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Abstract 
It is widely recognized that regional integration agreements (RIA) have influence on trade patterns, income levels, allocation of recourses, and localization of the economic activities in member countries. Highly dependant on type of the RIA, these effects can be either positive or negative and can have different dimension. Following the most successful RIA, European Union, we can conclude that this agreement is beneficial one leading to income levels’ convergence on a higher level. Namely, many studies on EU case show that trade effects are favorable for the Union as a whole and for every particular country. Although there are some contra arguments, it seems that trade creation effects exceed trade distortion effect i.e. trade diversion. The question arising here is - whether some other factors rather than simple enlargement of the market cause this positive result in EU case? Additionally, is the economic size of member countries relevant, supporting  or hindering factor that influences the results of integration? 
Theoretical background 

In studies, the relation between overall trade effects of RIA and economic size of participant countries is already recognized as an important one. Main assertion behind this idea is that there is a proportional link between economic size and trade effects. Namely, RIA among economically big partners is beneficial one, and the one among small partners is rather destorsive. On contrary, there are some studies that disclose totally opposite findings arguing that being small partners in small RIA is actually beneficial case.
Above mentioned relation between economic size and trade effects of RIA will be treated in this paper. Assuming that this relation has a specific relevance for the case of Balkan countries, I will try to analyze it, rather theoretically with limited empirical argumentation. However, the analysis is limited and modified given the specific circumstances in the Balkan case. First restraint comes from the fact that these countries don’t have actual and unique regional agreement that relate them in one integral intact. It is rather a case of numerous free trade agreements, one Memorandum of understanding, high political will of international community and European Union and last but not the least, questionable political will of the actual potential participant countries.
Extension of Viner’s trade model
The analysis of trade effects of RIAs, based on the conventional Viner’s interpretation can be extended in different ways, by introducing new assumptions and arguments. For the purposes of this research, Viner’s model will be extended with several assumptions:
· It is a small country, characterized by high import dependence; 

· RIA  means removal of tariff and other non tariff measures by partner countries; 

· The country sign  a RIA with similar small country. 

First assumption introduce one very important feature – high level of imports , meaning vast quantity of imports and relatively inelastic import demand 
 Third assumption  has its own meaning too, because it ensures distinction  among trade effects gained in the case of small country  in RIA with small or big partners. In Balkan case, the former case is rather interesting one. Further more, it must be emphasized that this is partial equilibrium model, taking into account only the market of one product. 
The import demand curve for a certain product in small country is equal to the total demand in the country minus demand for the domestically produced product. This so called import demand can be satisfied by the import from small partner or import from large partner. If the country has equal import tariffs for all partners, regardless of their size and than subsequently forms an RIA with one of the partners, the results are two totally different situations with entirely different distribution of the effects for the observed country.


Trade in respect to the effects of one member country in small RIA has its own peculiarities. This is obvious on imports side as well as on the side of exports and it is determined by the small quantity of supply and demand of the partners and their inability to cover the needs for concrete products in mutual exchange. Because of this, small countries, participants of the RIAs, usually have to cooperate, i.e. to import and export from and to other countries outside the agreement, which changes the redistribution of the benefits and effects of the integration agreement. This descriptive analysis can be observed on graph. 
Graph 1 – Trade effects for the small partners forming RIA
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Source: Robson Peter – Economics of International Integration (4th edition) – Routledge, London, 1998

Free trade case
When we are discussing import, in the case of free trade, import demand in the small country A is OQ4.. Because trade is free of every limits, price on domestic market A is equal to world price (PW = PA). Part of the quantity (OQ2) is satisfied by the import from some other small country B (potential partner), and rest of the import (Q1-Q2) originate from other countries. 
Tariff introduction case
If the observed country introduce tariff for the product, the result is price increase in domestic market for the total amount of the tariff (RA + T). In the case of small markets producers are not interested to take over part of the tariff burden, so the increase is for the total amount. In this case, the export supply in the country B is shifting to left, because is burdened by the additional cost (tariff). The producers from the country B offer lass quantity for every price level. The import in this new situation, when the price is   (RA + T) in country A is following:
O - Q3- comes from the small county B

Q4-Q3, the rest of the quantity is imported from other countries. Domestic consumers pay price  PA + T  for the product, part of which PA  is  amount that goes to the foreign producers, whatever from which country they come, and T is the tariff transferred in the budget of the country A. 
An RIA with small partner B
If country A forms an RIA with similar small country (in the graph marked by B), than the product price in the market of the country A stays unchanged on the level of PA+ T. This situation is determined by the fact that country A will have to import from other countries in order to satisfy the need for the concrete product. The supply from the partner county B is insufficient for accomplishing that goal. Since the price is unchanged, the attitude of the domestic producers and consumers remains unchanged also, neutralizing the possible consumers and producers benefits in the country A. The only change in this case is the source of import. Namely, as a result of the higher price and relief from tariff, producers from country B sell bigger amount in country A (OQ5), while rest of the import (Q4-Q5) comes from other countries. The price is on the level of  PA + T, but since the country A is not charging tariff for the import from B , the area  A+B+C+D  in the graph is the lost for the country A, because these tariff incomes are transferred to the foreign producers in country B. The lost are determined by several factors: the level of T kept in the relations with third countries; the initial quantity of import from country B and the intensity of trade diversion effect, i.e. how much of the trade will diverse to B and how foreign producers from other countries, outside the block, will decide to absorb the tariff, neutralising trade diversion effect.

Above mentioned negative effects are used as an argument in favor of the argument that RIA are not beneficial for small member countries. According to this, the unchangeable price is the basic determinant that causes other negative effects: inability to induce competitive pressure in the partner countries, without benefits for the consumer, no efficiency pressure and so on. On the other hand, all benefits in this case go to the other small partner country B. 
The RIA induces some effects on the export side. In this mentioned case, i.e. RIA between two small partners or countries, the effects on the export side can be observed on the same graph with switching the countries roles. Namely, now, B is the country of interest, that makes an agreement with other similar small country (in the case that is the country A) with the import demand Di.
The effects elaborated above, explaining the export of the country B are actually the effects of interest now. Namely, after the agreement, because of the tariff free entrance (its export supply is  SB, not SB + T) and as a consequence  of unchanged price level in the partner country  A, B benefits  because it exports much more quantity compared to situation with the tariff limit, substituted the imports from third countries in country A, that are  significantly diminished. Actually, in the country importer A, nothing is changed, except the participation of the import from the countries. Lost tariff revenues  for country A (A+B+C+D) now considered from the point of view of country B are transferred benefits and extra profit for the producers in B. Part of these extra incomes is neutralized by the cost increase, but the remaining part is benefit created with the RIA.

One separate question related to this specific case is the possibility for the price decreasing in the market of the country importer A. Namely, as a result of the tariff in relation to third countries, we assume that the price on the market remains the same Pa +T, and the import participation of other countries decreased significantly from Q4-Q3 to Q4-Q5 in favor of country B.
This effect is created in the situations when the producers are not interested for export in country A, so they easily depart from that market, leaving it to the producers from B. But in the reality, if their interest for placement is high, they will absorb part of the tariff and that will lead to decrease of the price to the level of RA, i.e. free trade level. For the producers from the country B this will mean losing the preferential treatment and adjustment to the free trade conditions. In this case the benefits will enjoy the country A: the price will fall down, the consumer will gain, and the competition will be intensified in the import as well as in the domestic production. All these will lead to better efficiency, and in the same time the county will charge part of the tariff from the foreign producers from the countries outside the agreement. In reality these effects are the most wanted and the most ideal for the regional block as a whole. Small countries in this case are increasing its markets’ importance and attractiveness and force foreign producers to absorb the tariff, totally or partly. As a meter a fact, gaining the characteristics of large market, small partners achieve the main benefit in the trade in relation to third countries outside the block, and less within the block.
RIAs in the Balkans 

Important features of Balkan countries’ policies are parallel paths of trade liberalization processes pursued in each country. Regional trade liberalization process is accompanied by bilateral dimension i.e. trade liberalization with EU and multilateral dimension also, with the countries entrances to WTO. It seems that this situation of multiply liberalism is beneficial one in respect to trade integration effects. According to the theoretical model discussed above, this parallelism in trade liberalization processes was supposed to enhance competitive and efficiency pressures in Balkan countries, not allowing to no one country to benefit on the account of the others in the RIA. 
What we want to argue in this paper is that this was not exactly the case in Balkan countries, having in mind that most of the trade flows now are driven by the technology
 flows, and additionally taking into account low technology level in these countries. Regional integration models are explaining trade effects on the basis on changing market structure in the whole area and transforming towards most desirable case – perfect competition. But, considering the fact that these models are only partial models explaining market of concrete products, it became obvious that for a certain products regional trade agreements cause positive and for others negative effects. It seems that technology issue is the most important and determining in this respect.
To be precise,  for the products using high technology in production process, regional integration agreements has no meaning because most of the countries are not competitive in these spheres with the rest of the world or EU. As a consequence, import of these kinds of products from outside RIA is high and on a relatively high price levels including tariff burden. To resume, for these products, RIA doesn’t change the market structure. As a final result the competitive pressures are missing on the market as a whole not influencing national competitiveness at all.

Contrary, for a certain products, RIA works as a tool for enhancing mutual trade. Having in mind the comparative advantages in some spheres, for example – agriculture, RIA encourages trade creation effects rather than some distorsive forces. This is partly resulting of EU restrictive agricultural policy and limited possibilities to sell in its market. As a result in these sphere, trade flows are constant with the constant or even decreasing prices. This can be positive from the perspective of specialization effects, but on overall is rather negative as these sectors (agriculture) and their extensive developments have no strengths for inducing high development rates in the countries.

At the end, it can be interesting to analyze which of Balkan countries benefit on the account of the others inside the agreement. Specifically, if there is trade diversion effects it is questionable which countries are winners and losers in this RIAs. Studies related to this meter suggest that small countries are better off in small RIA, and economically bigger countries are losers. Maybe that is reason why some of the countries of the region are suspicious for the benefit of the closer regional integration. However this problem needs further econometric analysis and argumentation.

Conclusion
Given this differentiate influence of RIAs, trade effects’ analysis remains ambiguous. The statement that RIAs are always beneficial can not be fully supported with the case of Balkan countries. Having in mind complicated institutional and technical nature of the Balkan RIAs, and in addition their small economic size as well as low technical level, we can say that their mutual trade is driven by some peculiar  forces. Trying to capture these forces and present them in a modified Viner’s model, I believe that small increments are made in the theory of regional integration.
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� This situation shown in the graphic will mean that import demand curve will be more straightforward, more vertically situated and distanced relative to Y axis (the quantity of import is vast, and large changes in price cause small changes in demanded quantity 


� Explained in new trade theories 








