbia and Montenegro (pre-CEFTA 
only) 

 0.492** 

  (0.213) 
Number of observations 3,142 3,142 
R-squared 0.981 0.981 
 

Note: The regression includes country and year fixed effects. Standard errors in parentheses. ***, **, * 
denote statistical significance at 1%, 5% and 10%, respectively. Exchange rate: Albanian leks per 
importer country’s national currency. 
Source: Exports data come from COMTRADE database. Real GDP, real GDP per capita, and exchange 
rate data come from World Bank’s World Development Statistics database. 
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Table 3. Tariffs’ Impact on CEFTA Countries’ Imports from Albania, 2001–2016 

Tariff (ln) −5.249*** 

 (0.650) 

 

Observations 7054 

Adjusted R2 0.667 

 

Note: The specification regresses the (log) value of imports by CEFTA countries from Albania. The 

regression includes importer-product and importer-year fixed effects. Robust standard errors are in 

parentheses. *** denotes statistical significance at 1%. 
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Figure 1. Albanian exports to CEFTA and the rest of the countries, 2006–2016 

(2006=100) 

 

Source: Authors’ calculations, based on COMTRADE data. 
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Figure 2. Share of the Different Product Sets in Albania’s Exports to CEFTA Countries, 

before and after Entry into CEFTA. 

 

Source: Authors’ calculations, based on COMTRADE data. 
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Figure 3. CEFTA Countries’ Tariff on Albanian Imports, 2000–2016 

 

Note: Tariffs are simple averages. Source: Authors’ calculations, based on TRAINS database (accessed 

via WITS). 
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Figure 4. Tariffs on Agricultural vs. Non-Agricultural Products, 2001–2016

 

Note: Simple average of CEFTA countries’ tariffs. Agricultural products are those goods included in HS 

chapters 1 to 15. Source: Authors’ calculations, based on TRAINS database (accessed through WITS). 
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