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Abstract
In 2013, a conflict between Ukraine and Russia was ignited in large part by negotiations over a possible association agreement between Ukraine and the European
Union. Although the ongoing conflict raises issues far beyond trade, one important
question raised is how trade with Russia influences a country’s domestic economic
policies. In this paper, we ask: how does trade with Russia influence a country’s decisions about trade liberalization? Using a dataset of 20 post-communist countries
from 1989 to 2012, we show that countries with a history of exporting more to Russia
and with greater energy imports from Russia are less likely to liberalize trade unless
the country is a member of the EU or GATT/WTO. The implications travel beyond
the post-communist setting. Contrary to many existing explanations, we emphasize
the interactive effect of regional trade ties and international organizations on liberalization: trade ties with a regional hegemon strongly influence domestic policies but
international organizations can be even more influential.

Introduction
In December 2013, European Union (EU) officials pulled out of negotiations with the
Ukrainian government about an association agreement blaming President Yanukovych’s unwillingness to negotiate.1 Massive protests against Yanukovych erupted in Kiev, Yanukovych
fled the country, and a separatist movement arose in Crimea. The Russian government became involved in the conflict and is widely thought to be providing assistance to the separatists. It is important to remember that all of this began as a result of the negotiations
between the Ukrainian government and the EU over trade ties. The tension in Ukraine
between those favoring a move towards Europe versus those favoring a pro-Russian stance
is not new. Ukraine has long been torn between whether to favor its trade with Russia or
EU countries. While some have argued that there does not need to be a zero-sum trade-off,
the Russian government has consistently perceived moves towards the EU as moves away
from Russia. Ukraine sought expanded economic relations with the West even as Russia’s
intervention in its domestic politics continued.
We argue that trade ties with a regional hegemon are an overlooked influence on governments’ incentives and ability to liberalize trade. The post-communist countries provide an
important and unique context. During the Cold War, the Soviet Union created a hub-andspokes network of international trade with other communist states in the world, especially
those in Eastern Europe (Hirschman, 1945). This trade structure constitutes a very different background and starting point for trade liberalization from that of other states pursuing
trade reforms. Most states around the world sought to alter their development policies from
import substitution industrialization to export oriented growth and did not face a regional
hegemonic power.
In the post-communist period, countries have progressed very differently in politics and
economics. Frye (2010) notes that if uniformity was the defining characteristic of commu1
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nism, diversity is the defining characteristic of the post-communist era. This variation allows
us to consider one aspect of how the newly independent post-communist states have chosen
to orient themselves in the international arena, particularly in relation to Russia. Russia
has been accused of having a negative influence on its post-Soviet neighbors by interfering in
their domestic politics and using natural resources as a political tool. The current crisis (as of
March 2014) unfolding in Ukraine exemplifies how the direction of post-communist countries’
economic orientation—toward the EU or toward Russia—is intertwined with continuation of
Russian interference in their domestic politics.
By restricting our analysis to the post-communist Eurasian countries, we have the advantage of holding constant several potentially confounding factors. These countries all
underwent the transition to the market at roughly the same time period, between 1989 and
1992. There were shared concerns and influences posed by globalization and security issues
although individual countries were affected differently. Expanding the analysis to different
countries or time periods would introduce the international context as a confounding explanation for trade liberalization; controlling for such a broad influence is difficult. The
shared history of communism also means that these countries are atypically similar. Although there are notable and significant differences across communist regimes (Kitschelt
et al. , 1999; Gryzymala-Busse, 2002), they are more similar in their starting points in the
late 1980s than any other group of countries in the world. A critical area of divergence is,
of course, the trade ties with Russia.
Our research addresses the lack of recent research on post-communist trade policies.
Research in the late 1990s and early 2000s examined variation in progress in economic
reforms prior to the largest expansion of the European Union to date in 2004 when 8 postcommunist European countries—Estonia, Latvia, Lithuania, Poland, the Czech Republic,
Slovakia, Slovenia, and Hungary—became members. Bulgaria and Romania subsequently
joined in 2007. As countries joined the European Union, research shifted to study EU trade
politics. Little recent work has examined how trade ties with Russia influence domestic
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politics in the region. A more current analysis is especially important in light of recent
events in Ukraine.
The post-communist context is important in its own right, but also provides more generalizable lessons. In the broadest sense, we show that trade ties and international organizations
have an interactive effect on domestic trade policies: trade ties with a regional hegemon
shape another government’s desire and ability to liberalize trade. If a major trading partner
is likely to retaliate against trade liberalization in a way that damages a country’s economy
or negatively interferes in its politics, politicians are unlikely to pursue such policies. Of
course, the precise effect of trade ties with a regional hegemon is contingent on whether
the hegemon promotes or dissuades trade liberalization and the alternative trading options
for the countries under considerations. Nonetheless, our findings suggest that that the previously overlooked role of a powerful regional trading partner should be incorporated into
theories of trade politics.
We first consider existing explanations of why post-communist countries liberalized trade
or not. Building on this research, we develop an explanation focusing on how trade with
a regional power like Russia will constrain a government’s ability to liberalize trade. We
find evidence that countries with a history of exporting more to Russia liberalize their trade
policies less extensively, as measured by trade liberalization indicators from the European
Bank for Reconstruction and Development (EBRD). We further find evidence that membership in international organizations like the EU and the GATT/WTO can offset the negative
impact of exports to Russia on trade liberalization. Non-members were heavily influenced
by exports to Russia, but EU and GATT/WTO members liberalized trade regardless of
how much they export to Russia. The implications of these findings are relevant for current
events. The Ukrainian conflict means that governments who export heavily to Russia may
be right to avoid trade liberalization since doing so may provoke a reaction from the Russian government. International institutions, however, may offset the negative influence of a
regional power like Russia.
4

Post-Communist Trade Liberalization
Trade liberalization is typically explained as the result of an interplay between domestic
interest groups, political institutions, and shifts in the international political system (Milner,
1999). Economic downturns (Costinot, 2009; Mansfield and Busch, 1995) and diffusion
across countries (Meseguer and Escriba-Folch, 2011) are also cited as important influences
on trade policies. Mirroring the broader literature, explanations of post-communist trade
liberalization have focused on political parties and political institutions in explaining trade
policy trajectories. The post-communist countries that were more democratic were the more
radical and successful economic reformers including, among other things, pursing more open
trade regimes(Åslund et al. , 1996; Hellman, 1998; Orenstein, 2009). Democracy has also
been shown to have a positive influence on trade liberalization in developing countries around
the world (Milner and Kubota, 2005).
Further research on post-communist trade liberalization specified how these democratic
political institutions influenced policy choices and the role of domestic groups. Frye and
Mansfield (2003) look at trade liberalization across the post-communist countries before EU
membership had occurred. They found that the dispersion of domestic power was a critical factor in determining whether or not a government chose to liberalize its trade regime.
Specifically, they find that in non-democratic countries in which power is more dispersed,
politicians could use trade liberalization to undercut their opponents. Frye and Mansfield
(2004) further find that politicians were most likely to liberalize trade after elections in
democracies; in non-democracies elections had no influence on trade liberalization. Other
studies have also found that where state ownership was more pervasive—and there was therefore a much smaller capitalist class independent of the state—liberalization was less likely
(Kennedy, 2007). This is consistent with a large body of research showing that liberalization
has important distributional consequences (Hellman, 1998; Przeworski, 1991; Rodrik, 1996;
Szakonyi and Urpelainen, 2014).
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The unique starting legacies of the post-communist countries also crucially shaped their
paths upon the collapse of communism. The role played by former communist elite in the
post-communist governments directly influenced the country’s progress on economic reforms
Åslund et al. (1996). Countries with more turnover in the former communist elite tended to
experience more liberalization Hellman (1998). National identity and perceptions of national
security interests determined whether governments chose to orient their economies towards,
or away from, Russia Abdelal (2001). Countries like Lithuania chose to develop stronger ties
with Europe, joining the European Union, and rely much less heavily on trade with Russia.
On the other extreme, the government of Belarus pursued close economic ties with Russia,
one of its main trading partners. Still other countries like Ukraine chose a middle course in
which they cooperated with Russia on some issues, but sought ties with the rest of Europe
too.
More than two decades after the end of Communism, the effect of these initial conditions is mediated and contoured by considerable changes in the region including the role of
international organizations like the EU and the GATT/WTO. Criteria for EU membership
is contingent on geography and progress on economic reforms in the early post-communist
period. Among both members and non-members, however, there are countries considered
advanced reformers and those still labeled as laggards. For instance, Bulgaria and Romania
joined the EU in a later wave than other post-communist EU members. Among the Baltic
states of Latvia, Lithuania, and Estonia, differences in relations with Russia and economic
policies also persist. As Frye (2010) aptly notes, variation abounds.

The Political Economy of Post-Communist Trade Liberalization
We argue that initial conditions still play an important role in post-communist politics.
Consider, for instance, the role of trade ties with Russia. In the early to mid 1990s, countries
began their post-communist transition as countries that varied widely in the extent to which
they exported goods to Russia and imported goods from Russia. The Soviet economic
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system had established these ties when 15 of the new post-communist countries were part of
the Union of Soviet Socialist Republics and when other communist countries in the region
were—with a couple of exceptions such as Albania and Yugoslavia—tied to Russia through
the Council for Economic Assistance (COMECON), an economic organization of Communist
countries (Marer, 1972). These trade ties with Russia were a critical part of politicians’
calculations in considering economic and political reforms. Both whether the country had
other options for trading partners and the extent to which its economy was tied to Russia’s
influenced the desire and ability to enact particular reforms
Existing explanations have under-emphasized this critical factor—trade ties with Russia—
in the political economy of post-communist trade liberalization. We argue that economic
ties with Russia interact with EU and GATT/WTO membership in shaping post-communist
trajectories regarding trade liberalization. Politicians faced with a decision about trade liberalization will consider the economic and political consequences of doing so which will, in
turn, influence their ability to stay in office. In both democratic and non-democratic countries, politicians must consider the economic incentives to liberalize trade and the potential
costs of doing so as staying in power is related to both.
When will post-communist politicians be motivated to liberalize their trade policies? The
promise of economic growth is an obvious potential benefit of trade liberalization. Opening
up to trade with other countries, however, benefits some groups and not others. Domestic power struggles determined early post-communist moves towards trade liberalization.
Frye and Mansfield (2003) found that in non-democracies with fragmented power, leaders
would use trade liberalization to undercut their domestic opposition—former state-owned
enterprises—which opposed liberalization. In democracies, more disperse power and regular
competitive elections promoted trade liberalization as politicians sought to promote growth.
Frye and Mansfield (2003) were studying post-communist trade liberalization in the 1990s
when one of the central battles was overcoming the influence of state-owned enterprises on
politicians. Hellman (1998) identified how the managers of short-term winners, i.e. power7

ful business interests profiting from partial economic reform who could hamper additional
progress. In the 2000s, things changed: short-term winners were no longer the main impediment to reform. More democratic countries had generally pursued more extensive economic
reforms, but political polarization impeded the transition to the market even in more democratic countries (Frye, 2010).
In the 1990s, a Russian backlash to trade liberalization should have been an important
consideration for politicians choosing a trade orientation. Russia was not the same regional
or global power in the 1990s that it became in the 2000s. Russia in the 1990s suffered from
domestic instability with two coup attempts, a secessionist movement in Chechnya, gridlock
created by polarization between the executive and legislature, recurrent hyperinflation, and
limited growth. Nonetheless, Russia’s influence was still significant. Despite stereotypes of
an unstable and weak Russian parliament in the 1990s and of an unconstrained president in
the 2000s, Remington has shown that the parliament has been a stabilizing force in Russian
politics (Remington, 2001) and the president cannot and does not simply rule by unlimited
decree (Remington, 2014). This suggests the Russian government had the ability to be much
more influential than stereotypes of a chaotic country would suggest. Furthermore, the Russian government’s foreign policy became much more assertive in the mid-1990s (Grossman,
2005). Russia has also remained the single largest economy in the region. Politicians in surrounding post-communist countries in the 1990s and 2000s, then, have faced an important
choice about who they would trade with given the constraints of who they could trade with.
Russian efforts made it clear early on that the Russian government’s preference was
for surrounding countries to maintain strong trade ties with Russia. As such, the Russian government unsuccessfully promoted establishing a ruble zone in the Commonwealth
of Independent States. Russia has also backed the creation of regional economic and trade
organizations including the Eurasian Economic Community in 2000 which today includes
Russia, Belarus, Kazakhstan, Kyrgyzstan, Turkmenistan, and Uzbekistan with Moldova,
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Ukraine, and Armenia as official observers.2
In the post-communist context, a major cost of liberalizing trade is the potential for
some kind of economic and political backlash from the Russian government. Particularly for
politicians in countries that were not eligible to join the EU, trade liberalization held less
certain benefits. Moving away from trade with Russia entailed potential economic losses and
potentially worse relations with the Russian government. Attempting to move away from
trade with Russia could have serious implications in a wide range of areas including general
trade terms, deals on gas from Russia, and Russia’s willingness to intervene in the country’s
domestic politics.
The Ukrainian example demonstrates why politicians in countries who trade more with
Russia may be hesitant to liberalize trade (Hirschman, 1945). Attempts to shift trade ties
away from Russia risk a Russian backlash. In 2004, prolonged protests about electoral
fraud—culminating in what was dubbed the Orange Revolution—resulted in the presidential
election being re-held (Bunce and Wolchik, 2011). Although the Russian-backed candidate,
Viktor Yanukovych, initially won the election, his competitor, Viktor Yushchenko, won in
the re-held election. Accusations were made that the Russian government had interfered in
the conduct of the Ukrainian election, particularly during the first election, to ensure that its
preferred candidate won. In addition to possibly interfering in elections, Russian-Ukrainian
disputes over the transport of natural gas resulted in the Russian government cutting the
supply of natural gas to Ukraine during the winter of 2009 over a dispute about gas prices.3
Notably, beginning in 2005, the Ukrainian government took steps to liberalize its trade
regime, a move which was reflected by an improvement in its ranking by the European Bank
for Reconstruction and Development (EBRD). Despite some regression after 2009, Ukraine
has maintained a largely open trade regime. Although the portion of Ukrainian trade that
Russia constitutes has shrunken over the years, Ukraine exports 26% of its exports to Russia
2
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and imports 32% of imports from Russia.4 Given Russia’s interference in its domestic politics
and energy supply, Ukraine’s trade liberalization was likely driven, at least in part, by desire
of Ukrainian politicians to diminish their economic dependence on Russia as one of its
primary trade partners. A partnership with the EU held the potential to boost trade and
growth. Indeed, the head of the All Ukrainian Union of Scientists and Economists recently
commented that Ukrainian trade with Russia did not offer favorable terms for the former
and identified the importance of diversifying Ukraine’s trading partners.5
Internationally, in a post-communist country less dependent on trade with Russia politicians should also be in a better position to negotiate on security issues. Trade has long
been thought to have implications for security issues. Although there was initial skepticism
that trade promoted peace (Barbieri, 1996; Waltz, 1979), more recent research suggests that
trade—particularly free trade—does in fact reduce instances of military conflicts (Mansfield
et al. , 1999; McDonald, 2004; Powers, 2004). Milner (1999) succinctly summarizes one
aspect of this relationship stating that, “ [t]he security externalities of trade drive their behavior inducing them to help their allies while punishing their enemies” (p.106). Others
have argued that military alliances promote trade (Gowa and Mansfield, 1993; Mansfield
and Bronson, 1997). Building on this, a smaller country wishing to make new security
alliances—or diminish the importance of old ones—can use trade liberalization as part of
this strategy.
Although we focus here on the Ukrainian example, the Russian government has shown
a willingness to use its economic ties with other countries to pursue a Russian agenda. At
times, Russia has used its energy exports to other countries as leverages in disputes. In other
cases, Russia has restricted the import of goods from countries with which it has conflicts.
The Russian government has shown a willingness to use trade restrictions against countries
when it disagrees with their policies. Consider the case of wine imported to Russia from
4
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Georgia and Moldova. In 2006, the Russian government banned the import of wine from
Moldova and Georgia claiming health concerns amid speculations that this was actually a
reaction to both countries’ moves towards the European Union and the West.
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The benefits of trade liberalization include the possibility of expanding a country’s trading partners and thereby increasing its bargaining power. Because trade liberalization has
the potential to reduce reliance on Russia, countries that trade more with Russia might
reasonably fear a backlash from the Russian government if they pursue trade liberalization.
Countries that liberalize their trade regimes do not necessarily have to gain any additional
trading partners to reap the benefits of their strategy. In the exit, voice, and loyalty framework, credible threat of economic exit from a market alone may be sufficient to induce more
favorable behavior (Hirschman, 1970)—in this case, less political and economic manipulation
from the Russian government. This means that a post-communist governments could use
the potential to gain more trading partners to reduce opportunistic behavior by Russia.
Bolstering our argument is the fact that Russia has not promoted trade liberalization in
neighboring countries. Despite Russia’s accession to the World Trade Organization (WTO) in
2012, the Russian government is not clearly pro-trade liberalization. Upon joining the WTO,
Russia’s permanent representative to the EU, Vladimir Chizov, announced that Russia’s EU
partners should be aware that it was not prepared to pursue further trade liberalization.7
The Russian government has favored bilateral negotiations rather than pursue broad trade
liberalization in the 1990s and in the 2000s. In recent years, Russia has continued to promote
regional trade associations and avoided competitive liberalization.8
Our argument suggests that export and import ties with Russia should have a different
effect on trade liberalization. The more a post-communist country exports to Russia the
more politicians will feel restricted in their ability to liberalize trade because of the possible
6
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negative ramifications of doing so. A post-communist country that exports a great deal to
Russia depends on on its trade with Russia, and suffers from potentially unfavorable terms
of trade or restrictions imposed by the Russian government. In such a country, politicians
should be especially concerned about a backlash from the Russian government. The Georgian
case cited above is an example of Russia’s willingness to restrict goods from countries with
which it is in conflict.
Conversely, imports from Russia are unlikely to provoke the same risks for politicians
to pursue trade liberalization. In countries importing more Russian goods, non-Russian
politicians have the leverage to implement the policies controlling the flow of Russian goods
coming in. A Russian backlash is less likely to hurt them; rather, their government could impose unfavorable terms of trade on Russian goods. As a result, we would not expect imports
from Russia to have a strong influence on politicians’ decisions about trade liberalization.
An obvious exception to our expectations about imports is if the importing country depends on a particular good with limited substitutability, e.g., oil and other energy sources.
When a country relies heavily on energy imports from Russia, there are two possible expectations. On the one hand, relying on energy imports from Russia may make a country even
less likely to want to risk liberalization. On the other hand, if a country imports energy
sources from Russia, this may actually lend the importing country greater leverage as Russia cannot easily find other markets to which to export oil and gas. As a result, we might
actually observe a positive effect of energy imports on trade liberalization in post-communist
countries.

International Organizations and Trade Liberalization
For post-communist countries, one of the biggest incentives to move away from trade with
Russia and to liberalize trade policies has been international organizations. The Central and
East European post-communist countries were candidates for membership in the EU and
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eligible countries joined in 2004 and 2007. The GATT/WTO’s mission is to promote trade
liberalization so that members are required to meet a certain level of openness. Countries
that are members of international organizations like the GATT/WTO or the EU are likely
to liberalize trade regardless of how much they trade with Russia. By the nature of these
two international organizations, governments are required to liberalize trade—at least to a
certain extent—in order to become and continue to be members. Being a member of these
organizations would also offset some of the negative economic consequences if Russia were
to backlash against a country’s trade liberalization. Of the post-communist countries that
are not members of the GATT/WTO or the EU, there should be significant variation in the
extent to which these countries liberalized trade or not.
For member countries, we would expect that trade and economic associations would
diminish the negative impact on trade liberalization of doing business with Russia. Precisely
because these organizations require a certain level of trade openness, these countries have
already demonstrated a willingness to commit to particular policies. Their incentives to
liberalize and their ability to do so, then, are not contingent on how much they export to
Russia. Furthermore, if these countries were to backtrack on trade liberalization, they would
suffer penalties imposed by the EU and the GATT/WTO. In this case, at least, international
organizations could provide an alternative source of trading partners and trading advantages
that counter a regional hegemon like Russia.
For those without membership in the EU or GATT/WTO, we would expect trade with
Russia to have a large impact on their calculations about trade policies. In the case of
the EU, countries are not members typically because membership was not an option. This
includes Central Asian countries like Kazakhstan, Kyrgyzstan, Turkmenistan, Tajikistan,
and Uzbekistan and countries in the Caucuses like Georgia, Armenia, and Azerbaijan. Geographically, Belarus could have been considered for EU membership but the policies of
its longstanding President, Alexander Lukashenko, have earned it the nickname of the last
dictatorship in Europe. Another partial exception is Ukraine. In 2013, there was a question
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about whether Ukraine would be eligible at some point for EU membership. Nonetheless,
EU membership is generally best thought of as exogenous to trade with Russia that is determined largely—though not entirely as in Belarus and Ukraine—by geography. All of the
countries in our dataset are applicants or members in the GATT/WTO. For members, these
countries have already met the requirement for trade liberalization required of them and
would suffer negative consequences from backtracking on liberalization. For the same reasons as with EU membership, we would expect trade with Russia to be a greater influence
on non-members.

Hypotheses
In summary, the role of economic reliance on Russia offers an important revision to
existing explanations. Politicians considering trade liberalization policies should take into
account the consequences of doing so in light of their current and prospective trading partners. In countries that are not eligible to join the EU and have not yet been admitted to
the GATT/WTO and which export heavily to Russia, politicians have little incentive to liberalize trade. In such countries, trade liberalization is unlikely to get new trading partners
for the country in the short-term and is more likely to provoke a negative reaction from
the Russian government. Imports from Russia are unlikely to have the same influence. In
countries that import heavily from Russia, politicians are more likely to feel they have some
leverage with the Russian government (they could impose trade tariffs and restrictions on
Russian goods in retaliation) and should not be as concerned about a backlash against the
goods they export which are directed less to Russia.
In summary, we have the following hypotheses:
Hypothesis 1: The more a post-communist country has a legacy of relying on exports to
Russia, the less likely the government is to liberalize trade.
Hypothesis 2: The more a post-communist country has a legacy of importing energy from
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Russia, the less likely the government is to liberalize trade.
Hypothesis 3: If a country is a member of the EU or the GATT/WTO, trade with Russia
will have less influence, if any, on trade liberalization.
Critically, our argument is not about yearly changes in trade and the effect on trade
liberalization. Rather, we are interested in understanding the effect of countries that generally export a lot to Russia and import energy from Russia. Indeed, these trade patterns
do not fluctuate widely within countries over time. Whether a country is a large or small
exporter to Russia or imports a lot of energy from Russia stays fairly stable over time relative to other countries. Our empirical analysis finds support for our hypotheses, thereby
revealing the nuanced relationship between trade ties, international organizations, and trade
liberalization.

Empirical Analysis
Data and Research Design
Dependent Variable
We examine our argument against twenty post-communist states between 1989 and 2012.
The dependent variable capturing trade liberalization is a policy variable rather than an
outcome variable measuring trade flows. In particular, the measure—coded by the European
Bank for Reconstruction and Development (EBRD)—varies along the following steps:
1. Widespread import and/or export controls or very limited legitimate access to foreign
exchange.
2. Some liberalization of import and/or export controls; almost full current account convertibility in principle, but with a foreign exchange regime that is not fully transparent
(possibly with multiple exchange rates).
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3. Removal of almost all quantitative and administrative import and export restrictions;
almost full current account convertibility.
4. Removal of all quantitative and administrative import and export restrictions (apart
from agriculture) and all significant export tariffs. . . full and current account convertibility.
5. Standards and performance norms of advanced industrial economies: removal of most
tariff barriers; membership in WTO.
In short, the index combines information on states’ intervention into both trade and
foreign exchange markets to generate a fairly comprehensive picture of what their trade
restriction/liberalization looks like. In the data, the index varies between 1 and 4.33, mostly
in steps of 1/3. The mean of the index is 4.1 with a standard deviation of .54. A clear time
trend in trade liberalization exists. In 1989, the mean among all the countries in the data is
1.3, whereas the mean trade liberalization index is 4.0 in 2012. However, especially during
the 1990s, significant variation in the level of trade liberalization existed among countries in
each year. Figure 1 summarizes the pattern of this measure across the time period.
[ Figure 1 about here ]

Explanatory and Control Variables
Our main explanatory variable of interest is states’ legacy of trade with Russia. We
calculate trade in two ways. One is a country’s total amount of trade with Russia as a share
of its total trade with the world. The other measure looks separately at exports to Russia
as a share of total exports and imports from Russia as a share of total imports. The source
of trade data is the UN Comtrade database (United Nations Statistical Division, 2015). We
then examine the effects of trade with Russia on trade liberalization.
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For theoretical and empirical reasons, we identify the first available value of trade for
each country panel and use that value for the entire duration of each panel. The year of first
data availability varies widely between 1985 and 2006. 75% of the countries in the sample
have first-available trade measure from or before 1996. For most countries, the first year of
data is from the early to mid-1990s. For only three countries—Hungary, Poland, and the
Czech Republic—data are available from 1989.
There are two reasons to use the first year of trade data for the entire panel. First,
we are interested in the effect of trade ties with Russia prior to other reform decisions and
prior to membership in international organizations. Recall that our argument is not about
annual changes in trade influencing annual decisions about trade liberalization. Rather, we
argue that countries that typically export more to Russia and typically import more energy
sources face a large economic and political cost in pursuing trade liberalization policies.
Second, using initial trade ties allows us to avoid the issue of simultaneity bias and reverse
causality between countries’ policy of trade liberalization and their trade trade with Russia.
Reverse causality is a serious concern for these variables; trade liberalization by its nature
changes trade ties with other countries.
Although the share of a country’s exports to Russia and the share of its energy imports
to Russia do, of course, change annually, a country’s degree of exports and imports with
Russia are stable relative to other countries. In other words, Hungary has always exported
much less to Russia than Ukraine; that has not changed over time As such, taking initial
trade ties is both an accurate measure of a country’s trade ties with Russia and avoids the
problem of simultaneity bias and reverse causality.
The total trade variable has a mean of .24 in the data, ranging between 0 and .6 with a
standard deviation of .16. The export variable has a mean of .23 with a standard deviation
of .17, ranging between 0 and .65. The import variable has a mean of .25 with a standard
deviation of .17, ranging between 0 and .58. The export variable has a correlation of .95
with trade, whereas the import variable has a correlation of .97 with trade.
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Control variables fall into three broad categories: economic characteristics, political characteristics, and international institutional effects. The economic variables are from the World
Bank’s World Development Indicators (World Bank, 2014). Trade openness captures countries’ trade-to-GDP ratio to control for their overall openness to international trade. Total
GDP (in constant U.S. dollars) controls for the size of countries’ economy, while per capita
GDP (in constant U.S. dollars) controls for countries’ level of development. Overall wellbeing of countries’ economies affect countries’ trade policies. We include countries’ annual
rate of economic growth and of inflation.
The second set of control variables capture states’ political factors. The principal measure
that we use to do so is the Polity score of regime type, which varies on a 21-point scale
between -10 (most autocratic) and 10 (most democratic) (Marshall and Jaggers, 2009).9 In
addition to the Polity score, we include measures of executive party orientation with respect
to economic policy from the Database of Political Institutions (Keefer, 2012). The three
categories—separated into three dichotomous variables—are right, left, and center, with
“no information” serving as the base category. The third political variable is an indicator
marking whether a country in the sample was a former Soviet republic or not.
The last set of control variables capture countries’ relationship with two major international institutions—the GATT/WTO and the European Union (EU)—which likely affect
states’ foreign economic policies. The GATT/WTO variable captures whether a country
is a member of the multilateral trade institution in a year or not. However, all the countries in the sample during the analysis period have at least applied to be members of the
GATT/WTO. Accordingly, the variable’s baseline for comparison is not non-members but
countries who have applied but have not yet become members in a particular year. We use
two dichotomous measures to capture states’ relationship with the EU. One measure captures whether a state has applied to become an EU member or not in a year, and the other
9
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for each state, uninterrupted by transition codes which fall outside the -10 to 10 range.
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captures whether a state is a member or not. Country-years that are neither members nor
applicants serve as the baseline category. Separating out the application stage is important,
because international institutions may exert large influence on states’ trade policies prior
to their actual accession (e.g. Allee and Scalera, 2012). Because we see the full range of
trade ties with Russia among both members and non-members of the EU and GATT/WTO
making it possible to fully asses the interaction of initial trade ties with Russia and later
membership in these international organizations.

Modeling Strategy
Panel data potentially suffers from issues that violate assumptions of ordinary least
squares. The four problems are the following: autocorrelation within each unit, heteroskedasticity across units, unit-specific effects, and contemporaneous correlation across units. Substantively, these problems arise from the following sources. First, each state’s trade openness
in period t is correlated with its trade openness in period t − 1. In other words, states’ trade
policies are sticky over time. Second, each state potentially has some different factors that
influence their level of trade openness, which results in varying residuals from a model across
states. Third, in a related manner, states likely have factors influencing their trade openness
that are unobserved—or at least omitted from the model—and do not vary over time. Last,
some systemic or external factors—such as a global economic crisis or changes in demand
can influence all the states’ trade openness in the same year.
We use panel-corrected standard error (PCSE) models to address most of these problems
in time-series/cross-sectional data.10 More specifically, we estimate our models with panelspecific first-order auto-correlation, allowing each country to have its own auto-correlation
structure. Moreover, the estimations also account for panel-level heteroskedastic errors and
contemporaneously correlated errors across panels. Lastly, we include year fixed effects to
account for external factors that affect all states’ trade openness at the same time.
10

In Stata 13, we use the xtpcse command to estimate our models.
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The only TSCS methodological issue that we do not address is unit-specific effects. Two
main time-invariant variables in the specifications prevent the simultaneous inclusion of
country fixed effects: states’ initial trade ties with Russia and indicator for former Soviet
Union. We do check for robustness of our models by including country effects instead of
these measures.

Results and Analysis
We begin the analysis by specifying a basic model of trade openness. Table 1 summarizes
the results of the basic models. Model 1a does not include year fixed effects, whereas Model
1b does.
[ Table 1 about here. ]
Trade openness has a negative effect on trade liberalization. States that have higher levels
of trade-to-GDP ratio are associated with lower levels of trade liberalization. This likely
reflects an adjustment dynamic, in which states open to relatively large amounts of trade
reduce their trade liberalization the next year. States with larger economies have less liberal
trade policies and more democratic states have more liberal policies. Governments with a
right-of-center executive pursue more liberal trade policies. Other results are inconsistent
between the two models. In Model 1b, left-of-center executives are associated with more
liberal trade policies as well, whereas former Soviet republics have more protectionist policies.
In Model 1a, without year fixed effects, stronger growth rates and undergoing EU accession
process lead to more liberal trade policies, whereas GATT/WTO member states have less
liberal policies. Neither of the models include measures of trade with Russia, which we
incorporate into the next set of the models, summarized in Table 2.
[ Table 2 about here. ]

20

Model 2a includes the initial total trade with Russia—states’ exports to and imports
from Russia as a proportion of states’ total imports and exports. Model 2b decomposes
trade into exports and imports. Total trade has a negative effect on liberal trade policies
(Model 2a), but once decomposed, as we hypothesize, only exports have a negative on liberal
trade policies. Most of the other variables maintain similar effects. Importantly, former
Soviet republics have more liberal trade policies, when exports and imports with Russia is
controlled for. In other words, former Soviet republics do not necessarily have less liberal
trade policies; they do so only if they developed high exports with Russia as a result of being
a former republic.11
In the third set of models, we interact the measures of initial trade with the two sets of
measures for states’ relationship with international institutions. Model 4a interacts trade
with the GATT/WTO indicator, and Model 4b interacts trade with the EU relationship
indicators. Table 3 summarizes the results.
[ Table 3 about here. ]
The multiplicative terms with exports with Russia are positive and statistically significant for all three of the institutional measures—GATT/WTO membership, EU applicant,
and EU membership—across the two models. Regime type continues to be positive and
significant, and all three indicators of executive partisanship are significant in Model 3b,
although conservative executives have the largest effect.
In order to better present the substantive effects across the categories of institutional
relationships, we plot the fitted values of trade liberalization index as a function of the
measure of trade with Russia. Figure 2 plots the effects for the GATT/WTO membership.
11

Although we argue that countries had good reasons to consider Russia’s reaction to their trade liberalization policies throughout the post-communist era, we also consider the possibility that countries’ relationships
with Russia were different in the 1990s than in the 2000s. The power politics of the Putin era may have
made politicians especially likely to avoid trade liberalization for fear of a Russian backlash. We test for
this by creating a dummy variable for trade liberalization in the 2000s and interacting it with the trade
variables; the interaction is not significant suggesting that the relationship we find holds across both time
periods included in the dataset.
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The top panel plots the effects for initial exports to Russia, and the bottom panel plots the
initial import effects. As the coefficient estimates on Table 3 indicate, only exports have
statistically significant effects. The top panel of the chart displays this. For any level of
initial trade on Russia greater than 25%, GATT/WTO members have more liberalized trade
policies than those that are not members of the multilateral institution. Moreover, while the
GATT/WTO members attain a relatively high level of trade liberalization even when the
initial exports with Russia was very high ( 70%), non-members achieve a low level of trade
liberalization.
[ Figure 2 about here. ]
As discussed above, states’ relationship with international institutions are endogenous
rather than exogenously imposed. However, two aspects of the data ameliorate the concern
about the selection effect of the GATT/WTO relationship. First, for the lower levels of initial
exports to Russia, non-members of the GATT/WTO have more liberalized trade policies
than GATT/WTO members. States with more liberalized trade policies do not necessarily
select themselves into GATT/WTO membership. Second, all the GATT/WTO non-member
states in the sample have at least applied to become members so that no country-years in the
sample completely lack any relationship with the institution. Accordingly, the comparison
in Figure 2 is between GATT/WTO members and GATT/WTO applicants. The universal
aspiration to become a part of the GATT/WTO further undermines the potential concern
about endogeneity of institutional effects.
[ Figure 3 about here. ]
Figure 3 plots the corresponding effects of EU membership statuses. The results mirror
those of the GATT/WTO status. EU members and applicants achieve more liberalized trade
policies than non-members at all levels of initial exports to Russia greater than 30%. The
difference between members and applicants are not distinguishable.
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As the longstanding conflict between Ukraine and Russia has demonstrated, trade in
energy and resources has figured prominently in at least some of the post-communist states’
transition. Accordingly, we examine states’ oil and gas imports and exports to and from
Russia. We replicate the same models as Models 3a and 3b, first using oil exports and imports
and then using gas exports and imports. Table 4 summarizes the oil trade models. Figure 4
and Figure 5 plot the substantive effects over the sample range of trade for GATT/WTO
membership and EU membership, respectively.
[ Table 4 about here. ]
[ Figure 4 about here. ]
[ Figure 5 about here. ]
Oil exports have a stronger effect on post-communist states’ trade liberalization. NonGATT/WTO states whose oil exports to Russia are complete have the most protectionist
trade policies. Even GATT/WTO membership for such states does not lead to full liberalization of their trade policies. EU membership ameliorates the negative effect of oil exports
on trade liberalization more than GATT/WTO membership does.
Table 5 summarizes the gas trade models. Figure 6 and Figure 7 plot the substantive
effects.
[ Table 5 about here. ]
[ Figure 6 about here. ]
[ Figure 7 about here. ]
Contrary to our theoretical expectations, these results show that greater gas exports to
Russia are associated with more liberal trade policies for post-communist states . Upon
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further examination, however, the gas trade result is influenced disproportionally by the
case of Kazakhstan which exports large amounts of gas to Russia (compared to most other
countries in the dataset who export no gas to Russia).
When we drop the Kazakh observations and re-estimate the model, gas exports do not
have any substantive effect on trade liberalization./footnoteThe results of the models without
the Kazakh observations are available upon request. Oil exports come from a more diverse
set of countries so that the Kazakh case does not drive the oil finding in the same way. Given
the disproportionate influence of a single country on the restuls, we consider the gas trade
result to be a unique exception to our general findings. Kazakhstan has an average degree
of trade liberalization so that its very high gas exports to Russia make gas exports look like
they are associated with more trade liberalization.
In summary, our results strongly support that exporting more goods to Russia depresses
trade liberalization, but that membership in an international organization negate the effect
of exporting to Russia. Because we have countries in our dataset who both are and are
not members of the GATT/WTO and the EU but which also span the whole range of
values for exports to Russia, we are confident that the interation of trade and membership is
meaningful. Oil exports to Russia as a percentage of a country’s total export reflect the same
negative effect of doing business with Russia on trade liberalization. The effect does not hold
for gas exports, but we consider this largely due to the concentration of gas exports from
Kazakhstan. In general, our results show that doing business with Russia has the propensity
to significantly constrain a country’s trade liberalization.

Conclusion
We do not know of other research which has considered how trade with a regional hegemon influences domestic decisions about trade liberalization. In the post-communist context,
explanations of trade liberalization have largely focused on domestic political struggles mir24

roring the focus of the broader trade politics literature. Building on these explanations,
we note that there are good theoretical reasons to expect that a country’s trade with a regional power will influence its incentives and ability to liberalize trade or not. The empirical
evidence supports our argument.
In post-communist countries that export more goods to Russia, politicians are less likely
to pursue trade liberalization. Doing so might risk an economic and political backlash from
the Russian government. The Russian government has shown a willingness to retaliate
against neighboring countries when they pursue policies the Russian government dislikes.
Recent disputes with Ukraine, Moldova, and Georgia are good examples. Membership in
international organizations, however, mitigates the negative effect of doing business with
Russia on a country’s trade liberalization. We argue that if a country enjoys membership in
the GATT/WTO or the EU, then the government has likely calculated that the economic
benefits of membership outweigh diminished trade with Russia or a potential political backlash from Russia. In other words, the influence of a regional hegemon depends on whether
other exit options exist for a country.
Our argument and findings get at the heart of how and why economic and political
considerations interact to determine a country’s path on trade liberalization. Trade liberalization is touted as a means of promoting economic growth and efficiency around the world.
Previous work has noted that trade liberalization may blocked by those who would fare
poorly in a global market or that politicians may use trade liberalization primarily as a tool
to empower or weaken certain domestic groups. We draw on these existing works to make
a novel argument. Specifically, we suggest another major obstacle to trade liberalization:
politicians may understandably avoid trying to expand their trading partners if one of their
existing partners is likely to be upset by such a move and will, as a result, retaliate both
economically and politically. In short, we demonstrate a new and important mechanism by
which trade policy decisions are both economic and political calculations.
Our findings have important implications beyond the post-communist context. Power25

ful and disproportionately large trading partners have can exert considerable influence on
whether their smaller trading partners liberalize trade. Here we have considered a regional
hegemon, but any major trading partner may have the same influence. As a result, our argument is relevant to trade politics around the world. In research outside the post-communist
context, we must consider the nature of the regional trading partner including whether its
government tends to support trade liberalization. Nonetheless, the general argument that
trade ties with a regional hegemon matter are widely applicable and modifies explanations
that focus primarily on domestic political battles, distributive politics, and international
organizations.
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Table 1: Determinants of Post-Communist Trade Liberalization, Baseline Models

Trade Openness (t-1)
Total GDP (t-1)
Per Capita GDP (t-1)
Annual Growth Rate (t-1)
Annual Inflation (t-1)
Regime Type (t-1)
Executive (right) (t-1)
Executive (center) (t-1)
Executive (left) (t-1)
Former Soviet Republic
GATT/WTO Member (t-1)
EU Applicant (t-1)
EU Member (t-1)
Constant
Year FE
R2
N

Model 1a Model 1b
-.0017*
-.0024***
(.00094)
(.00081)
-.080***
-.078***
(.025)
(.021)
-.044
.022
(.032)
(.030)
.0056*** .0026
(.0020)
(.0020)
-.010
-.0042
(.0088)
(.0093)
.059***
.040***
(.0083)
(.0083)
.070*
.070**
(.037)
(.030)
.024
.017
(.045)
(.039)
.035
.048*
(.037)
(.029)
-.061
-.085**
(.044)
(.041)
-.056*
-.018
(.030)
(.030)
.11**
.026
(.045)
(.040)
.073
-.011
(.046)
(.045)
5.85***
3.88***
(.55)
(.63)
No
Yes
.98
.99
336
336

* p < 0.10, ** p < 0.05, *** p < 0.01. Estimates with the index of trade liberalization as the dependent variable and with
panel-specific first-order autocorrelation. Standard errors are adjusted for heteroskedasticity and contemporaneous
correlations.
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Table 2: Determinants of Post-Communist Trade Liberalization, Trade Models

Initial Total Trade with Russia (t-1)
Initial Exports to Russia (t-1)
Initial Imports from Russia (t-1)
Trade Openness (t-1)
Total GDP (t-1)
Per Capita GDP (t-1)
Annual Growth Rate (t-1)
Annual Inflation (t-1)
Regime Type (t-1)
Executive (right) (t-1)
Executive (center) (t-1)
Executive (left) (t-1)
Former Soviet Republic
GATT/WTO Member (t-1)
EU Applicant (t-1)
EU Member (t-1)
Constant
Year FE
R2
N

Model 2a Model 2b
-1.82***
(.49)
-2.18***
(.50)
.025
(.11)
-.0010
-.0018**
(.00085)
(.00074)
.043
.068
(.051)
(.051)
-.094
-.099
(.074)
(.064)
.0025
.0029
(.0021)
(.0022)
.0019
.0041
(.0091)
(.0091)
.042***
.039***
(.0080)
(.0073)
.084***
.094***
(.030)
(.031)
.034
.053
(.042)
(.043)
.062*
.082**
(.034)
(.035)
.13
.33***
(.100)
(.13)
-.011
-.0044
(.034)
(.034)
.019
.0062
(.041)
(.037)
-.044
-.043
(.047)
(.045)
2.20***
1.49*
(.81)
(.86)
Yes
Yes
.99
.99
336
336

* p < 0.10, ** p < 0.05, *** p < 0.01. Estimates with the index of trade liberalization as the dependent variable and with
panel-specific first-order autocorrelation. Standard errors are adjusted for heteroskedasticity and contemporaneous
correlations.
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Table 3: Determinants of Post-Communist Trade Liberalization, Trade and Institutions
Models

Initial Exports to Russia (t-1)
Initial Imports from Russia (t-1)
GATT/WTO Member (t-1)
GATT/WTO X Exports (t-1)
GATT/WTO X Imports (t-1)
EU Applicant (t-1)
EU Member (t-1)
EU Applicant X Exports (t-1)
EU Applicant X Imports (t-1)
EU Member X Exports (t-1)
EU Member X Imports (t-1)
Trade Openness (t-1)
Total GDP (t-1)
Per Capita GDP (t-1)
Annual Growth Rate (t-1)
Annual Inflation (t-1)
Regime Type (t-1)
Executive (right) (t-1)
Executive (center) (t-1)
Executive (left) (t-1)
Former Soviet Republic
Constant
Year FE
R2
N

Model 3a Model 3b
-2.81***
-2.24***
(.49)
(.55)
.60**
.21
(.24)
(.32)
-.34***
.0059
(.059)
(.032)
2.32***
(.42)
-.77***
(.27)
.0050
-.18***
(.039)
(.052)
-.060
-.28***
(.047)
(.082)
1.80***
(.51)
-.40
(.31)
2.01***
(.58)
-.46
(.37)
-.0011
-.0012
(.00079)
(.00083)
.012
.0079
(.044)
(.044)
-.049
-.080
(.048)
(.050)
.0024
.0029
(.0025)
(.0023)
.0040
.0037
(.0099)
(.0099)
.038***
.034***
(.0067)
(.0071)
.11***
.12***
(.034)
(.034)
.058
.075*
(.045)
(.044)
.084**
.088**
(.037)
(.037)
.13
.18*
(.10)
(.095)
2.68***
3.13***
(.85)
(.83)
Yes
Yes
.98
.98
336
336

* p < 0.10, ** p < 0.05, *** p < 0.01. Estimates with the index of trade liberalization as the dependent variable and with
panel-specific first-order autocorrelation. Standard errors are adjusted for heteroskedasticity and contemporaneous
correlations.
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Table 4: Determinants of Post-Communist Trade Liberalization, Oil Trade and Institutions
Models

Initial Exports to Russia (t-1)
Initial Imports from Russia (t-1)
GATT/WTO Member (t-1)
GATT/WTO X Exports (t-1)
GATT/WTO X Imports (t-1)
EU Applicant (t-1)
EU Member (t-1)
EU Applicant X Exports (t-1)
EU Applicant X Imports (t-1)
EU Member X Exports (t-1)
EU Member X Imports (t-1)
Trade Openness (t-1)
Total GDP (t-1)
Per Capita GDP (t-1)
Annual Growth Rate (t-1)
Annual Inflation (t-1)
Regime Type (t-1)
Executive (right) (t-1)
Executive (center) (t-1)
Executive (left) (t-1)
Former Soviet Republic
Constant
Year FE
R2
N

Model 4a Model 4b
-3.32***
-3.33***
(.33)
(.45)
.11
.13
(.13)
(.13)
-.19***
-.073***
(.063)
(.028)
2.21***
(.46)
-.12
(.11)
-.0071
-.17***
(.038)
(.060)
-.11**
-.23*
(.054)
(.12)
2.79***
(.38)
-.035
(.11)
3.02***
(.42)
-.23
(.16)
-.000046
-.00048
(.00081)
(.00086)
-.038
-.030
(.033)
(.030)
.11**
.12**
(.047)
(.058)
.0017
.0017
(.0024)
(.0021)
.013
.016*
(.010)
(.0093)
.020***
.019***
(.0061)
(.0073)
.13***
.12***
(.034)
(.031)
.11***
.12***
(.040)
(.042)
.051
.057*
(.034)
(.033)
.061
.038
(.085)
(.079)
2.16***
1.76**
(.81)
(.81)
Yes
Yes
.98
.99
334
334

* p < 0.10, ** p < 0.05, *** p < 0.01. Estimates with the index of trade liberalization as the dependent variable and with
panel-specific first-order autocorrelation. Standard errors are adjusted for heteroskedasticity and contemporaneous
correlations.
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Table 5: Determinants of Post-Communist Trade Liberalization, Gas Trade and Institutions
Models

Initial Exports to Russia (t-1)
Initial Imports from Russia (t-1)
GATT/WTO Member (t-1)
GATT/WTO X Exports (t-1)
GATT/WTO X Imports (t-1)
EU Applicant (t-1)
EU Member (t-1)
EU Applicant X Exports (t-1)
EU Applicant X Imports (t-1)
EU Member X Exports (t-1)
EU Member X Imports (t-1)
Trade Openness (t-1)
Total GDP (t-1)
Per Capita GDP (t-1)
Annual Growth Rate (t-1)
Annual Inflation (t-1)
Regime Type (t-1)
Executive (right) (t-1)
Executive (center) (t-1)
Executive (left) (t-1)
Former Soviet Republic
Constant
Year FE
R2
N

Model 5a Model 5b
.65***
.62***
(.16)
(.14)
-.016
.0019
(.10)
(.077)
-.13**
-.021
(.062)
(.035)
.053
(.18)
.15**
(.074)
.041
-.16***
(.043)
(.055)
.012
-.23**
(.052)
(.11)
-.66***
(.17)
.33***
(.088)
-.75***
(.20)
.41***
(.12)
-.0030*** -.0033***
(.00087)
(.00081)
-.13***
-.15***
(.035)
(.032)
.021
.038
(.038)
(.031)
.0026
.0025
(.0024)
(.0023)
-.0020
-.0013
(.011)
(.011)
.055***
.053***
(.010)
(.0095)
.090***
.084***
(.034)
(.032)
.030
.059
(.045)
(.041)
.074**
.095***
(.032)
(.030)
-.17**
-.19***
(.069)
(.057)
5.18***
5.69***
(.69)
(.70)
Yes
Yes
.98
.98
298
298

* p < 0.10, ** p < 0.05, *** p < 0.01. Estimates with the index of trade liberalization as the dependent variable and with
panel-specific first-order autocorrelation. Standard errors are adjusted for heteroskedasticity and contemporaneous
correlations.
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Figure 1: EBRD Index of Trade Liberalization in Post-Communist States
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Figure 2: Effect of Trade Ties on Trade Liberalization, by GATT/WTO Membership
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Figure 3: Effect of Trade Ties on Trade Liberalization, by EU Membership
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Figure 4: Effect of Oil Trade Ties on Trade Liberalization, by GATT/WTO Membership
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Figure 5: Effect of Oil Trade Ties on Trade Liberalization, by EU Membership
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Figure 6: Effect of Gas Trade Ties on Trade Liberalization, by GATT/WTO Membership
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Figure 7: Effect of Gas Trade Ties on Trade Liberalization, by EU Membership
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