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Abstract

2004, the European Union welcomed ten additional members: Cyprus, the Czech Republic, 

Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, and Slovenia.  This was the 

largest enlargement in the history of the European Union.  This study examines whether business 

the ten countries joined the EU. Quarterly data on assets, short and long term liabilities, and 

common equity were collected. Data was collected for the period 2001- 2009.  Econometric 
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in the stock exchanges of these ten countries to see whether their performances improved after 
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of the companies located in those ten countries were collected from the Compustat database 

nations. 

EU members. Furthermore, a panel data regression model was developed and tested to examine 

whether the accession to the EU affects  (the effect 

of joining the EU on each of the above ratios). The analysis shows that companies in those 

by a description of our data and methodology. The results and interpretation section describes 

conclusions.  

2. Review of Literature

began to have closer ties with the Central and Eastern European countries. Import quotas were 

removed to assist these countries in their preparations for admission to the European Union.  

program was instituted to help these countries transition to market economies. It provided 

economic and technical assistance as well as support for infrastructure investment to recipient 

countries. Bilateral treaties between Central and Eastern European countries and the EU were 

have had adjusted their business practices to remain competitive once they join the EU. 

problems if companies keep on improving performance way before joining the EU. Also, as 

this paper counterbalances this problem by considering a long period of data starting from 
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The authors use the Wilcoxon signed-ranked test to measure whether, on average, the 

extensive survey on enterprise restructuring in transition. They found that privatization tends 

 

and revenue per landing) than publicly-owned airports. In another study by Vasigh and Haririan 

By comparing privately to publicly owned airports, he found privatized airports were more 

and private airports using American and British airports. Their concluded that productivity 

environment that they operate.

3. Data and Methodology

In order to perform our statistical analyses, data on assets, long-term and short-term 

I. Liquidity Ratios

obligations. Liquidity can be measured by several ratios; we used the Current Liability-to-

Asset (CL-to-A) Ratio. This ratio is calculated by dividing total liabilities by total assets. The 
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II.  

These ratios are used to evaluate the ability of a company to manage its expenditures. In our 

Return on Assets (ROA). The return on assets ratio 

Return on Equity (ROE). The return 

but before common stock dividends) by total shareholders’ equity (excluding preferred shares). 

Return on Common Equity (ROCE). 

This ratio measures the rate of return earned on the owners’ investment, excluding 

to shareholders (net income reduced by preferred dividends) by common equity.  A high ROCE 

III. Financial Leverage Ratios (Debt Ratios)  

Debt-to-Asset (D-to-A) 

Ratio

Debt-Equity (D-to-E) Ratio.  The debt-to-equity ratio indicates the proportion of 

to keep the range within normal limits), most of the data points are positive, showing that most 

value between different years. Furthermore, a panel data regression model will be tested with 

these values to determine the effect of joining the EU on each of these ratios.
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Figure 1 - Return on Assets

 
 

Figure 2 - Return on Common Equity

 

Figure 3 - Return on Equity
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4. Empirical Results 

The Wilcoxon signed-rank test was performed

on assets (ROA), return on equity (ROE), and return on common equity (ROCE), increased in 

value between the two time periods used in this study.  Furthermore, a panel data regression 

model was developed and tested to examine whether the accession to the EU affected the 

 (

ratios).  The results of the Wilcoxon signed-rank test show that these companies were able to 

Data Analysis and Statistical Software package (www.stata.com).

Table 1 – Wilcoxon Signed-Rank Test Results Comparing the 

Financial Ratios at Different Dates

ROA 5.897* 3.337* 3.471* 3.07* 2.883*

ROCE 4.951* 2.984* 3.25* 2.574* 2.034*

ROE 5.762* 2.747* 3.941* 3.016* 3.025*

CL-to-A -2.218*

Lt-D-to-A -2.414*

D-to-E

D-to-A

Table 1 compares the results of different Wilcoxon-signed rank tests. For example, the 

debt to asset ratios either stayed statistically the same or decreased. Debt-to-equity and debt-to-

in some cases, actually reduced their leverage. This shows that, on average, the companies 

unit currency of asset and equity right after joining the EU.  

The Wilcoxon signed-rank test was performed by keeping the date prior to joining the EU 
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Table 2 –  Wilcoxon Signed-Rank Test Results Comparing the 

Financial ratios with the Initial Date Fixed at March 31, 2004

ROA -5.294*

ROCE -5.437*

ROE -6.156*

CL-to-A

Lt-D-to-A

D-to-E

D-to-A

Table 3 –  Wilcoxon Signed-Rank Test Results Comparing the 

Financial Ratios with the Initial Date Fixed at June 30, 2001

ROA 2.404* 2.512* 2.883* -3.985*

ROCE 2.034* -4.56*

ROE 2.722* 2.588* 3.025* -4.088*

CL-to-A

Lt-D-to-A -1.964* -2.414*

D-to-E

D-to-A
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Long- term-debt-to asset ratio decreased or stayed statistically the same and the rest of the 

joining the EU or to sustained economic growth and other business-friendly factors that these 

countries experienced during the study period. An auto-regression model was developed and 

X
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1
 X
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 + 

2
 X

t-2
 + B

3
 D

where tX  is any of the variables ROA, ROCE, ROE, CL-to-A, Lt-D-to-A, 

D-to-E and D-to-A respectively at time period t. i

where i={0,1,2,3} and D is the dummy variable which is 1 to indicate the 

ratios on present performance, and whether joining the EU, as represented by the dummy, had 

effects of each of the independent variables on the dependent variable and the empirical results 

are shown in Table 4. 

Table 4 –  Regression Results. Auto-Regression of Different Financial Ratios

ROA ROCE ROE CL-to-A Lt-D-to-A D-to-E D-to-A

Constant
0.007*  

(0.0044)

0.1595*  

0.0107

0.0366*   

(0.0084)

0.0858*   

(0.0132)

Lagged one  1.0375*   

(0.0354)

0.4026*   

(0.0301)

0.6709*   

(0.0416)

0.6799*   

(0.0315)

Lagged  -0.3180* 

(0.0466)

0.0610*   

(0.0099)

0.0599*   

(0.0102)

0.1678*   

(0.0305)

-0.259 *  

(0.073)

0.1442*    

(0.031)

EU 

Dummy

0.0158*   

(0.0049)

-0.032*   

(0.0073)

This shows that joining the EU helped to increase the return on assets and decrease current 

of Lt-D-to-A and D-to-A. In most cases, past performance of the companies did affect their 
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future performance.  However, in some cases such as the two year lagged value of return 

on assets ratio has a negative effect on present ROA ratio and the two year lagged debt-

to-equity ratio has a negative effect on present D-to-E ratio. Generally, most of the past 

5. Conclusions

value between the two time periods used in this study.  Furthermore, a panel data regression 

model was developed and tested to examine whether the accession to the EU affected the 

ratios).  The Wilcoxon signed-rank test reveals that companies were able to improve their return 

on assets (ROA), return on equity (ROE), and return on common equity (ROCE) after the 

countries joined the EU.  In a cross-country analysis, a panel regression model was developed 

and estimated.  The results of the auto-regression model reveal that the EU dummy variable 

current liability to asset (CL-to-A) ratios.  Furthermore, this study suggests that companies 

were anticipating increased competition and access to larger markets before joining the EU 

and had acted accordingly. Thus, the comparison of ratios (after the countries joined the EU) 
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