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VORWORT

Außenwirtschaftliche Fragen und die Heranführung der ost- und südosteuropäischen
Staaten, insbesondere der Aufnahmekandidaten, an die EU und den EURO-Raum bilden
zentrale Fragen der Integrationspolitik für ein erweitertes Europa in den nächsten Jah-
ren. Diesen Fragen geht im Rahmen des Forschungsverbundes forost vor allem die
Gruppe I nach, die sich mit der TRANSFORMATION VOR DEM HINTERGRUND DER

OSTERWEITERUNG DER EU befasst. Innerhalb der Gruppe beschäftigen sich  vor allem
zwei Projekte mit diesem Thema.  Die Schwerpunkte liegen  dabei bei den Problemen
der Währungsbeziehungen und der Rolle der Banken beim Annäherungsprozess.

Kapitalfehlallokation und Vernachlässigung der Infrastruktur waren zumindest in der
Endphase ihrer Existenz Kennzeichen der sozialistischen Wirtschaften. Mit der Trans-
formation entstand daher ein hoher Kapitalbedarf sowohl für die Umstrukturierung der
Wirtschaft, als auch für den Ausbau der vernachlässigten, überalterten und vielfach
fehlenden modernen Infrastruktur. Die Kapitalbildung stellt die Führung der Transfor-
mationsstaaten jedoch vor gewaltige wirtschaftspolitische Herausforderungen, da
gleichzeitig hohe Anforderungen im Bereich der Sozialleistungen gestellt werden und
der nach dem Systemwechsel gesunkene Lebensstandard gesteigert werden soll. Eine
gewisse Abhilfe in diesem Dilemma stellt der Kapitalimport dar.

Der Kapitaltransfer in die Transformationsstaaten kann dabei verschiedene Formen
annehmen. Portfolioinvestitionen sind unter gewissen Bedingungen mit hohem Risiko
für die Wechselkurs-, die Geld- und Finanzpolitik verbunden, wie verschiedene Krisen
(zuletzt die russische Krise von 1998) deutlich vor Augen führten. Direktinvestitionen
bedürfen eines besonders vertrauenswürdigen Umfelds. Daher eignen Sie sich in den
meisten Transformationsländern bisher kaum für sehr langfristige Engagements außer-
halb der betrieblichen Sphäre. Dies gilt insbesondere für Investitionen in die Infrastruk-
tur, die überdies sehr stark von politischen Entscheidungen beeinflusst werden. Aber
auch bei betrieblichen Projekten werden vielfach andere Finanzierungsinstrumente als
Direktinvestitionen oder reine Bankkredite erforderlich. Hier kommt dann meist die
Projektfinanzierung zum Zuge, bei der in der Regel internationale Finanzinstitutionen
und private Bankenkonsortien zusammenarbeiten. Charakteristisch für diese Art der
Finanzierung ist, dass auf weitgehende Kreditsicherheiten verzichtet wird.

In ihrer theoretisch angelegten Studie zur Projektfinanzierung in Transformationslän-
dern untersucht HAINZ (Projekt: SCHNITZER/HAINZ, Die Rolle des Bankensektors für die
Unternehmensfinanzierung und -restrukturierung in den Transformationsländern) daher
die unter den beschriebenen Bedingungen entstehenden Anreizprobleme für das Mana-
gement der Banken wie der kreditnehmenden Unternehmen. Die Untersuchung zeigt,
dass  Projektfinanzierung bei Investitionen, die mit einem hohen politischen Risiko be-
haftet sind, gewählt werden sollte. FRENSCH (PROJEKT: CLEMENT/CZECH, FRENSCH,
Perspektiven der Währungsbeziehungen zwischen der Europäischen Währungsunion
[EWS] und den mittel- und osteuropäischen EU-Beitrittskandidaten) geht in zwei Bei-
trägen zum einen der Frage nach, welchen Einfluss die Einbindung einer Volkswirt-
schaft in die Weltwirtschaft und insbesondere die EU (Offenheit der Volkswirtschaft)



auf die makroökonomische Entwicklung der Aufnahmekandidaten und Kroatien hat. Es
wird der Beitrag der zunehmenden Offenheit bei der Rückkehr zu einem Wachstums-
pfad analysiert. Dabei wird auch der Versuch unternommen, den kurzfristigen, relativen
Einfluss auch der Wechselkursveränderungen zu analysieren. Es wird dabei untersucht,
inwieweit die Konjunkturverläufe sich mit der verstärkten Handelsintegration zwischen
EU und den Beitrittskandidaten synchronisieren. Nachgegangen wird insbesondere der
Frage nach dem Einfluss des Außenhandels auf das Wachstum in der Erholungsphase
der ostmitteleuropäischen Volkswirtschaften während der Transformationsphase und
nach der Russlandkrise von 1998. Zusätzlich wird der Einfluss der realen Wechselkurs-
veränderungen auf die kurzfristige Outputentwicklung in den Beitrittskandidaten analy-
siert.

Zum anderen geht Frensch in einem zweiten Beitrag der Frage nach, welchen Ein-
fluss Importzölle unter bestimmten Bedingungen auf die Wohlfahrt einer Volkswirt-
schaft haben. Er kommt zu dem Ergebnis, dass, wenn der Terms of Trade Effekt gerin-
ger als der Effekt der internationalen returns to scale ist, auch ein niedriger Zollsatz ne-
gative Auswirkungen auf die Wohlfahrt einer Volkswirtschaft hat.

Alle drei Beiträge wurden bzw. werden in international anerkannten Publikationen
veröffentlicht. Sie stellen damit wertvolle Beiträge für die wissenschaftliche Diskussion
von Fragen der Heranführungsstrategie und der Entwicklung der Beitrittskandidaten
während der Annäherungsphase an die EU dar.

München, Juli 2002 Hermann Clement
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TRADE, EXCHANGE RATES AND MACROECONOMIC

FLUCTUATIONS IN EASTERN EUROPE

Richard Frensch*

ABSTRACT

This note investigates the relationship between trade and macroeconomic fluctuations,
focusing on the national income accounts concept of trade in goods and services for
eleven East European and Baltic economies (i.e., the ten current EU candidate countries
plus Croatia), hereafter referred to as the EE-11.  The first section documents the in-
creasing international openness of these economies and is followed by an account of the
role of international trade as a catalyst for recent recoveries.  After a brief review of trade
and output variables over the cycle, an attempt is made to identify the relative influence
of exchange rate changes and foreign activity on exports over the short run.

1. REFORM, OPENNESS AND INTEGRATION

Transition and liberalization, unprecedented in scale and speed, have facilitated an in-
creasing degree of openness (measured as the sum of real exports and imports of goods
and services relative to real GDP) in most transition economies with tangible effects on
the geographic orientation and commodity composition of foreign trade.  As a result,
external liberalization ceteris paribus has significantly enhanced the rates of economic
growth of the transition economies.1  Chart 1 provides evidence for this growing role of
international trade.  With the exception of Slovenia,2 EE-11 countries have increased
their openness since the early nineties, some of them to a considerable degree.

Openness to international trade does not necessarily imply integration into one par-
ticular economic area with an identifiable business cycle.  In fact, the short-term gains
from openness derive from diversifying trade to a range of countries, all with different

* Economic Analysis Division, UNECE, and Dept. of Economics, Osteuropa-Institut München, Bureau
453, Palais des Nations, 1211 Genève 10, Suisse; Tel.: +41-22-917-1845, Fax: +41-22-917-0309, E-mail
address: Richard.Frensch@unece.org (R. Frensch).

1 The growth effects of external liberalization have been estimated to be of the same order of magni-
tude as those of privatization and institutional reforms (i.e., price liberalization and competition). S.
Fischer, R. Sahay and C.A. Végh, “From Transition to Market: Evidence and Growth Prospects”, IMF
Working Paper No. 98/52, (Washington, D.C.), April 1998.

2 This notable exception might be taken as a hint to the formidable role of FDI in facilitating export
capacity and openness, as this country has so far featured one of the lowest cumulative FDI shares in GDP
in the region. Cf. “Economic Growth and Foreign Direct Investment in the Transition Economies”, in:
UNECE, Economic Survey of Europe 2001, No. 1, Ch. 5, especially Table 5.2.2 on page 190.
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cycles, while an increasing synchronization of business cycles across countries reduces
the likelihood of trade having a significant influence on the domestic cycle.  In the case
of the EU candidate countries, increasing openness has naturally been mainly with the
European Union.3  However, “… trade links alone do not ensure the convergence of
business cycles if countries are not sufficiently similar”.4  As a result, although the East
European countries enjoy considerably close trade links with the EU, their respective

Chart 1

The openness of 11 east European and Baltic economies, 1991-2000
(Ratio)
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Source: UNECE Common Database.

Note:  Openness is defined as the ratio of the sum of real exports and imports to real GDP.

3 Already at the end of the nineties the trade intensity of some of these countries with the EU was al-
most matching intra-EU trade. UNECE, Economic Survey of Europe, 1998, No. 1, p. 134.

4 J. Fidrmuc, “The Endogeneity of Optimum Currency Area Criteria, Intraindustry Trade and EMU
Enlargement,” BOFIT Discussion Paper, No. 8/2001, (Helsinki, Bank of Finland), 2001, p 23. Integration
of dissimilar countries will simply enforce specialization according to comparative advantage resulting in
susceptibility to quite dissimilar shocks.  Intra-industry trade (IIT), however, has been demonstrated to be
an important measure of structural similarity and thus a factor for inducing harmonization of business
cycles within the OECD.  Within the logic of theoretical IIT models, however, it should be horizontal
rather than vertical intra-industry trade that qualifies as a proxy for similarity.  For evidence on horizontal
versus vertical IIT between EE-11 and the EU see section 3.5 (iii).
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synchronization with the European business cycle differs greatly: most findings5 con-
clude that the Hungarian cycle is quite well correlated, as is the Slovenian and perhaps
the Estonian.  This holds to a much lesser extent for the others, possibly indicating that a
significant asymmetry of shocks between the EU and accession countries still prevails.
Recent work on this has arrived at some rather clear results: the correlation of supply
shocks with the euro area differs greatly from country to country,6 with Hungary and
Estonia exhibiting the highest correlation, as high as for many current EMU members.
Hungary also has a high correlation of demand shocks, which is much lower for the oth-
ers, even for advanced reformers such as Estonia and Slovenia,7 or the Czech Republic,
while demand shocks are even negatively correlated for Latvia and Lithuania.  In addi-
tion, still perceived as “emerging markets,” East European economies also suffer from
different exchange-rate shocks than the EMU.  This suggests that foreign trade, espe-
cially with the EU, may have a significant influence on short-term output fluctuations in
the East European economies, both via foreign activity and exchange rate channels.

2. TWO RECENT RECOVERIES

The increased role of foreign trade in the East European economies has thus improved
their prospects both for long-term growth (via FDI, technological spillover etc.) and for
short-term recoveries via trade-led expansions.  One would therefore expect to find –
assuming some kind of adequate normalization – that trade had a larger and faster im-
pact on the transition economies’ recovery from the Russian crisis, that hit the region
during the summer and fall of 1998,8 than from the transformational recession during
the early nineties.  For the purpose of this comparison, the contribution of exports and
net exports to cumulative real GDP growth over a period of four to twelve quarters from
the business cycle trough is measured by holding everything else constant.  Over a j-
period horizon starting with t, this measure is defined as

CG(Xt,j) = (Xt+j – Xt)/GDPt

= (1 + wGDP(t+j,j))xt+j – xt,  (1)

with wGDP denoting the cumulative GDP growth rate, X stands for exports or net ex-
ports, and x is the ratio of exports or net exports to GDP.

5 Summarized in I. Korhonen,  “Some Empirical Tests on the Integration of Economic Activity be-
tween the Euro Area and the Accession Countries”, BOFIT Discussion Paper No. 9/2001, (Helsinki, Bank
of Finland), July 2001.

6 J. Fidrmuc and I. Korhonen, “Similarity of Supply and Demand Shocks between the Euro Area and
the CEECs”, BOFIT Discussion Paper, No. 14/2001, (Helsinki, Bank of Finland), 2001.

7 These two countries’  similarity with EU cycles might therefore be related to the absence of major
shocks, rather than to their correlation with shocks to EU output, especially when considering the short
time horizon of these studies.

8 While Hungary, Poland, Slovakia and Slovenia did not in fact suffer an actual output loss as a result
of the Russian crisis, all of them had to cope with a perceptible negative deviation from their trend rates of
growth.
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Table 1

Contributions of exports and net exports to cumulative real GDP growth
during two recent recoveries in eastern Europe and the Baltic states

(Percentage points)

Cumulative growth contributions of exports

T = trough of transformational recession t = trough during the Russian crisis

T T+1 year T+2 years T+3 years t t+4 quarters t+8 quarters

1998QIII Bulgaria 2.0 11.4
1998QIV Croatia 1.5 3.2

1992 Czech Republic 6.7 7.5 15.8 1998QIV Czech Republic 9.3 26.7
1993 Hungary 4.3 7.4 10.6 1999QI Hungary 11.1 22.4
1991 Poland 3.3 -5.2 -3.8 1999QI Poland 7.5 6.7
1992 Romania 11.0 8.0 10.9 1999QI Romania 7.2 19.2
1993 Slovakia 8.1 10.0 10.5 1998QIV Slovakia 1.6 13.8
1992 Slovenia 0.4 8.2 -0.9 1999QI Slovenia 7.7 15.0
1994 Estonia 3.9 5.6 28.9 1999QI Estonia 28.7 47.1
1995 Latvia 9.5 16.9 20.0 1998QIV Latvia 1.9 6.8

1999QIII Lithuania 8.7 20.1

Cumulative growth contributions of net exports

T = trough of transformational recession t = trough during the Russian crisis

T T+1 year T+2 years T+3 years t t+4 quarters t+8 quarters

1998QIII Bulgaria 3.6 8.9
1998QIV Croatia -2.0 -2.3

1992 Czech Republic -2.0 -7.9 -10.7 1998QIV Czech Republic -0.5 -2.4
1993 Hungary 0.5 9.7 10.4 1999QI Hungary 0.6 0.7
1991 Poland 2.8 -1.0 2.1 1999QI Poland 0.4 1.6
1992 Romania -1.4 4.1 3.2 1999QI Romania 1.2 -2.1
1993 Slovakia 10.2 6.6 -4.1 1998QIV Slovakia 8.3 6.1
1992 Slovenia -9.5 -10.3 -9.2 1999QI Slovenia 0.5 5.4
1994 Estonia -0.4 -5.0 -8.4 1999QI Estonia 2.4 0.9
1995 Latvia -4.6 -1.5 -11.2 1998QIV Latvia 2.4 3.1

1999QIII Lithuania 3.9 5.7

Source:  UNECE Common Database.

Note:  Troughs T (years) and t (quarters) were identified as the largest negative deviations from national GDP trends during the
relevant time periods. The time elapsed since the Russian crisis does not allow for more than eight quarters of data, while for the
transformational recession quarterly data are not available. Data availability restricts analysis of the recovery following the trans-
formational recession to eight countries.

When interpreting Table 1, it should be borne in mind that the causes of and the re-
coveries from the two crises differed a lot: the transformation recession was caused by a
number of massive real shocks on the supply and demand side, i.e., the dismantling of
the central planning system, the disorganisation of production, and the collapse of
CMEA trade, with implications far beyond those of a cyclical downswing.  The begin-
ning and duration of that recession varied greatly across countries, and so did the exter-
nal environment at the time of each recovery: during the Polish recovery (1992–4), the
GDP of the European Union grew by 3.6 per cent cumulatively, with aggregate East
European GDP falling slightly by 1 per cent.  In contrast, during the Hungarian recovery
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(1994–6), the EU grew by 7.1 per cent, with East European GDP increasing by 14.2 per
cent.  The Russian crisis led to contagion effects and resembled much more a cyclical
downturn.  During the recovery external demand conditions were favourable for all
countries, and real exchange rate developments were less dramatic (with cpi-based real
effective exchange rate appreciation within the first eight quarters of each recovery av-
eraging 4.6 per cent) than during the recovery from the transformational recession (when
cpi-based real effective exchange rate appreciation during the first two years of recovery
averaged almost 14 per cent for the same eleven countries).9

Furthermore, in the light of liberalization, it might be expected that strong positive
impulses from the external sector for East European countries recovering from their
recent recession would significantly exceed the experience of ‘normal’ economies re-
covering from ‘normal’ business cycle troughs.  To make such a comparison, OECD
countries’ most recent recoveries up to the mid-nineties, again over a recovery period of
8 quarters,10 can be used as a benchmark.  Charts 2 and 3 show the cumulative real
growth contributions of exports and net exports of goods and services for OECD and
East European countries against their respective degrees of international openness.

Charts 2 and 3 first of all confirm that the – mostly very small – EE-11 economies
are now more open than during their recovery from the transformational recession, and
on average are significantly more open than the OECD economies.  Table 1 and Chart 2
indicate that exports have made sizeable and significant contributions to the cyclical
recoveries of GDP growth, although their extent differs across countries.  The average
magnitude of these contributions is clearly linked to the openness of the economy.  Ac-
cordingly, the contributions of exports to East European countries’ economic growth,
although varying across countries, was significantly larger during the post-Russian crisis
recovery both in comparison with their recovery from the transformational recession and
with the OECD countries’ recent experience.11

As for the recovery from transformational recession, it might be thought a priori that
external sector liberalization would necessarily result in a rapid and large contribution of
the export sector to real economic growth.  However, as already indicated, the transfor-
mational recession varied greatly across countries in timing and in the external envi-
ronment. 12

9 Aggregate East European growth figures and real exchange rate data are taken from the UNECE da-
tabase and National Banks of UNECE member countries.

10 E.S. Prasad and J.A. Gable, “International Evidence on the Determinants of Trade Dynamics”, IMF
Staff Papers, Vol. 45, No. 3, September 1998, pp. 401–439.

11 Including the EE-11 economies in their post-transformational recession recovery does not signifi-
cantly alter the slope of the OECD regression line in chart 2, but reduces the constant.  Including the EE-
11 economies in their recovery from the Russian crisis both reduces the constant and significantly in-
creases the slope of the same regression line.

12 R. Frensch, “Internal Liberalization as a Barrier to Export-led Recovery in Central European Coun-
tries Preparing for EU Accession”, Comparative Economic Studies, Vol. 42, No. 3, Fall 2000, pp. 31–47.
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Chart 2

The contribution of exports to cumulative real GDP growth and openness
in eastern Europe and the Baltic states

(After two years, percentage points)

Selected east European and Baltic countries Selected east European and Baltic

after their transformation recessions versus countries after the Russian crisis versus
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Source:  UNECE Common Database.  OECD data supplied by the IMF directly to UNECE secretariat.

Note: For the east European and Baltic countries, the chart compares horizons of two years after their transformational reces-
sions to eight quarters after the Russian crisis.  For each OECD country the recovery denotes the first eight quarters after its most
recent cyclical trough; the OECD sample covers 22 countries that have been members since 1970; accordingly, recently admitted
east European countries are excluded from the OECD sample, in which Japan has the lowest (20 per cent) and Belgium the highest
(140 per cent) degree of international openness.  Openness is defined as the average percentage ratio of the sum of real exports and
imports to real GDP over the respective time period.  The regression lines and ±1.5 standard deviation lines in the figures are based
only on the OECD sample.

As is evident from Chart 3, all this does not hold to the same extent for net exports:
for both the OECD and the transition economies, there is no convincing evidence that
net trade has on average contributed to recovery within 8 quarters of their respective
troughs.13  However, at least the variance of EE-11 economies’ deviations from average
OECD experience has decreased between the recoveries from the transformational and
Russian-crisis recessions, probably due to more neutral external conditions during the
latter.  As a corollary of the above, there is no correlation between cumulative export
and net export contributions to real GDP growth: very open economies (such as Estonia
and the Czech Republic) were exceptional in terms of the export contributions to GDP
growth after the Russian crisis, but the net export contributions to growth during both
recent recoveries were small or even negative.

13 The regression line in Chart 3 describes a very weak (and not significant) cross-country relationship,
which in fact disappears altogether for the OECD countries after 12 quarters.  Accordingly, Prasad and
Gable (loc. cit., p. 402) find that quite contrary to exports “… surprisingly … the trade balance … has in
fact played only a limited role in business cycle recoveries in the OECD economies.”
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Chart 3

The contribution of net exports to cumulative real GDP growth and openness
in eastern Europe and the Baltic states

(After two years, percentage points)

Selected east European and Baltic countries Selected east European and Baltic

after their transformation recessions versus countries after the Russian crisis versus

recent OECD recoveries recent OECD recoveries
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Source:  As for chart 2.

Note:  As for chart 2.

Accordingly, examination of charts 2 and 3 raises the question as to whether exports
or net exports are the ‘true’ international trade catalyst for cyclical recoveries.  While
net trade appears to be more appropriate within the conceptual framework of the na-
tional income accounts, the logic of recovery rather points to exports: increasing exports
trigger the recovery by stimulating domestic demand including import demand.14  An
examination of trade and output variables over the cycle might help to answer this
question.

3. TRADE AND THE BUSINESS CYCLE

A recent study of OECD experience points to the following general conclusions:15 net
exports behave anti-cyclically, largely driven by the strong pro-cyclical behaviour of
imports, while export behaviour in this respect varies widely across countries, due to

14 Prasad and Gable, loc. cit., p. 411.
15 Prasad and Gable, loc. cit., p. 410.
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Table 2

Simple correlations between trade ratios and GDP
in eastern Europe and the Baltic states, 1995QI-2001QII

Exports/GDP, GDP

-4 -2 -1 0 1 2 4

Bulgaria 0.17 -0.11 0.03 -0.42 -0.02 0.15 0.47
Croatia -0.12 -0.45 0.34 -0.61 0.24 -0.13 0.33
Czech Republic -0.24 0.06 0.15 -0.08 0.15 -0.35 -0.12
Hungary -0.27 0.12 0.21 -0.39 0.20 0.12 -0.25
Poland -0.43 0.08 -0.24 0.23 -0.11 0.11 0.31
Romania 0.69 -0.24 0.20 0.40 -0.34 -0.69 0.08
Slovakia -0.26 0.23 -0.26 -0.49 0.36 -0.29 -0.09
Slovenia -0.44 -0.58 0.40 -0.07 – 0.16 0.76
Estonia -0.09 0.20 0.43 0.35 0.14 0.16 -0.27
Latvia 0.13 0.09 -0.05 0.21 0.32 0.16 -0.07
Lithuania 0.57 0.42 -0.18 0.44 0.09 -0.22 -0.41

Imports/GDP, GDP

-4 -2 -1 0 1 2 4

Bulgaria -0.44 -0.25 -0.05 0.20 -0.40 0.47 0.07
Croatia -0.14 -0.15 -0.02 0.33 0.10 -0.33 -0.38
Czech Republic -0.32 -0.38 0.60 -0.40 0.43 -0.31 –
Hungary 0.30 0.11 0.39 0.08 0.12 0.15 -0.04
Poland -0.20 0.10 -0.15 0.12 -0.13 0.29 0.09
Romania 0.21 -0.07 0.48 0.42 -0.38 -0.65 -0.01
Slovakia 0.25 0.14 -0.06 -0.30 0.50 -0.07 -0.13
Slovenia 0.27 0.23 -0.65 0.88 -0.91 0.87 -0.07
Estonia -0.21 -0.03 0.61 0.42 0.45 0.10 -0.42
Latvia 0.03 -0.18 -0.16 -0.06 0.34 -0.16 0.04
Lithuania 0.06 0.24 -0.06 0.26 0.08 -0.12 -0.10

Net exports/GDP, GDP

-4 -2 -1 0 1 2 4

Bulgaria 0.53 0.12 0.08 -0.59 0.36 -0.30 0.43
Croatia -0.03 -0.29 0.27 -0.66 0.12 0.09 0.53
Czech Republic 0.16 0.58 -0.65 0.47 -0.43 -0.02 -0.18
Hungary -0.52 0.04 -0.16 -0.57 0.11 -0.02 -0.29
Poland -0.32 -0.02 -0.17 0.19 0.02 -0.23 0.36
Romania 0.29 -0.10 -0.57 -0.27 0.34 0.40 0.18
Slovakia -0.57 0.02 -0.16 -0.05 -0.35 -0.18 0.10
Slovenia -0.30 -0.29 0.67 -0.85 0.88 -0.77 0.55
Estonia 0.16 0.24 -0.31 -0.11 -0.42 0.08 0.18
Latvia 0.03 0.24 0.14 0.18 -0.17 0.26 -0.08
Lithuania 0.37 0.08 -0.08 0.08 – -0.06 -0.21

Source:  UNECE Common Database.

Note:  Correlations are based on quarterly rates of change with different leads (–) and lags (+) of trade variables.  All EE-11
countries (except Romania, starting only in 1996) have been publishing quarterly real GDP since at least 1995, although mostly
they are not seasonally adjusted.  These data, however, are not always accompanied by a breakdown in expenditure, thus not al-
lowing a truly consistent analysis of GDP and trade variables since 1995 for all countries: the respective series start only with 1996
(Bulgaria), 1997 (Croatia), 1998 (Romania) or even 1999 (Slovenia).  If not published as such, all data have been seasonally ad-
justed by applying a X-12 filter.
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different levels of foreign activity and exchange rate developments.  The results in Table
2 are not quite in line with this conclusion: there are significant differences in export as
well as import behaviour among the transition countries.16  Contemporaneous imports
are anti-cyclical in Latvia, and above all in both the Czech Republic and in Slovakia,
and pro-cyclical only with a one quarter lag.  Also, the contemporaneous import re-
sponse generally appears to be weaker than in the OECD countries.  Accordingly, net
exports are not anti-cyclical in Poland, Latvia, Lithuania, or, again especially, in the
Czech Republic.

Table 3

Correlations between quarterly rates of change of exports and imports
in eastern Europe and the Baltic states, 1995QI-2001QII

Full sample 1998QI – 2001QII

Bulgaria 0.47 0.59
Croatia -0.04 0.04
Czech Republic 0.64 0.88
Hungary 0.50 0.79
Poland 0.81 0.77
Romania 0.84 0.84
Slovakia 0.73 0.77
Slovenia 0.60 0.60
Estonia 0.71 0.88
Latvia 0.44 0.19
Lithuania 0.51 0.47

Source:  UNECE Common Database.

Note:  For data constraints, see note to table 2.

These differences from OECD experience in the behaviour of the trade variables –
together with a higher correlation of contemporaneous export and import changes17 than
in the OECD – suggest that the import response in the East European countries is less a
reflection of a ‘normal’ consumption and investment demand reaction to output changes
(e.g. induced by exports), typical of the OECD countries, than of the particular nature of
their trade which favours outward processing, subcontracting and other ‘import for ex-
port’ arrangements resulting in large import content of exports.  On the other hand, ac-
cording to Table 2, exports signal GDP changes much more consistently than net ex-
ports over the short run (of one to two quarters).  Thus, the evidence from Tables 2 and
3 is insufficient to allow for much more than the conclusion that the import content of

16 Analyzing trade ratios to control for size effects has the advantage that they can be analyzed like
‘normal’ trade variables, while at the same time coming close to the ‘growth contribution’ concept dis-
cussed above.  The correlation between changes in trade variables and trade ratios is very high over the
sample period for each country, typically above 0.9, as trade variables are much more volatile than output.

17 0.46 on average for all EE-11 countries over the whole sample, but perceptibly increasing over time
for some countries, especially for Bulgaria, the Czech Republic, Hungary, and Estonia. See Table 3.
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exports in EE-11 is larger than in the OECD economies.  In particular, the evidence
does not suggest a qualitatively different pattern of trade behaviour over the cycle.  This
justifies treating exports, rather than net exports, as the true catalyst through which trade
influences GDP in the short run.  The ‘effectiveness’ with which export stimuli are
translated into GDP growth, however, are determined by the degree to which the import
response is export-related, i.e. by the import content of exports, which differs across
countries.

4. FOREIGN ACTIVITY VERSUS EXCHANGE RATE CHANNELS

Long-run developments in the trade shares of GDP follow trends in trading costs which
are influenced inter alia by the relative size of the economy, liberalization policies, and
the intertemporal aspects of consumption smoothing.  The conclusion to be drawn from
the previous section, however, is that to describe short-run trade behaviour over the cy-
cle appropriately the effects of both external activity and real exchange rate behaviour
have to be included.

The available data18 do not allow the estimation of rigorous multivariate econometric
relationships between these variables across countries in a meaningful and comparable
way: the availability of quarterly GDP data by expenditure varies greatly among the
East European countries so that there is a trade-off between coverage and length of se-
ries, which in turn largely determines the methodology used to analyse the series.  The
choice made here has been to favour breadth of coverage and comparability across
countries at the obvious cost of analytical depth.

A first attempt at assessing the influence of foreign, especially EU, activity on EE-11
export fluctuations involves some basic principal components analysis.  For nine of the
eleven countries (except the two with the weakest trade links with the EU, i.e. Bulgaria
and Lithuania), there exists a common set of factors, expressed as the first principal
components vector, accounting for 43 per cent of the variance of their export ratios (in
terms of quarterly rates of change).  This vector, in turn exhibits a statistically signifi-
cant correlation coefficient of 0.47 with the quarterly rates of change in European Union
GDP, which can be taken as evidence for a relationship between East European export
fluctuations and European Union activity.19

In addition, as a rough assessment, Chart 4 presents the partial correlations between
export ratios, (lagged) real exchange rates and (contemporaneous or lagged) foreign
activity variables over the short run.  The a priori expectations are that exchange rate
changes are negatively and foreign activity is positively correlated with changes in ex-

18 See notes to Table 2.
19 To create a common sample size starting with the first quarter of 1996, some annual data for Croa-

tia, Romania and Slovenia had to be re-estimated on a quarterly basis, cf. notes to Table 2.  Leaving out
the data for these countries increases the share of the variance accounted for by the first principal compo-
nents vector.
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ports.20  Chart 4 shows that across countries foreign activity (especially EU GDP) and
real exchange rate effects vary in their importance as determinants of short-run changes
in export ratios.  Among the higher correlations, changes in foreign activity do not in
general appear to outweigh real exchange rate effects, except for Slovenia, Hungary, and
Romania, while real exchange rate effects seem to dominate for Latvia and Estonia (in
terms of deviations from the 45° line in the chart).

Chart 4

Partial correlation coefficients between export ratios and real effective exchange rates (REERs)
versus the partial correlations between export ratios and foreign (EU) activity, 1996QI-2001QII
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Source: UNECE Common Database and national banks of ECE member countries.

Note:  The correlations are between quarterly seasonally adjusted rates of change.  The partial correlation coefficients have been
adjusted for bivariate correlations between foreign activity and real exchange rate developments.  For data constraints, see note to
table 2.  Foreign activity is proxied by EU GDP except for Bulgaria and Lithuania, for which an index of trade-weighted GDP of
EU, eastern Europe, the Baltic states and Russia is used.  Real effective exchange rates are producer-price based and trade
weighted.

However, while there seems to exist a perceptible effect of foreign – especially EU –
activity on export activity in the short run for most countries, the high import content of
exports in some of them presumably dampens the influence of foreign activity upon
output fluctuations, more so than the real exchange rate influence, which has an addi-
tional impact on direct imports over and above the impact on imports for exports.  This

20 Lag selection for the real effective exchange rate and activity indicators was made by preliminary
country-by-country ordinary least squares regression of export ratios on differently lagged real exchange
rates and activity variables. E.g., chart 4 reproduces the effects of contemporaneous real exchange rate
changes for Slovakia and Lithuania, and of lagged changes for the rest except for Hungary, Poland and
Romania (lagged twice).
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is probably especially true for those countries with a sizeable contemporaneous correla-
tion between changes in exports and imports (see Table 3), i.e., mainly the Czech Re-
public, Hungary, Poland, Romania, Slovakia and Estonia.  Of the countries considered
in chart 4, Slovenia, Hungary and perhaps Romania appears to be the countries where
foreign (and especially EU) activity may have a more significant influence than the real
exchange rate not only on short-term exports but also on short-term variations in out-
put.21

5. CONCLUSIONS

A rapidly increasing degree of international openness, on average now much higher than
that of the OECD countries, has led to significant contributions of exports to GDP
growth during the East European countries’ recovery from the regional recession that
followed the Russian crisis.  At the same time, short-run fluctuations in exports appear
to be influenced by both real exchange rate developments and foreign, especially Euro-
pean Union, levels of activity.  Considering the close links between exports and imports
for many east European economies, a cautious interpretation of the evidence suggests
that in general – with the possible exceptions of Slovenia, Hungary, and perhaps Roma-
nia – the impact of foreign activity is probably weaker than the influence of the real ex-
change rate on short-run output fluctuations.

21 The presence of Romania in this group is noteworthy, as it has one of the lowest degrees of open-
ness in the region (chart 1).
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Forschungsverbund Ost- und Südosteuropa (forost):
Orientierung auf dem Weg in die Osterweiterung

Mit der Osterweiterung kommen auf die Beitrittsländer, auf Europa, Deutschland und Bayern
vielfältige Herausforderungen zu. Die EU-Regularien geben dafür einen Rahmen vor, aber das
Projekt der Integration Europas leisten Menschen. Viel unterschiedliches Know-How ist dafür
notwendig: ökonomischen, juristisches, kulturelles, politologisches und soziologisches Wissen
ist ebenso notwendig, wie Regional- und Sprachkenntnisse.

Auf beiden Seiten bestehen Ängste und Vorurteile, die nur durch gegenseitiges Vertrauen und
Verständigungsbereitschaft abgebaut werden können.

� forost bietet Wissen und Orientierung auf dem Weg in die Integration.

� forost knüpft und festigt vielfältige Kontakte zu Institutionen und Wissenschaftlern im In-
land und in den osteuropäischen Partnerländern.

� forost regt interdisziplinäre Diskussionen und neue Kooperationsformen an

� forost fördert den Austausch und die Kommunikation zwischen Wissenschaftlern und Prak-
tiker

� forost sucht Wege Forschungsergebnisse in konkreter  Zusammenarbeit mit Unternehmen
umzusetzen.

Wissenschaftler aus den Universitäten Bayreuth, Eichstätt, München und Regensburg erstellen
zusammen mit den außeruniversitären Forschungsinstituten "Institut für Ostrecht", "Osteuropa-
Institut", Südost-Institut" und "Ungarisches Institut" Analysen und erarbeiten Handlungsemp-
fehlungen.

Gemeinsame Treffen und Kolloquien, Austausch von Daten, methodische Erfahrungen und die
Organisation interdisziplinärer und internationaler Veranstaltungen garantieren die fach- und
projektübergreifende Kommunikation und Kooperation.

In drei thematischen Schwerpunkten werden sowohl Zahlen und Fakten, wie auch Fragen der
Wahrnehmung und Verhaltensregeln analysiert und kombiniert, um auch komplexen Problem-
stellungen gerecht werden zu können.

1. Transformation: Die erfolgreiche Einführung von Demokratie und Marktwirtschaft in den
Ländern Ost- und Südosteuropas erfordert in vielen konkreten Details Veränderungen: in
Banken und Gerichten, Schulen und Ausbildungsplätzen muss das bisherige (sozialistische)
Regelwerk in gesamteuropäische Normen und Werte umgewandelt werden.

2. Kulturen: Auch in den Gefühlen und Köpfen der Menschen vollzieht sich der Identitäts-
wechsel: das Individuum in der Zivilgesellschaft, Konfliktpotenziale und Vorurteile – Ver-
änderungen und Probleme der Anpassung müssen erkannt und abgebaut werden, in Ost- wie
in Westeuropa, wenn ein integriertes Europa entstehen soll.

3. Nationale Identität: Nur eine differenzierte Kenntnis der rechtlichen Lage
und sozialen Situation von Minderheiten und Mehrheiten, von Sprachgewohn-
heiten und geschichtlichem Hintergrund ermöglicht konstruktive Beziehungen
zwischen den ehemals getrennten Teilen Europas. Handbücher, CD-ROMs
und Datenbanken stellen das hierfür notwendige Wissen bereits.
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Seit April 2001 sind bei forost folgende Arbeitspapiere
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