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An extensive literature on “border effects” in the wake of McCallum (1995) documents the large trade diversion due to political borders. However, these studies suffer from the fact that borders rarely ever change, and hence that “border effects” are necessarily identified from cross-sectional variation alone. Therefore, the counter-factual question of how trade would change in response to a change in borders (the “treatment effect” of borders) remains unanswered, because trade flows before the introduction of a border are never observed. This paper explores the “treatment effect” of borders on trade by analysing the many dramatic border changes that were imposed and codified by the peace treaties in 1919 across Central Europe between 1910 and 1933. We compiled a new large data set on sub-national trade flows that allows for the first time to trace the effects of changing national borders over time. Our results indicate that there were large treatment effects of new borders on trade, but that those treatment effects tend to be smaller than the pure cross-sectional effects: most of the new borders followed a pattern of fragmentation across the region that existed already prior to the Great War. 

