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ABSTRACT
Objective: The objective of the article is to examine the impact of foreign trade on economic growth in coun-
tries opening up their economies as a result of their separation from the blocs of socialist countries.
Research Design & Methods: The study is quantitative. Pearson’s linear correlation method and a simple
linear regression model were used. The study used macroeconomic data for 1995-2022 for eight countries
in Central and Eastern Europe (CEE).
Findings: In most of the studied countries, a strong positive relationship was observed between the volume
of foreign trade and the rate of economic growth.
Implications & Recommendations: Restructuring the economy and opening up to international trade were
important factors in the dynamic economic growth of the CEE countries studied. The observed strong positive
relationship between the volume of foreign trade and the economic growth of the countries studied suggests
that to stimulate a country’s economic growth, policymakers should pursue policies that support international
trade. The findings may also be useful for economic theory, as it has been empirically verified that opening a
country to the free flow of goods and services is correlated with its faster economic growth.
Contribution & Value Added: The novelty of the article stems from the fact that it has not yet been exam-
ined whether the exit of the Central and Eastern European countries from the bloc of socialist states, which
involved the liberalization of trade regulations and opening to international trade, followed by their joining
the European Union on May 1, 2004, and becoming part of the single market, significantly affected the
economic growth of these countries.
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INTRODUCTION

In economic theory, the importance of foreign trade for economic growth has undergone numerous
investigations. Classical theory pointed to the important role of foreign trade in generating economic
growth. In contrast, in neoclassical theory, the role of foreign trade ceased to be important in the
context of GDP formation. It was only as a result of the development of endogenous growth models
that international trade again became an important factor affecting economic growth (Afonso, 2001).
In the academic literature, many works examine foreign trade’s impact on economic growth. In his
interesting review, Singh (2010) notes that various authors, especially those who based on macroeco-
nomic variables, indicated a significant positive impact of foreign trade on economic growth in the
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various analysed countries. At the same time, Singh pointed out that the empirical evidence of a posi-
tive relationship between economic growth and foreign trade in some works tends to be inconclusive.

However, there is a shortage of studies in the literature examining the impact of foreign trade on
economic growth in European countries that separated from the blocs of socialist states in the late
1980s and early 1990s while simultaneously opening up and liberalizing their economies. Seven of the
Central and Eastern European countries analyzed (Poland, the Czech Republic, Slovakia, Hungary, Lith-
uania, Latvia and Estonia) experienced systemic transformation after the collapse of the Soviet Union.
Lithuania, Latvia and Estonia left the USSR, while Poland, the Czech Republic, Slovakia and Hungary
were previously socialist countries that gained full independence. On the other hand, Slovenia declared
independence on October 7, 1991, leaving the Socialist Federal Republic of Yugoslavia. All eight coun-
tries analysed have one thing in common: on May 1, 2004, they joined the European Union, which
further opened these countries to the European Union’s single market, in which the principles of free
movement of people, capital, goods and services prevail.

The article aims to examine the impact of foreign trade on economic growth in countries opening
up their economies as a result of their separation from the blocs of socialist countries. The article is
divided into three parts. The first section will present a literature review related to the opening of
countries to foreign trade. The second section will present the research methodology. The last sec-
tion will present the results and a discussion based on the impact that opening to foreign trade of
CEE countries has had on their economic growth.

This article makes a novel contribution to the existing literature by offering a fresh perspective on
the long-term effects of foreign trade on economic growth in Central and Eastern European countries.
This region has experienced significant transformation since the 1990s. Unlike prior studies, which of-
ten concentrate on shorter timeframes or individual countries, this research provides a comprehen-
sive, cross-country analysis spanning three decades, revealing new insights into the role of economic
openness in shaping growth dynamics within transitioning economies.

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

In the past few years, the impact of countries’” openness on foreign trade has been studied in China
(Kong et al., 2021), where a stable cointegrating relationship was observed between the openness of
the Chinese economy and the country’s economic growth dynamics, as well as regional heterogeneity
in the impact of trade openness on economic growth. A similar study conducted in India (Reshi &
Sudha, 2023) found a strong link between the country’s rapid economic growth and the increasing
value of the economic openness index. Hobbs et al. (2021), while studying the economy of Albania,
demonstrated a phenomenon in which the country’s economic growth unilaterally drives growth in
foreign trade volume. Studies examining the relationship between economic growth and foreign trade
have also been conducted on the example of Poland (Machowska-Okréj, 2017), indicating that in the
period after Poland acceded to the European Union, a 10% increase in the rate of openness of the
economy leads to an increase in GDP per capita of almost 140 monetary units expressed as current
international dollars, greater than in the comparable period before accession. This represents a clear
benefit to the Polish economy from membership and the consequences of Poland’s accession to the
EU (Michalak, 2001; Balcerowicz, 2007). Karasiewicz and Nowak (2010) conducted an important study
on structural and behavioural changes in Polish retailing since 1989. They analysed the sector’s trans
in three phases: privatisation and decentralisation, intensive internationalisation and retail concentra-
tion and consolidation, with the identification of a fourth phase — innovation and modernisation. Sim-
ilar conclusions were observed for Slovakia (Krizan et al., 2016). Pilinkiene (2016) highlighted that Cen-
tral and Eastern European countries have experienced varying economic outcomes despite their
shared high levels of trade openness. The empirical research demonstrates that economic growth
drives improvements in trade openness, while competitiveness in these economies enhances growth,
suggesting a mutually reinforcing dynamic. Further supporting this, Rapacki and Prochniak (2019) also
investigated the impact of European Union membership on the economic growth of 11 CEE countries,
emphasizing the role of EU integration in accelerating growth and convergence with Western Europe.
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Their findings show that key drivers, such as increased economic freedom, improved governance, mar-
ket reforms, and the influx of EU funds, significantly contributed to the GDP growth of CEEs between
1995 and 2015. These factors, coupled with rising foreign direct investment and international trade,
underline the positive effects of trade openness within the framework of the EU’s economic policies.
Moreover, KneZevi¢ et al. (2011) examined changes in the retail sector across the EU, focusing on how
these shifts have influenced economic growth and competitiveness. Their research revealed that the
growing dominance of large enterprises, especially in countries like Poland and Croatia, improved
productivity and market efficiency. This process of retail consolidation has been instrumental in driving
economic modernization in these nations, further demonstrating the link between openness to trade
and the broader economic benefits derived from structural changes in various sectors, which is in line
with the studies (KneZevi¢ & Szarucki, 2012). Kalinkova (2018) highlights that national competitiveness
is closely tied to the political system within which a country evolves, making it a crucial factor in un-
derstanding economic outcomes. In the context of post-socialist countries, the results of Kalinkova's
analysis reveal that despite varying initial conditions, most post-socialist countries have exhibited pos-
itive trends in competitiveness over the last decade, largely driven by improvements in institutional
frameworks and market efficiency. Analysing the impact of foreign trade on economic growth in Nige-
ria, Adeleye et al. (2015) indicated that foreign exports are a positive factor for economic growth.
However, the country’s export structure is dominated only by oil and lacks a significant contribution
of products from other sectors of the economy, such as industry or agriculture. Moreover, imports are
a factor slowing the country’s economic development. Lawal and Ezeuchenne (2017) add that Nigeria
needs to adapt to modern economic realities, especially in terms of technological development, so
that imports also lead to the country’s economic growth. Similar conclusions were reached by Nguyen
(2020) when analysing the Vietnamese economy, pointing out that only exports positively impact Vi-
etnam’s economic growth. Imports had a negative impact on the country’s economic growth, but this
impact was not statistically significant. Analysing over 20 Asian countries, Trejos and Barboza (2015)
found that greater trade openness was not a key factor driving economic growth in Asian countries. At
the regional level, however, in the post-financial crisis period, trade openness has shown a significant
and positive impact on production growth in the short and long term. The authors also added that the
study’s results confirm that countries increasing their trade openness can achieve faster growth in per
capita output mainly due to productivity gains resulting from capital accumulation rather than the
expected technological benefits of trade. In the above-mentioned studies, the authors pointed to the
significant positive impact of foreign trade on economic growth in the countries studied.

Currently, in the academic literature, scholars also discuss issues related to new-generation trade
agreements (Czerminska, 2022), network relationships (Cappelli et al., 2023), as well as the effects
of Russia’s isolation from international trade (Mardones, 2023). The impact of the COVID-19 pan-
demic on international trade has also been widely discussed (Ugurlu & Jindfichovska, 2022). Scholars
have also investigated the determinants of export resilience under pandemic conditions (Gorynia et
al., 2024) and the impact of anti-crisis measures taken by export companies on their export sales
during the pandemic (Daszkiewicz et al., 2023).

These prior empirical results allowed me to assume the following research hypothesis:

H: There s a strong, positive relationship between the degree of openness of the economy and
Gross Domestic Product in the Central and Eastern European countries after the systemic
transformation.

RESEARCH METHODOLOGY

Sample and Data Collection

The study verifies the hypothesis for the following group of Central and Eastern European countries:
Poland, The Czech Republic, Slovakia, Hungary, Lithuania, Latvia, Estonia, and Slovenia. These countries
joined the European Union in 2004, becoming part of the single European market. Moreover, most
analyzed countries made a political transformation in the 1990s, opening up to foreign trade. These
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two important changes in the development of the countries opened them to global international trade,
making them perfect countries to study the relationship between foreign trade volume and economic
growth. Taking this into account, and due to data availability, the study was conducted from 1995 to
2022. The data was taken from the World Bank database.

Variables in the Analysis

Table 1. provides an overview of the key economic variables analyzed in the study, including export
and import volumes as a percentage of GDP, and the Gross Domestic Product in current US dollars.

Table 1. List of variables used in the study

Variable Explanation Unit Source of data
Export volume Exports of goods and services (% of GDP) World Bank (NE.EXP.GNFS.ZS)
Import volume Imports of goods and services (% of GDP) World Bank (NE.IMP.GNFS.ZS)
GDP Gross Domestic Product (current USS) World Bank (NY.GDP.MKTP.CD)

Source: own study based on data from The World Bank.

The volume of foreign trade is often measured by the degree of openness of the economy, which
is an indicator of the extent to which a country engages in international trade. We can calculate the
degree of openness using the following formula (Rodriguez, 2000):

Export volume + Import volume (1)
GDP

This indicator shows the relative importance of foreign trade to the national economy by compar-
ing the total value of exports and imports with the size of the economy, measured by Gross Domestic
Product (GDP). A higher degree of openness indicates a greater integration with global trade networks.

This measure of openness is especially relevant in regions that have undergone significant eco-
nomic transformations, particularly within the Single European Market, such as Central and Eastern
Europe. The Single Market removes many barriers to trade, allowing for the free movement of goods,
services, capital, and people between member states. As a result, intra-EU trade accounts for a signif-
icant portion of the trade volume in Central and Eastern European countries, leading to higher degrees
of openness. This integration has helped these countries to accelerate their economic growth by gain-
ing access to a much larger market and benefiting from economies of scale (Baldwin & Wyplosz, 2015).

Figure 1 shows the degree of openness of the economy of each country in 2022.

Degree of openness =

Figure 1. The degree of openness of the economy for analyzed countries in 2022
Source: own elaboration based on data from The World Bank.
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As Figure 1 shows, in 2022, Slovakia recorded the highest degree of economic openness, with
the sum of exports and imports of goods and services accounting for more than 204% of the coun-
try’s GDP. In contrast, Poland recorded the lowest value of this indicator, with exports and imports
of goods and services accounting for less than 124% of GDP.

Research Model and Statistical Tests

| used two statistical tools, i.e. Pearson’s linear correlation and multiple regression modelling to ver-
ify the research hypothesis set in this study. The study used data from the World Bank’s database
for 1991-2022 on the volume of GDP and the volume of exports and imports of goods and services
in the analysed countries. Based on the acquired data, | created an index of economic openness and
developed regression models.

The first method that | used in this study was Pearson’s linear correlation coefficient, which is we
can measure with the following equation (Schober et al., 2018):

cov(x,y)
- Ox Oy

(2)

Txy

in which:
X,y - random variables;
cov(x,y) - covariance of random variables;
0,0y - product of standard deviations of random variables.

| used a coefficient of determination to calculate the regression model, expressed with the fol-
lowing formula (Weisberg, 2005):

2 — Z?Zl(yt - }7)2

R Y1V — )2

(3)

in which:
¥ - the predicted value of the dependent variable;
y - the average value of the actual dependent variable;
y; - actual value of the dependent variable.

Due to the sensitivity of the R? coefficient to the number of variables and the sample size, | also
determined the adjusted value of the above parameter (Weisberg, 2005):

R2;; =R* - - ? (4)

adj n_k

in which:
@? - convergence factor calculated according to the formula: ¢? = 1- R%;
n - number of data points;
k - number of independent variables.

The study of correlations is a simple but very effective way to get an overall picture of the rela-
tionship between the variables under study. To conduct the analysis, | used two software tools, i.e.
Python and Statistica.

RESULTS AND DISCUSSION

The study identified key relationships between the analyzed variables. Figure 2 presents the rela-
tionship between GDP and the economic openness index for 1991-2022 in the studied countries.
As we can see, in most countries, a strong positive relationship exists between economic growth
and increasing values of the economic openness index. Figure 3 shows the exact values of Pearson’s
linear correlation index.

Figure 3 shows the relationship between the index of economic openness and economic growth in
the analyzed countries in 1991-2022 measured with Pearson’s linear correlation coefficient. We can
observe the highest positive relationship in Poland, where the value of Pearson’s linear correlation
coefficient was 0.96, which means a very strong relationship between the variables under study.
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We observed equally strong correlations in Lithuania (0.93), the Czech Republic (0.92), Slovakia (0.92),
and Slovenia (0.9). In contrast, | found no relationship between the economic openness index and

economic growth in Estonia, where the value of Pearson’s linear correlation coefficient was only 0.51.

Heatmap of correlations for data grouped by country
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Figure 3. Correlation between GDP and the degree of openness of the economy
for analyzed countries from 1991 to 2022
Source: own elaboration in Python.

Table 2 shows the results of estimating the regression model for the studied variables. It is
assumed that the closer the value of the coefficient of determination is to 1, the better the model
fits the data, so values above 0.75 indicate a good fit of the model to the data. | observed the
highest value of the coefficient of determination in Poland, and it was 0.909, which means that the
variation in GDP was 91% explained by the developed regression model. The developed regression
model for Lithuania took the value of (0.853), for Slovakia (0.853), and the Czech Republic (0.836),
which means that in these countries, GDP growth was about 85%, explained by the degree of open-
ness of the economies of these countries. The regression models developed for Estonia and Latvia
showed little fit, as the economic growth of these countries was explained only 22.8% for Estonia
and 67% for Latvia, respectively, by the degree of openness of the economy.

| also verified the statistical significance of the developed regression models. The p-value (P>|t])
indicates the statistical significance of the correlation coefficient, its value should be less than the sig-
nificance level, usually taken at 0.05. In the case of the regression models of the countries analysed,
this indicator was 0.00, which means that there was a statistically significant relationship between the
independent variable, the degree of economic openness, and the dependent variable, which in the
developed model was the GDP indicator. The standard error (std. err.) measures the variability of the
regression coefficients. The smallest possible value of the standard error is desirable, as it indicates
the accuracy of the regression coefficient estimates. This study’s standard error values were relatively
low, which should be interpreted as a good fit for the regression coefficient estimates. T-value tells
how many standard deviations the estimated regression coefficient is away from zero. In the study,
most of the t-value values were high compared to the low standard error values, which indicates the
statistical significance of the regression coefficients.
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Table 2. The list of estimated regression models

Country R2 Rlzld]- coef P>|t| std. err. t-value

t 1513 0.000 2.41 -6.294

The Czech Republic 0.842 0.836 C‘;rg' o 5000 03 EWTD
t -3.206 0.071 1.72 -1.881

Estonia 0.257 0.228 C;rg 3.531 0.006 1.18 2.996
t 2,579 0.000 411 -6.275

Poland 0.912 0.909 C;rg 8.189 0.000 4.99 16.418
t 2221 0.001 6.02 -3.689

Slovenia 0.812 0.805 C;rg 4.879 0.000 4.60 10.611
t -6.844 0.000 1.05 -6.534

Slovakia 0.847 0.843 Cgrg 9.234 0.000 7.04 13.125
t 2.792 0.000 6.85 4.077

Latvia 0.683 0.670 cgrc]Js 4.780 0.000 6.39 7.479
t -4.439 0.000 6.42 6.918

Lithuania 0.859 0.853 cgrc]; 6.432 0.000 5.12 12.569
Hungary 0772 | 0768 |0 e T 007

Source: own study in Python.

The survey results indicate a strong positive relationship between foreign trade volume and eco-
nomic growth in the five countries studied. We can explain the lack of such a correlation in the case of
Estonia and Latvia by the neighbourhood of the two countries. Estonia borders only with underdevel-
oped Russia and Belarus, as well as Latvia, while Latvia, in addition to its neighbourhood of Russia,
Belarus, and Estonia, still borders Lithuania. Countries surrounded by slower-growing economies may
experience slower growth in aggregate export demand, which may impact their economic growth (Vi-
larrubia Tapia, 2006). However, | observed no positive relationship with economic growth for export
volume alone, which was the result of studies in other countries such as Nigeria (Adeleye et al., 2015),
(Lawal & Ezeuchenne, 2017) and Vietnam (Nguyen, 2020). Although | did not study separately the im-
pact of imports and exports, both variables, which are part of the economic openness index, showed
a strong positive relationship with the GDP index.

CONCLUSIONS

The study aimed to verify the hypothesis of a strong positive relationship between the degree of
openness of the economy and Gross Domestic Product (GDP) in Central and Eastern European coun-
tries. The analysis of eight economies revealed that in five of these countries, the hypothesis was
confirmed, demonstrating a clear positive relationship between economic openness and GDP
growth. However, the results should be interpreted with caution due to study limitations. The re-
search did not verify the causality between economic openness and growth; therefore, we cannot
definitively conclude that increasing foreign trade directly causes faster economic development. The
correlation observed in this study merely highlights a relationship, but other factors could influence
the outcomes, such as domestic policies or structural economic changes.

The recommendations stemming from this research emphasize the need for policies that foster in-
ternational trade, especially in economies where a positive relationship between openness and growth
has been established. In countries where this correlation was not confirmed, further investigation into
domestic economic factors is necessary to tailor appropriate trade policies. These findings also have
broader theoretical implications, reinforcing the idea that global integration can drive economic perfor-
mance, though the results caution against making direct causal assumptions without further evidence.

Future research should address these limitations by exploring the causal relationship between
trade volumes and economic growth rates more thoroughly, potentially using advanced econometric
techniques to establish whether increased openness directly leads to faster growth. Furthermore, ex-
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panding the scope of analysis to include the newest EU member states would provide a more compre-
hensive understanding of the relationship between trade and growth in a broader European context.
Finally, further studies should examine the effects of Brexit on trade flows, especially within the Single
European Market, where intra-EU trade dynamics may differ from those involving non-EU countries.
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