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Empirical Analysis on the Effect of China’s FTAs
— An Analysis Based on Gravity Model —

Sun Yiding

I. Background

Free Trade Agreements have become increasingly prevalent since the early 1990s. Chinese government
has realized the importance of such kind of economic strategies, in the context of stagnation in multilateral
cooperation under WTO and dramatic development in integration of regional economies. Currently, China has 22
FTAs under construction, among which 12 agreements have been signed and implemented already.
II. Purpose of Study

The main purpose of this paper is to establish an appropriate equation structured in gravity model, in order
to confirm that whether the China’s FTAs have promoted the bilateral trade flows between China and its trade
partners by carrying out an empirical analysis, and clarify how effective they are if FTA works.
III. Empirical Analysis

Three gravity equations are established below to estimate the effects of all variables, by using the data in the
time period from 2003 to 2013:

lnRE,-t =o+ [’;llnGDPit + lenCGDPt + B3GPCGit + B4lnGDl

+ BsFTA; + B¢EC, + B;LLK; + Bglan; + &;; U
InRI;; = a + B1InGDP;; + B,InCGDP, + B3GPCG;; + B4InGD; )
+ BsFTA; + B¢EC, + B;LLK; + BgLan; + &;;
InTF;; = a+ 31InGDP;; + B,InCGDP; + B3GPCG;; + B4InGD; 3

+ BSFTAt + BGECt + B7LLKI + BgLani + Eit

All formulations will be calculated in OLS with pooled data and Random-effects GLS with panel data
separately, and the following consequences have been clarified:

3.1 In both cases of OLS and RE GLS regressions, FTA are confirmed “effective” in export and total trade
flows, but “ineffective” in import flows, indicating that export takes the leading role in the bilateral trade
flows, because FTA's positive effect in the export is overwhelming its negative effect in the import.

3.2 In the case of OLS with pooled data, geographic distances are much more effective between China and its
trade partners, by contrast, economic distances are showing more power in the case of RE GLS with panel
data, which is much more closed to the reality regarding to the determinants of international trade.

3.3 When the time period is distinguished by the year of 2008, in order to eliminate the possible noise caused
by economics crisis, it shows that China’s FTAs were totally ineffective between 2003 and 2008, and
“effective” in recent years, 2009-2013. The effect of FTAs in import flows is still weaker than those in

export and total trade flows.
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