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1. Introduction, research issue and literature review 

This chapter analyzes the effects of living conditions on bilateral trade between the EU and Mediterranean countries (MPC). Since the beginning of the Barcelona process in 1995, integration between the EU and MPC has been heavily promoted with the expectation of economic convergence between the southern and northern coasts of the Mediterranean. Full liberalization of trade in the region was one of the main aims of the process, due to its mutual benefits particularly towards facilitation of growth and development . 
Last decade witnessed interesting and somehow unexpected economic developments between the two coasts of the Mediterranean. For example, when international trade is considered, it is observed that total trade between the EU and MPC has increased since 2001 but the increasing rate is less than what it is for the trade between MPC and rest of the World. When the net trade is investigated, except for Algeria, MPC countries are net importers both from the EU and the World but net imports from the latter doubles that of from the former in most of the years in the last decade. Therefore, it will not be an exaggeration to say at least that promotion of the integration somehow was not successful when international trade is considered.
Another interesting development was observed in human development indicators in MPC. There has been obviously a rise in various indicator values and also in human development indicators since the last 30 years but during this time migration from MPC to the EU has risen as well. The causality between international trade-migration-living conditions became one of the main research areas regarding the economies of the region but very limited research can be found on the relation between living conditions and trade, for which the impact of latter on the former was is searched in most of the cases. 

The analyses in this chapter focus on the impact of living conditions on bilateral trade (both exports and imports) between the EU and MPC and the hypotheses are such that in one way or other trade should be promoted whether living conditions converge or not between the southern and northern coasts of the Mediterranean.
First relevant argument is that if there has been an improvement in living conditions in MPC, either because of the convergence or not, this should promote imports of MPC from the EU due to the rise in purchasing power and change in preferences and in consumption patterns in MPC. As the second argument it is put forward that improvement in living conditions might increase productivity in MPC which in return may increase exports form MPC to the EU. Again whether this improvement is a result of the convergence or not does not change the outcome. 

In case if there is no improvement in living conditions in MPC, the third argument suggest that migration to the EU from MPC should rise which in return might increase MPC’s exports to the EU in certain industries due to changing consumption pattern in the EU. However an opposite impact is also proposed as the fourth argument such that rising low-skilled labor force in the EU due to migration may increase exports of the EU in certain low-skilled labor abundant industries. While rising migration is the driving force between the trade increase in the last two arguments and which is a result of deteriorating living conditions in MPC, improvement of living conditions is the main driving force behind the rise in trade in the first two arguments.

Various papers that use the traditional and/or new trade theories provide the empirical evidence that differences in relative factor endowments and firm heterogeneity affect export decision and in most of the cases the international comparative advantage lies in higher labor productivity which is a natural outcome of improved human capital (Bandyopadhyay et. al, 2008; Melitz, 2003). In support of the second argument, Márquez-Ramos and Martínez-Zarzoso (2010) estimates impact of human development index (hdi) on bilateral trade in which hdi proxies technological innovation in the exporting country. In their analyses hdi was found to have some statistical significance over trade however it has to be kept in mind that the reverse causality is also mentioned for example in Hamid and Amin (2006). 
In support of the third  and fourth arguments Gould (1994) postulates that the immigrant-trade relationship operates through two broad channels. First, migrants are expected to stimulate trade by lowering transaction costs. This is because immigrants have superior knowledge of home country markets, languages, business practices, laws and other matters related to trade. This channel has been referred to as the “information bridge hypothesis” (Dunlevy, 2006). The immigrants’ knowledge basically overcomes information asymmetries associated with cultural differences. Also, immigrants may arrive with established connections to home country business networks. These networks can be conduits of information, and can deter opportunistic behavior. Second, immigrants might find that certain goods they are used to consuming in their home country are not available in the host country, and boost imports of such commodities from their home country to the host country. These immigrant preference effects have been referred to as “transplanted home bias” effect by White (2007).  

First chapter of this report puts some slight evidence of convergence in living conditions between the two coasts of the Mediterranean. In other words, it might be said that results regarding the convergence of living conditions are mixed. However, still, increase in trade is expected due to 3rd and 4th arguments above. Results section in this chapter explains the econometric findings and next two sections provide empirical methodology and database respectively. 
2. Methodology /Model
Our methodology makes use of a gravity model like many studies about trade flows in the last 50 years.  Since its introduction by Tinbergen (1962) and the contributions of Bergstrand (1985, 1989), Helpman and Krugman (1985), Deardoff (1998), and Anderson and van Wincoop (2003), the gravity model has dominated the literature on international trade flows.  

In the traditional gravity model of Tinbergen, the volume of bilateral trade between countries i and j, Xij, is assumed to be positively related to the size of the economies of the countries and inversely related to the distance between them:
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(1)

where G is the gravitational constant, Ei is the economic size of country i and Dij is the distance between i and j.  It is common to express this relationship in a log-log form to obtain 
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The economic size of the countries is typically measured by their gross domestic product (GDP) or similar measures.  

The literature contains many applications where the basic model is augmented to include other variables that potentially facilitate or inhibit trade, such as cultural, geographical and political characteristics, depending upon the research question investigated.  We augment it by including dummy variables that indicate whether two countries had a colonial link, whether the trading partner is a GATT/WTO member, whether the two countries speak the same language, and whether the two countries have a regional trade agreement between them.  We also include an index that indicates the level of living conditions, which is the main interest variable for our purposes.  Hence, the gravity equation we estimate takes the following form:
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(3)

where Xij is the volume of exports from country i in EU to the MP country j (or the volume of imports from the MP country j to country i in EU), and lcj the living conditions index in the MP country j.
  

We assemble data for a panel of all EU countries for 1998-2010 and apply panel estimation techniques to estimate the augmented gravity model above.  However, the main indicator we use to measure living conditions, the Human Development Index (HDI), is available only for years 2000, 2005, and 2006-2010.  This gives us an unbalanced data set for seven years.  Thus, the equation we estimate is 
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 are unobservable country-pair individual effects.
  The advantages of using panel data and panel estimation techniques are well documented in the literature.  The main advantage of using a panel-based approach is the ability to deal with unobserved country-pair heterogeneity which conventional cross-section estimation techniques fail to model yielding biased estimates (see e.g. Cheng and Wall (2005) and Carrère (2006)).  Cross-section specifications also fail to properly account for possible omitted variables bias (see e.g. De Benedictis and Taglioni (2011)).  

Two commonly used panel estimation techniques are the fixed effects (FE) and random effects (RE) estimation.  The main difference between the two methods is that FE method allows the country-pair individual effects to be correlated with the regressors whereas the RE model assumes that individual effects are uncorrelated with all the regressors.  Furthermore, because the FE method is a within-method (which transforms the data into deviations from individual means) that ignores the between-groups variance, it cannot provide estimates for the coefficients of the time-invariant regressors such as distance.  Although this is a disadvantage, the FE estimator is  unbiased and consistent in the presence of correlation between the individual effects and the regressors whereas the RE estimator is not.  The common procedure used to choose which model to use is to employ a Hausman specification test suggested by Hausman (1978).  The RE model has been convincingly rejected in almost all studies in the literature.  We follow the same strategy of estimating both FE and RE models and employ a Hausman test.     
3. Data
The data used in econometric analyses are grouped under trade, migration, gravity variables, living conditions and human development components. 

Trade

This data set is composed of annual bilateral total export and total import data between the EU (27) and the Mediterranean partner countries (MPC). MPC includes Albania, Algeria, Bosnia and Herzegovina, Croatia, Egypt Arab Republic, Israel, Jordan, Lebanon, Morocco, Syrian Arab Republic, Tunisia and Turkey. Time span covered is 1998-2010. Nominal values of trade data are converted into real values by using export and import prices indices provided in the Eurostat. The source of data is COMEXT: Eurostat’s External Trade database, http://ec.europa.eu/eurostat.
Migration

This data covers number of immigrants in the EU whose home country belong to MPC according to country of birth. The immigrants data is organized by sex and age group. However, the migration variable used in econometric estimation includes total number of immigrants.  The source of data is http://ec.europa.eu/eurostat.
Gravity variables

Main dataset for variables in gravity equation are collected both for the EU and MPC from the CEPII Gravity Set which is available at http://www.cepii.fr/anglaisgraph/bdd/gravity.htm.  This data set covers real GDP and real per capita GDP, population and bilateral distance. GDP data was updated by using World Development Indicators database of World Bank, available at (http://data.worldbank.org/. This data set also covers various intercept dummy variables that show whether bilateral trade partners have common border, language, colonial relationship, currency, religion and are part of a bilateral and/or multilateral trade agreement. Regional trade agreement information is also obtained from WTO, available at http://rtais.wto.org/UI/PublicMaintainRTAHome.aspx.
 

Human development

The variables human development index, education index and health index are obtained for MPC from World Bank's World Development Indicator database as well. Education and health indices are actually components of human development index, http://data.worldbank.org/.
Living conditions

World Development Indicators database is used to collect living conditions for MPC as well, http://data.worldbank.org/. These conditions are grouped according to their main emphasis and the ones used in the estimation are presented here.

	Business Environment

	Time required to enforce a contract (days)

	Time required to register property (days)

	Time required to start a business (days)

	Time to prepare and pay taxes (hours)

	Time to resolve insolvency (years)

	Start-up procedures to register a business (number)

	Cost of business start-up procedures (% of GNI per capita)

	Procedures to enforce a contract (number)


	Education

	School enrollment, preprimary (% gross)

	School enrollment, preprimary, female (% gross)

	School enrollment, preprimary, male (% gross)

	School enrollment, primary (% gross)

	School enrollment, primary (% net)

	School enrollment, primary, female (% gross)

	School enrollment, primary, female (% net)

	School enrollment, primary, male (% gross)

	School enrollment, primary, male (% net)

	School enrollment, primary, private (% of total primary)

	School enrollment, secondary (% gross)

	School enrollment, secondary (% net)

	School enrollment, secondary, female (% gross)

	School enrollment, secondary, female (% net)

	School enrollment, secondary, male (% gross)

	School enrollment, secondary, male (% net)

	School enrollment, secondary, private (% of total secondary)

	School enrollment, tertiary (% gross)

	School enrollment, tertiary, female (% gross)

	School enrollment, tertiary, male (% gross)

	Children out of school, primary

	Children out of school, primary, female

	Children out of school, primary, male

	Primary completion rate, female (% of relevant age group)

	Primary completion rate, male (% of relevant age group)

	Primary completion rate, total (% of relevant age group)

	Primary education, duration (years)

	Primary education, pupils (% female)

	Progression to secondary school (%)

	Progression to secondary school, female (%)

	Progression to secondary school, male (%)

	Total enrollment, primary (% net)

	Total enrollment, primary, female (% net)

	Total enrollment, primary, male (% net)

	Secondary education, duration (years)

	Education expenditure (% of GNI)


	 Environment

	Adjusted savings: carbon dioxide damage (% of GNI)

	Adjusted savings: particulate emission damage (% of GNI)

	CO2 emissions (kg per 2005 PPP $ of GDP)

	CO2 emissions (kg per PPP $ of GDP)

	CO2 emissions (metric tons per capita)

	CO2 intensity (kg per kg of oil equivalent energy use)

	Combustible renewables and waste (% of total energy)

	Combustible renewables and waste (% of total energy)

	Energy depletion (% of GNI)

	Mineral depletion (% of GNI)

	Net forest depletion (% of GNI)


	Health

	Immunization, DPT (% of children ages 12-23 months)

	Immunization, measles (% of children ages 12-23 months)

	Incidence of tuberculosis (per 100,000 people)

	Tuberculosis case detection rate (%, all forms)

	Tuberculosis case detection rate (all forms)

	Tuberculosis treatment success rate (% of registered cases)


	Labor market

	Employment to population ratio, 15+, female (%)

	Employment to population ratio, 15+, male (%)

	Employment to population ratio, 15+, total (%)

	Employment to population ratio, ages 15-24, female (%)

	Employment to population ratio, ages 15-24, male (%)

	Employment to population ratio, ages 15-24, total (%)

	Age dependency ratio (% of working-age population)

	Age dependency ratio, old (% of working-age population)

	Age dependency ratio, young (% of working-age population)

	Labor participation rate, female (% of female population ages 15+)

	Labor participation rate, male (% of male population ages 15+)

	Labor participation rate, total (% of total population ages 15+)

	Workers' remittances and compensation of employees, received (% of GDP)


	Mortality

	Adolescent fertility rate (births per 1,000 women ages 15-19)

	Death rate, crude (per 1,000 people)

	Fertility rate, total (births per woman)

	Life expectancy at birth, female (years)

	Life expectancy at birth, male (years)

	Life expectancy at birth, total (years)

	Mortality rate, adult, female (per 1,000 female adults)

	Mortality rate, adult, male (per 1,000 male adults)

	Survival to age 65, female (% of cohort)

	Survival to age 65, male (% of cohort)


	Population

	Refugee population by country or territory of asylum

	Refugee population by country or territory of origin

	Rural population (% of total population)

	Rural population growth (annual %)

	Urban population (% of total)

	Urban population growth (annual %)


	Various

	Electric power consumption (kWh per capita)

	Road sector gasoline fuel consumption per capita (kt of oil equivalent)

	Telephone lines (per 100 people)

	Mobile cellular subscriptions (per 100 people)

	Information and communication technology expenditure (% of GDP)

	Internet users (per 100 people)

	Scientific and technical journal articles

	Strength of legal rights index (0=weak to 10=strong)

	Proportion of seats held by women in national parliaments (%)


4. Results
Empirical analyses tested four arguments by employing panel data econometrics.

1. Exports of the EU to MPC might increase due to changing purchasing power and preferences as a result of an improvement in living conditions in MPC.
2. Exports of MPC to the EU might increase due to increasing labour productivity in MPC as a result of an improvement in living conditions in MPC.

3. Exports of MPC to the EU might increase due to consumption preferences of immigrants in the EU as a result of rising migration from MPC to the EU.

4. Exports of the EU to MPC might increase in certain industries that employ low-skilled labour as a result of rising migration from MPC to the EU.

While the first two arguments explicitly assume an improvement in living conditions, the last two implicitly assume no improvement in living conditions which result in rising migration from MPC to the EU.

To test these arguments both fixed and random effect panel estimations were carried out that utilized bilateral trade-gravity models. All the living condition indicators specified in Data section and human development index and its two main components education and health indices were also used to proxy living conditions in the gravity model.
Tens of estimations were carried out and one common finding was that random effect models were strongly rejected in each case. Therefore, outcomes of random effect models were not provided in this report and were not interpreted as well. Another common finding was the inconsistency and statistical insignificancy of the estimated coefficients of the individual living conditions indicators. Hence, not much space was devoted here for the interpretation of these. However, general findings are such that: the only indicator that has statistically significant impact on exports of the EU to MPC is the improvement in number of internet users in MPC and the only indicator that has statistically significant impact on imports of the EU from MPC is the improvement in female mortality rate. Nevertheless, it is quite difficult to find an economic justification for these impacts. 
Another indicator that the relevant literature employs to proxy living conditions is the human development index. In the analyses human development index and its main two components, education and health indices, were also used separately to see their individual impact on exports and imports. Fixed effect estimation results that tested the mentioned four arguments are provided in the Appendix and main findings are summarized below.
In general, the overall performance of the estimated equations are quite moderate. The explanatory power of the right-side variables are low. There can be more than one reason for this. First of all, the time span is not long enough to include the variation in data series particularly for the human development and similar indices. It would be quite optimistic to expect enough variation particularly in living condition variables in any 10 years. Secondly, the panel is unbalanced due to lack of data which creates another constraint. Thirdly, various intercept dummies, which are key variables in gravity model, were omitted because of the collinearity problem. Fourthly, the distance variable which proxies the core theory behind gravity equation was omitted as well, as it does not change by year. In addition due to collinearity it could not be included as intercept dummies. Time dummy variables were statistically insignificant too.
Equations that tested the 1st and 4th arguments (exports of the EU to MPC) had performed better compared to tests of 2nd and 3rd arguments. Therefore, gravity model provided a better explanation for the exports of the EU to MPC. The implicit assumptions behind first and fourth group of models were such that while the improvement in living conditions in MPC was the main driving force behind rising imports from the EU, it was deterioration in living conditions in MPC which caused the rise in migration and export potential of the EU in low-skilled abundant industries.
In the first group of models the argument is that exports of the EU to MPC might increase due to changing purchasing power and preferences as a result of an improvement in living conditions in MPC. Three different models were estimated and in each case exports of the EU to MPC was the dependent variable. On the right side we used real GDP for partner and reporter countries, an intercept dummy that took the value 1 if both partner and reporters countries were part of a regional trade agreement and one of the living conditions variables which is human development index, education index and health index. It is observed that being a part of a regional trade agreement creates a positive impact and particularly GDP of the MPC rather than the EU gains importance in terms of the impact on rising imports from the EU. The estimated coefficients on all three living condition indicators were positive. However, only education index was found to have statistically significant impact on imports from the EU while the coefficient on human development index was very close to %10 significance level. 
In the fourth group of models the argument is that exports of the EU to MPC might increase in certain industries that employ low-skilled labour as a result of rising migration from MPC to the EU. The three equations specified in the first group were augmented by migration variable that showed the number of immigrants in the EU whose country of birth was MPC. In each model migration was found to have statistically significant impact on exports of the EU to MPC. The estimated coefficient on all of the living conditions indicators was positive however neither of them was statistically significant. The coefficient on health index was very close to %10 significance level. 

In the third  group of models the argument is that exports of MPC to the EU might increase due to consumption preferences of immigrants in the EU as a result of rising migration from MPC to the EU. In these models the dependent variable was imports of the EU from MPC and right side variables were augmented by migration from MPC to the EU. In each model migration was found to have statistically significant impact on exports of the MPC. The estimated coefficient on GDP of the EU had a greater impact compared to the GDP in MPC. The coefficient of the living conditions indicators was positive however either of them was far from being statistically significant. 
Finally, in the second group of models the argument is that exports of MPC to the EU might increase due to increasing labour productivity in MPC as a result of an improvement in living conditions in MPC. The same models in the first group were specified here except that the dependent variable was exports from MPC to the EU. As it was in the other groups GDP of the importer country was found to have larger impact on dependent variable. The coefficient of the living conditions indicators was positive however either of them was far from being statistically significant as they were in third group models.

5. Policy implications and conclusions
The main aim of this chapter is to evaluate the impact of changing living conditions in MPC on bilateral trade between the EU and MPC. Theoretical and empirical literature provides evidence on the positive impact of trade on living conditions however there is not much done in the literature on what is aimed in this chapter.
The direction of relationship between living conditions and trade foreseen in this study was framed around four main arguments. Arguments suggest that bilateral trade between the EU and MPC should increase anyway in cases both when living conditions improve or deteriorate in MPC. When they deteriorate the expectation is that migration from MPC to the EU should become the driving force behind trade increase. Another expectation is that an improvement in living conditions might affect labor productivity in MPC as well as consumption patterns and purchasing power. 

Findings of the empirical analyses are not that statistically solid however the direction of the relationships are as expected. Diagnostics of the models show that econometric models are moderate. Their explanatory power are limited. It is our belief that this statistically non-satisfactory results are mostly due to lack of data and lack of variation in the series due to short time period.  

One promising finding is that the estimated direction of relationship between living conditions and exports; and living conditions and imports are as anticipated. There are four arguments, hypotheses to be tested and the direction of the mentioned relationships actually provides the evidence in favour of the arguments, though statistical significance of the evidence is moderate and sometimes very low. Therefore we strongly believe that further effort should be given particularly to expand the coverage of time period used in estimation. Ten years is definitely not enough to experience a significant change in living conditions in any MPC country.

Another promising finding is that migration definitely affects both exports and imports of the EU. This is due to the developments both in factor and product markets after the migration. Therefore further effort could also be given to find the impact of living conditions on migration. 

Among the findings, one relatively more solid model suggest that improvement in education index in MPC increases imports from the EU which might be due to changing consumption patterns. This finding is consistent with the limited empirical evidence in the literature. From theoretical point of view improvement in education might increase labor productivity in MPC and exports as well. Hence, targeting higher level of education for all age groups in southern Mediterranean can be the main policy conclusion derived from the analyses. It should be worthwhile to analyze impact of specific living conditions on migration from different age groups, to derive more sophisticated policy conclusions particularly regarding the type and quality of education, length of it. It would be also meaningful to evaluate whether improvements in education results in enough wage differentiation by education level.
It would be quite interesting to see the net trade impact of improvement in education as it would create incentive both to import and export. Rising labor productivity with improvement in education should have a positive impact on exports of the MPC. If this productivity is reflected on wages earned, it should stop out-migration and should improve purchasing power. However currently, to satisfy the changing consumption patterns by domestic production in MPC is quite an optimistic behaviour which should put pressure on imports.


6. References
Bandyopadhyay, S., Coughlin C.C. and Wall J. W. (2008) “Ethnic networks and US exports”, 
Review of International Economics, 16(1): 199-213.

Carrère, C. (2006): Revisiting the Effects of Regional Trade Agreements on Trade Flows with


Proper Specification of the Gravity Model, European Economic Review 50, pp. 223-247.
Cheng I, Wall HJ. (2005) Controlling Heterogeneity in Gravity Models of Trade and Integration, 


Federal Reserve Bank of St Louis Review 19, pp. 99-120. 

Cieślik, A. J. Jakub Michałek, J. Mycielski, 2008. “International openness and social 

development as endogenous determinants of growth and convergence of the countries in 
the MENA region”, FEMISE (contract: FEM 33-11) research project. 

De Benedictis, L., and Taglioni D. (2011): The Gravity Model in International Trade. In: De

Benedictis, L., and Salvatici L. (eds) The Trade Impact of European Union Preferential 

Policies, Springer-Verlag Berlin Heidelberg. 

Dunlevy, J. A. (2006)  “The impact of corruption and language on the pro-trade effect of 
immigrants: evidence from the American States”, Review of Economics and Statistics, 
88(1): 182-186.

Gould, David M. (1994). “Immigrant links to the home country: empirical implications for US 

ilateral trade flows”, Review of Economics and Statistics, 76(2): 302-316.

Hausman, JA (1978): Specification Tests in Econometrics, Econometrica 46, pp. 1251-1271.

Márquez-Ramos, L. and Martínez-Zarzoso, I. (2010), “The Effect of Technological Innovation 
on International Trade. A Nonlinear Approach. Economics: The Open-Access”, Open-
Assessment E-Journal (4). 

Melitz, M. J. (2003), The Impact of Trade on Intra-Industry Reallocations and Aggregate

Industry Productivity, Econometrica, vol. 71(6), 1695-1725.

Tinbergen, J. (1962): Shaping the World Economy, The Twentieth Century Fund, New York.

UNDP. Asia Pacific Human Development Report 2006: Trade on Human Terms- Transforming 
Trade for Human Development in Asia and the Pacific. United Nations Development 
Program, 2006.

White, R. (2007)  “Immigrant-trade links, transplanted home bias and network effects”,  Applied 
Economics, 39(7): 839-852.

Zarinah, H. and R. Mohd Amin, “Trade and Human Development in OIC countries: A Panel 
Data Analysis”.

http://data.worldbank.org/
http://rtais.wto.org/UI/PublicMaintainRTAHome.aspx.

http://www.cepii.fr/anglaisgraph/bdd/gravity.htm.  

http://ec.europa.eu/eurostat.
Appendix:
The following tables contain the detailed regression results for Chapter III: Trade Flows and Living Conditions. These results are based on fixed effect estimations and these only focus on the effects of indices of human development, education and health. As the findings regarding the detailed list of living conditions given in Data section were inconsistent and as the random effect models were rejected in each case, results regarding those estimations are not provided here.

1. Imports of Mediterranean countries from the EU

Effect of human development index

	Fixed-effects (within) regression
	 
	 
	 

	Number of obs      =      1276
	
	
	

	R-sq:  within      = 0.1683
	F(4,188)           = 28.19

	            between = 0.7047
	Prob > F           =    0.00

	            overall     = 0.6530
	
	
	

	 
	 
	Robust
	 
	 
	 

	lrealexp
	Coef.
	Std. Err.
	P>|t|
	
	

	lgdpcons_r
	0.415
	0.500
	0.408
	 
	 

	lgdpcons_p
	0.498
	0.505
	0.325
	
	

	rta
	0.194
	0.106
	0.070
	*
	

	lhdi_p
	3.848
	2.417
	0.113
	
	

	cons
	-3.688
	1.867
	0.844
	 
	 


Effect of education index

	Fixed-effects (within) regression
	 
	 
	 

	Number of obs      =      1276
	
	
	

	R-sq:  within      = 0.1697
	F(4,188)           = 27.48

	            between = 0.6823
	Prob > F           =    0.00

	            overall     = 0.6283
	
	
	

	 
	 
	Robust
	 
	 
	 

	lrealexp
	Coef.
	Std. Err.
	P>|t|
	
	

	lgdpcons_r
	0.371
	0.488
	0.448
	 
	 

	lgdpcons_p
	0.663
	0.372
	0.076
	*
	

	rta
	0.201
	0.107
	0.063
	*
	

	ledi_p
	1.850
	0.930
	0.048
	*
	

	cons
	-7.230
	1.428
	0.613
	 
	 


Effect of health index

	Fixed-effects (within) regression               
	 
	 

	Number of obs      =      1301
	F(4,188)           = 24.75

	R-sq:      within      = 0.1546   
	Prob > F           =    0.00

	                between = 0.7704     
	
	
	

	                overall     = 0.7292  
	
	
	

	 
	 
	Robust
	 
	 
	 

	lrealexp
	Coef.
	Std. Err.
	P>|t|
	
	

	lgdpcons_r
	0.732
	0.466
	0.118
	 
	 

	lgdpcons_p
	0.985
	0.330
	0.003
	*
	

	rta
	0.032
	0.093
	0.731
	
	

	lhi_p
	2.072
	3.319
	0.533
	
	

	cons
	-2.474
	1.341
	0.067
	 
	 


2. Exports of Mediterranean countries to the EU

Effect of human development index

	Fixed-effects (within) regression
	 
	 
	 

	Number of obs      =      1257
	
	
	

	R-sq:  within      = 0.0327
	
	F(4,187)           =    4.88

	            between = 0.4586
	
	Prob > F           =    0.0009

	            overall     = 0.4169
	
	
	
	

	 
	 
	Robust
	 
	 
	 

	lrealimp
	Coef.
	Std. Err.
	P>|t|
	 
	 

	lgdpcons_r
	1.824
	0.569
	0.002
	*
	

	lgdpcons_p
	 -0.399
	0.791
	0.614
	
	

	rta
	0.172
	0.228
	0.450
	
	

	lhdi_p
	1.161
	3.784
	0.759
	
	

	cons
	-2.043
	2.593
	0.432
	 
	 


Effect of education index

	Fixed-effects (within) regression
	 
	 
	 

	Number of obs      =      1257
	
	
	

	R-sq:  within      = 0.0326
	
	F(4,187)           =    5.03

	            between = 0.4852
	
	Prob > F           =    0.0007

	            overall     = 0.4422
	 
	 
	 
	 

	
	
	Robust
	
	
	

	lrealimp
	Coef.
	Std. Err.
	P>|t|
	 
	 

	lgdpcons_r
	1.881
	0.566
	0.001
	*
	

	lgdpcons_p
	 -0.229
	0.570
	0.688
	
	

	rta
	0.168
	0.229
	0.463
	
	

	ledi_p
	0.101
	1.509
	0.947
	
	

	cons
	-2.648
	2.025
	0.193
	 
	 


Effect of health index

	Fixed-effects (within) regression
	 
	 
	 

	Number of obs      =      1281
	
	
	

	R-sq:  within      = 0.0400
	
	F(4,187)           =    6.63

	            between = 0.4417
	
	Prob > F           =    0.0001

	            overall     = 0.3970
	 
	 
	 
	 

	
	
	Robust
	
	
	

	lrealimp
	Coef.
	Std. Err.
	P>|t|
	 
	 

	lgdpcons_r
	1.983
	0.529
	0.000
	*
	

	lgdpcons_p
	 -0.656
	0.530
	0.217
	
	

	rta
	0.122
	0.202
	0.548
	
	

	lhi_p
	5.259
	4.973
	0.292
	
	

	cons
	-1.774
	1.726
	0.305
	 
	 


3. Exports of Mediterranean countries to the EU

Effects of migration and human development index
	Fixed-effects (within) regression               
	 
	 

	Number of obs      =       512
	
	
	

	R-sq:  within      = 0.0623                         
	F(5,127)           =    4.97

	            between = 0.5093                                        
	Prob > F           =    0.0003

	            overall     = 0.4168                                        
	 
	 

	
	
	Robust
	
	
	

	lrealimp
	Coef.
	Std. Err.
	P>|t|
	 
	 

	lmig
	0.461
	0.240
	0.057
	*
	

	lgdpcons_r
	1.302
	0.867
	0.135
	
	

	lgdpcons_p
	 -0.105
	1.127
	0.926
	
	

	rta
	0.486
	0.370
	0.191
	
	

	lhdi_p
	0.809
	5.755
	0.888
	
	

	cons
	-1.792
	3.654
	0.625
	 
	 


Effects of migration and education index
	Fixed-effects (within) regression               
	 
	 

	Number of obs      =       512
	
	
	

	R-sq:  within      = 0.0622                         
	F(5,127)           =    5.54

	            between = 0.5358                                        
	Prob > F           =    0.0001

	            overall     = 0.4427                                        
	 
	 

	
	
	Robust
	
	
	

	lrealimp
	Coef.
	Std. Err.
	P>|t|
	 
	 

	lmig
	0.474
	0.240
	0.051
	*
	

	lgdpcons_r
	1.370
	0.881
	0.122
	
	

	lgdpcons_p
	0.062
	0.793
	0.938
	
	

	rta
	0.478
	0.372
	0.201
	
	

	ledi_p
	 -0.137
	2.421
	0.955
	
	

	cons
	-2.422
	2.931
	0.410
	 
	 


Effects of migration and health index
	Fixed-effects (within) regression               
	 
	 

	Number of obs      =       516
	
	
	

	R-sq:  within      = 0.0717                         
	F(5,127)           =    4.57

	            between = 0.4901                                        
	Prob > F           =    0.0007

	            overall     = 0.3953      
	 
	 
	 

	
	
	Robust
	
	
	

	lrealimp
	Coef.
	Std. Err.
	P>|t|
	 
	 

	lmig
	0.405
	0.236
	0.088
	*
	

	lgdpcons_r
	1.428
	0.874
	0.105
	
	

	lgdpcons_p
	 -0.303
	0.748
	0.686
	
	

	rta
	0.514
	0.359
	0.155
	
	

	lhi_p
	4.277
	7.266
	0.557
	
	

	cons
	-1.556
	2.438
	0.525
	 
	 


4. Imports of Mediterranean countries from the EU

Effects of migration and human development index
	Fixed-effects (within) regression
	 
	 
	 

	Number of obs      =       519
	
	
	

	R-sq:  within      = 0.1915
	
	   F(5,128)         = 16.74

	           between = 0.7967
	
	   Prob > F         =    0.00

	           overall     = 0.7299
	 
	 
	 
	 

	
	
	Robust
	
	
	

	lrealexp
	Coef.
	Std. Err.
	P>|t|
	 
	 

	lmig
	0.522
	0.207
	0.013
	*
	

	lgdpcons_r
	0.757
	1.168
	0.518
	
	

	lgdpcons_p
	1.007
	0.837
	0.231
	
	

	rta
	 -0.190
	0.204
	0.353
	
	

	lhdi_p
	1.124
	3.914
	0.774
	
	

	cons
	-2.885
	3.298
	0.383
	 
	 


Effects of migration and education index
	Fixed-effects (within) regression
	 
	 
	 

	Number of obs      =       519
	
	
	

	R-sq:  within      = 0.1912                         
	F(5,128)           =  16.97

	           between = 0.7979
	
	Prob > F           =    0.00

	           overall     = 0.7326
	 
	 
	 
	 

	
	
	Robust
	
	
	

	lrealexp
	Coef.
	Std. Err.
	P>|t|
	 
	 

	lmig
	0.533
	0.209
	0.012
	*
	

	lgdpcons_r
	0.811
	1.174
	0.491
	
	

	lgdpcons_p
	1.177
	0.657
	0.075
	*
	

	rta
	 -0.196
	0.207
	0.346
	
	

	ledi_p
	0.066
	1.633
	0.968
	
	

	cons
	-3.489
	2.820
	0.218
	 
	 


Effects of migration and health index
	Fixed-effects (within) regression
	 
	 
	 

	Number of obs      =       523
	
	
	

	R-sq:  within      = 0.1976
	
	F(5,128)           =  16.59

	           between = 0.7871
	
	Prob > F           =    0.00

	           overall     = 0.7185                                        
	 
	 

	
	
	Robust
	
	
	

	lrealexp
	Coef.
	Std. Err.
	P>|t|
	 
	 

	lmig
	0.490
	0.206
	0.019
	*
	

	lgdpcons_r
	0.750
	1.116
	0.503
	
	

	lgdpcons_p
	0.741
	0.593
	0.214
	
	

	rta
	 -0.213
	0.170
	0.211
	
	

	lhi_p
	6.087
	4.673
	0.195
	
	

	cons
	-2.130
	2.460
	0.388
	 
	 


	
	
	
	
	


� Respectively, Prof., Centre for Economics Research on Mediterranean Countries, Economics Department, Akdeniz University, Turkey; Senior Lecturer, Otago University, New Zealand.


� There is no dummy variable gatti since all EU-member countries are GATT/WTO members.


� We also included unobservable time specific effects in our initial runs, but we found that they were not statistically significant.  They were, therefore, not included in the final specification.  





