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Question

* What isthe effect of the multilateral system on international trade?

Answer

« GATT and WTO have negligible effect

» GSP has alarge positive effect (doubles trade)



The Line

Answer to title question is negative:

We don’t really know the WTO increases (or the GATT increased) trade!



Technica Summary

o Useordinary bilateral “gravity” model of trade
0 Also use aggregate data with same results
» Large panel data set: annual data 1948-1999 for 178 “countries’
» Find effects of GATT/WTO membership in one/both countries are
economically small, often negative, statistically insignificant
0 GSP does affect trade, so methodol ogy/data not to blame

* Robust results



Motivation

* Many believe that trade is enhanced by multilateral system

0 Part of reason why trade has grown faster than income?

« WTO'sobjective:
o “Itsmain function is to ensure that trade flows as smoothly, predictably

and freely as possible.”



WTO quotations:

“... The achievements of the system are well worth celebrating. Since the General Agreement
on Tariffs and Trade began operating from Genevain 1948, world merchandise trade has increased
16 fold ... world trade now grows roughly three times faster than merchandise output ... this

advance ranks among the great international economic achievements of the post-world war era ...”

“The past 50 years have seen an exceptional growth in world trade. Merchandise exports grew
on average by 6% annually. Total trade in 2000 was 22-times the level of 1950. GATT and the
WTO have helped to create a strong and prosperous trading system contributing to unprecedented

growth.”



L iterature




Gravity Model

IN(Xijr) = Bo + B1IND;; + BoIn(Y;Y;): + BsIn(Y;Y;/PopiPop;): + BsLang;; + BsCont;;
+ BgLandl;; + B;71sland;; +BsIin(AreaArea) + BsComCol;; + B,0CurColi;;
+ 31;:Colony;; + Bi2ComNat;; + B13CUj5 + BraFTA: + 2@y
+ yiBothin;;; + y,Onein; + ysGSPy; + €t

where i and | denotes trading partners, t denotes time.

Estimation: OLS with year effects, robust standard errors

Parameters of Interest: vy, Vo, and ys




Data Set

» Trade datafrom IMF s Direction of Trade

0 Real US$

0 178 trading entities, most global trade covered

0 1948-1999 (with gaps)

0 Average (4 measures of) bilateral exports and imports
« PWT, WDI, IFSfor population, GDP

e CIA’'swebgite



Multilateral Data

 WTO websitefor GATT/WTQO accession
* Beganin 1948 (covered 32 entities)
0 1960: 50 “contracting parties’
0 1970: 90
0 1990: 112
o Now: 158 with 29 “observers’
o GSP bilateral preferences from UN’s Operation and Effects of the
Generalized System of Preferences

o Interpolate from 1974, 1979, 1984 (data imperfect)



Descriptive Statistics

Mean Standard | Correlation | Correlation | Correlation
Deviation | with Bothin | with Onein | with GSP
GATT/WEO | GATT/WEO
Log Real Trade 10.06 3.34 A2 -.08 24
Both in GATT/WTO 49 50 1 -.83 .16
Onein GATT/WTO 42 49 -.83 1. -.06
GSP 23 42 .16 -.06 1.
L og Distance 8.16 81 .04 .02 14
L og product Real GDP 47.88 2.68 19 -.10 27
L og product Real GDP p/c 16.03 1.50 A3 -.05 .35
Regional FTA .01 A2 .03 -.04 -.03
Currency Union 01 12 .04 -.04 -.06
Common L anguage 22 42 .04 -.07 -.06
Land Border .03 A7 -.02 -.02 -.09
Number L andlocked 25 A7 .01 -.01 .03
Number Idands 34 54 .04 -.02 .00
Log product Land Area 24.21 3.28 -.02 .02 .04
Common Colonizer 10 .30 .02 -.03 -.18
Currently Colonized .002 .04 .04 -.04 -.01
Ever Colony .02 14 .04 -.03 .08
Common Country .0003 .02 .02 -.01 -.00

234,597 observations.
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PWT6 data, 1950-98. Mean, with +/- 2 standard deviations.
Regressions include logs of real GDP and real GDP p/c.

907 207

R T 107\/\/\/—/

M\ ;/e\e/e\e—e
701 e o R —
\/\—_—\/\
604 — T 110 -
-5 5 -5
t _ t
Openness Residual

izv\/\/’/ 5\///\9\9/\

0 - S 7
-
s >~ | | 101
-5 5 -5
t t
Residual, Year Effects Residual, Country Effects

+/- 5 years around entry of 104 countries

Effect of GATT/WEOQO entry on Aggregate Openness, (X+M)/Y

Event Study: Aggregate Openness and GATT/WTO entry




Table 1: Benchmark Results

Default No Post ‘70 With
Industrial Country
Countries Effects
Bothin -.04 -21 -.08 A5
GATT/WTO (.05) (.07) (.07) (.05)
Onein -.06 -.20 -.09 .05
GATT/WTO (.05) (.06) (.07) (.04)
GSP .86 .04 .84 .70
(.03) (.10) (.03) (.03)
Log -1.12 -1.23 -1.22 -1.31
Distance (.02) (.03) (.02) (.02)
Log product .92 .96 .95 .16
Real GDP (.02) (.02) (.01) (.05)
L og product .32 .20 .32 .54
Real GDP p/c (.02) (.02) (.02) (.05)
Regional 1.20 1.50 1.10 .94
FTA (.112) (.15) (.12) (.13)
Currency 112 1.00 1.23 1.19
Union (.12 (.15) (.15) (.12)
Common 31 .10 .35 27
L anguage (.04) (.06) (.04) (.04)
Land .53 72 .69 .28
Border (.112) (.12) (.12) (.112)
Number -27 -.28 -31 -1.54
L andlocked (.03) (.05) (.03) (.32)
Number .04 -14 .03 -.87
Idands (.04) (.06) (.04) (.19)
L og product -.10 -17 -.10 .38
Land Area (.02) (.02) (.02) (.03)
Common .58 .73 .52 .60
Colonizer (.07) (.07) (.07) (.06)
Currently 1.08 112 .72
Colonized (.23) (.41) (.26)
Ever 1.16 -42 1.28 1.27
Colony (.12) (.57) (.12) (.112)
Common -.02 -.32 31
Country (1.08) (1.04) (.58)
Observations | 234,597 114,615 183,328 234,597
R’ 65 47 65 .70
RM SE 1.98 2.36 2.10 1.82

Regressand: log real trade. OLS with year effects (intercepts not reported).
Robust standard errors (clustering by country-pairs) in parentheses.

Notes:
1. Model works well
2. GATT/WTO membership has small effects
3. GSP has big effect
4. Robustness



Table 2. Cross-Sectional Analysis

Bothin Onein GSP
GATT/WTO GATT/WTO
1950 .59 21
(.12) (.09)
1955 .64 .30
(.11 (.09)
1960 40 .07
(.10) (.07)
1965 .23 A3
(.07) (.07)
1970 -.15 -.04 40
(.10) (.10) (.23)
1975 -.33 -.16 .92
(.11 (.11 (.05)
1980 -.09 .02 .90
(.11 (.11 (.05)
1985 .18 15 .80
(.15) (.16) (.06)
1990 .58 43 .76
(.20) (.21) (.05)
1995 -.50 -.66 .59
(.21) (.21) (.05)

Regressand: log real trade. OLS with intercept not reported.

Robust standard errorsin parentheses.

Regressors included but with unrecorded coefficients: regional FTA; currency union; log distance; log product real
GDP; log product real GDP p/c; common language; land border; number landlocked; number islands; log product
land area; common colonizer; currently colonized; ever colony; and common country.



Table 3: Allowing the Effectsto vary over GATT rounds

OLS, Year OLS, Year Fixed Country- | Fixed Country-
Effects Effects Pair Effects Pair Effects
GATT Regime Bothin Onein Bothin Onein
GATT/WTO GATT/WTO GATT/WTO GATT/WTO
Before Annecy 117 43 .76 .08
Round (1949) (.62 (.56) (.35) (.25)
Annecy to .26 14 34 A1
Torquay Round (1951) (.12 (.09) (.09) (.06)
Torquay to A2 14 35 14
Geneva Round (1956) (.10) (.09) (.04) (.03)
Torquay to -.02 .03 24 10
Dillon Round (1961) (.09 (.07 (.04) (.03)
Dillon to -.09 -.05 .26 A1
Kennedy Round (1967) (.06) (.06) (.03) (.02)
Kennedy to -14 -.05 .06 .04
Tokyo Round (1979) (.07 (.07 (.02) (.02)
Tokyoto 19 .05 -.07 -.09
Uruguay Round (1994) (.09) (.09) (.02) (.02)
After Uruguay -.85 -.80 18 a4
Round (.12) (.12) (.02) (.03)

Regressand: log real trade.

OLS: robust standard errors (clustering by country-pairs) in parentheses.

Regressors not recorded: GSP; regional FTA; currency union; log distance; log product real GDP; log product real
GDP p/c; common language; land border; number landlocked; number islands; log product land area; common
colonizer; currently colonized; ever colony; and common country; intercepts.



Table 4: Allowing the Effectsto vary by Region and Income Class

Bothin Onein GSP
GATT/WTO GATT/WTO
Default -.04 -.06 .86
(.05) (.05) (.03)
South Asia .93 .67 .86
(.40) (.39) (.11
East Asia .02 -13 .60
(.12) (.10) (.10)
Sub-Saharan Africa -.29 -.28 .97
(.10) (.09) (.06)
Middle-East or North -.16 -.01 1.05
Africa (.12) (.08) (.09)
Latin America or .10 A3 .93
Caribbean (.08) (.07) (.06)
High Income -.26 -.20 .48
(.09) (.08) (.04)
Middle Income -.05 -.02 .93
(.06) (.05) (.04)
Low Income -.38 -37 111
(.08) (.08) (.05)
L east Developed -.34 -21 1.09
(.112) (.10) (.07)

Regressand: log real trade. OLS with year effects (intercepts not reported).

Robust standard errors (clustering by country-pairs) in parentheses.

Regressors not recorded: regional FTA; currency union; log distance; log product real GDP; log product real GDP
p/c; common language; land border; number landlocked; number islands; log product land area; common colonizer;
currently colonized; ever colony; and common country.



Table5: Sample Sensitivity Analysis

Both in Onein GSP

GATT/WTO GATT/WTO
Data before 1980 .01 .01 .88
(.05) (.05) (.04)
Data after 1979 -.04 -.08 .81
(.08) (.08) (.04)
Only Industrial 47 19 -.40
Countries (.22) (.22) (.09)
No African -.06 -.08 .70
Countries (.07) (.06) (.04)
No Latin or -.10 -.16 .64
Caribbean countries (.06) (.06) (.04)
No OPEC -17 -17 .80
Countries (.06) (.06) (.03)
No RTA -.05 -.07 .84
Observations (.05) (.05) (.03)
Without Poorest Quartile 15 14 73
of real GDP p/c (.07) (.06) (.03)
Without Smallest 21 .16 .69
Quartile of real GDP (.06) (.06) (.03)
Without 30 -.07 -.07 .79
Outliers (.05) (.04) (.03)
Only Canadian -.01 32
Observations (.13) (.15)
Only American .06 .28
Observations (.11) (.14)
Only British 16 =22
Observations (.10) (.12)
Only French 21 .23
Observations (.09) (.13)
Only Italian .02 .08
Observations (.10) (.13)
Only German -.16 -.20 -.16
Observations (.26) (.23) (.13)
Only Japanese -.39 -.40 32
Observations (.36) (.31) (.15)

Regressand: log real trade. OLS with year effects (intercepts not reported) unless noted.

Robust standard errors (clustering by country-pairs) in parentheses.

Regressors not recorded: regional FTA; currency union; log distance; log product real GDP; log product real GDP
p/c; common language; land border; number landlocked; number islands; log product land area; common colonizer;
currently colonized; ever colony; and common country.



Table6: Estimation Sensitivity Analysis

Both in Onein GSP

GATT/WTO GATT/WTO
With Quadratic -.02 -.02 .86
Gravity terms (.05) (.05) (.03)
Without Year Effects -.53 -.33 A7
(.06) (.05) (.03)
Dis-aggregated Regional -.03 -.06 .83
Trade Agreements (.05) (.05) (.03)
Controlling for Aggregate -.08 -.16 .50
Third-Country Trade (.05) (.05) (.03)
5-yr averages -.06 -.07 .89
(.06) (.05) (.03)
Random Effects (GLYS) -.07 -.06 .04
Estimator (.02) (.02) (.01)
Fixed Effects (Within) 15 .05 A1
Estimator (.02) (.02) (.01)
Random Effects (GLYS) A1 .03 .30
Estimator with Years (.02) (.02) (.01)
Fixed Effects (Within) A3 .06 .18
Estimator with Years (.02) (.02) (.01)
Treatment MLE : Both -.20 74
member svs. neither (.07) (.04)
Treatment MLE : One -.26 1.19
member vs. neither (.07) (.05)
M edian -51 -.30 27
Regression (.02) (.02) (.01)
Weighted -.03 -.05 .84
Least Squares (.05) (.05) (.03)
Tobit -.64 -41 .58
(.02) (.02) (.01)
With Lagged -.03 -.02 10
Dependent Variable (.01) (.01) (.01)
Arellano-Bond A2 .02 .35
Dynamic Panel (.04) (.04) (.02)

Regressand: log real trade. OLS with year effects (intercepts not reported) unless noted.

Robust standard errors (clustering by country-pairs) in parentheses.

Regressors not recorded: regional FTA; currency union; log distance; log product real GDP; log product real GDP
p/c; common language; land border; number landlocked; number islands; log product land area; common colonizer;
currently colonized; ever colony; and common country.



Table 7: Dynamic Analysis

Estimator OLS Prais- Prais- Random | Random | Random

Winsten | Winsten Effects Effects Effects
Autocorrelation .83 .83 .66 .66

Coefficient

Both in GATT/WTO -.07 .09 .09 A1 A3 A3
(.05) (.03) (.04) (.02) (.03) (.03)
Onein GATT/WTO -.07 .03 .03 .03 .04 .04
(.05) (.03) (.03) (.02) (.03) (.02)
Accession 22 .00 -.04 -.02
5 years ago (.03) (.01) (.02) (.02)
Accession 43 .04 .08 .04
10 yearsago (.03) (.01) (.03) (.02)
Accession A7 .01 .10 .00
15 yearsago (.03) (.01) (.03) (.02)
Accession .66 .04 .22 .05
20 years ago (.03) (.01) (.03) (.02)

Regressand: log real trade.

Standard errors in parentheses (robust for OLS and Prais-Winsten).

Regressors included but with unrecorded coefficients: regional FTA; currency union; log distance; log product real
GDP; log product real GDP p/c; common language; land border; number landlocked; number islands; log product
land area; common colonizer; currently colonized; ever colony; common country; year effects.



Table 8. Perturbations of the Gravity Model

Bothin -.04 A4 1.23 .02
GATT/WTO (.05) (.05) (.08) (.05)
Onein -.06 -.02 46 -.02
GATT/WTO (.05) (.05) (.07) (.05)
GSP .86 74 217 .86 .88 .85
(.03) (.03) (.07) (.03) (.03) (.03)
Neither in .05
GATT/WTO (.05)
1 Founder .22
of GATT (.04)
2 Founders 46
of GATT (.10)
Min. Years .001
InGATT/WTO (.001)
Max. Years -.007
InGATT/WTO (.002)
Both in -.59
IMF (.10)
Onein -.36
IMF (.10)
Log -1.12 -1.27 -1.12 -1.13 -1.12
Distance (.02) (.02) (.02) (.02) (.02)
L og product .92 .79 .92 91 .92
Real GDP (.01) (.01) (.01) (.01) (.01)
L og product .32 45 .32 .32 .32
Real GDP p/c (.01) (.01) (.01) (.01) (.01)
Regional 1.20 1.20 1.18 1.20
FTA (.112) (.112) (.112) (.112)
Currency 112 112 111 111
Union (.12) (.12) (.12) (.12)
Common 31 31 .29 .32
L anguage (.04) (.04) (.04) (.04)
Land .52 .52 .52 .53
Border (.112) (.112) (.112) (.112)
Number =27 =27 -27 -.29
L andlocked (.03) (.03) (.03) (.03)
Number .04 .04 .00 .04
Idands (.04) (.04) (.04) (.04)
Log product -.10 -.10 -.10 -.10
Land Area (.02) (.02) (.01) (.01)
Common .58 .59 .57 .59
Colonizer (.07) (.07) (.07) (.07)
Currently 1.08 1.08 .85 .92
Colonized (.23) (.23) (.26) (.23)
Ever 1.16 1.16 111 1.17
Colony (.12) (.12) (.12) (.12
Common -.02 -.02 -.07 A7
Country (1.08) (1.08) (1.10) (1.08)
R? .65 63 12 65 .65 .65
RM SE 1.98 2.04 3.13 1.98 1.98 1.98

Regressand: log real trade. OLS with year effects (intercepts not reported). 234,597 observations.
Robust standard errors (clustering by country-pairs) in parentheses.




Appendix 3a: Aggregate Openness and the GATT/WTO

Member of | Log Log Remoteness | R”
GATT/WTO | Real | population
GDP
per
capita
-11 12
(.02)
-.01 13 -.22 -1.86 53
(.01) (.01) (.004) (.39)
With Extra -.00 13 -.16 -51 .56
Controls* (.01) (.01) (.006) (.44)
Without -.01 .00
year (.02)
Effects
Without 032 16 -21 -5.92 47
year (.014) (.01) (.003) (.34)
Effects
Without .006 15 -.14 -4.96 51
year (.015) (.01) (.006) (.39)
Effects,
Extra
Controls*
L evel of -5.95 .08
Openness (1.12)
L evel of -21 9.61 -12.63 82.5 40
Openness (.92 (.52) (.26) (33.2)
Level of -.58 9.65 -4.59 243 48
Openness, (1.01) (.50) (.59) (36)
Extra
Controls*
Remoteness .00 12 -.22 -1547. .53
using levels (.01) (.01) (.004) (390)

Regressand: log of openness (i.e., ratio of exports plus importsto GDP in percent) unless noted.
Datafrom PWT6; 158 countries, 1950-1998; 5499 observations unless noted.
OL S with year effects (intercepts not reported).
Robust standard errors in parentheses.

* “ExtraControls’ are: a) currency union dummy; b) dependency dummy; ) log of area; d) island dummy; and €)

landlocked dummy. Extra controls reduce observations to 4803.




Appendix 3b: Aggregate Openness, Tariffs, and the GATT/WTO

Member of | Log L og Remoteness | Tariffs| R*
GATT/WTO | Real | population
GDP
per
capita
-.02 .06 -.23 -1.52 -.010 | .51
(.02 (.01) (.01) (.58) (.001)
Without -.03 07 -.22 -3.32 -.010 | .49
year (.02) (.01) (.01) (.53) (.001)
Effects
Level of .79 4.65 -15 125 -64 |.36
Openness (1.66) (.75) (.6) (61) (.10)

Regressand: log of openness (i.e., ratio of exports plusimportsto GDP in percent).

Datafrom PWT6; 158 countries, 1970-1998; 2099 observations.

OL S with year effects (intercepts not reported).

Robust standard errors in parentheses.

Tariffsare import duties as percentage of imports, taken from WDI 2002.




Appendix 4. Instrumental Variable Estimates of the GATT/WTO Effect

IV Estimate | |V Estimate R*from R*from
Vi Y First-Stage | First-Stage
Functional Instrumental Bothin Onein Bothin Onein
Form of IVs Variables | GATT/WTO | GATT/WTO | GATT/WTO | GATT/WTO

Whole | Log product 1: Demaocracy, Polity 84 14 .18 .08
Sample (3.5) (6.4)

Whole | Log product 2: Freedom, Civil, -12.4 -21 14 .07
Sample Palitical Rights (5.9) (9.2

Whole | Log product 1+2(Dem'y, Pal'y, -15.0 -24 .18 .09
Sample Free, Civil, Pal’l) (7.5) (11.5)

Whole Sum 1: Democr acy, Polity 9.3 16 A7 .07
Sample (5.9 (10.1)

Whole Sum 2: Freedom, Civil, -7.2 -12.6 A4 .07
Sample Palitical Rights (3.0 (4.9

Whole Sum 1+2(Dem'y, Pal'y, -7.0 -12.0 A7 .09
Sample Free, Civil, Pal’l) (2.8) (4.2)

1950 | Log products | 1: Democracy, Polity 31 11.6 .26 .03
(3.5) (28)

1960 | Log products | 1: Democracy, Polity 52 -150 21 .03

(2000) (6,000)

1970 | Log products | 1. Democracy, Polity 11 -4 10 .03
(4.9) (9.9)

1980 | Log products | 1. Democracy, Polity -43 -70 .16 .06
(300) (500)

1990 | Log products | 1. Democracy, Polity 900 13,000 A7 A0

(60,000) (87,000)

Regressand: log real trade.

IV: robust standard errors (clustering by country-pairs) in parentheses.

Instrumental variables: Set 1: log product (sum) of two countries': a) democracy, and b) polity scores. Set 2: log
product (sum) of two countries’; @) political rights; b) civil rights; c) freedom scores.

Regressors not recorded: GSP; regional FTA; currency union; log distance; log product real GDP; log product real
GDP p/c; common language; land border; number landlocked; number islands; log product land area; common
colonizer; currently colonized; ever colony; and common country; year intercepts.

Appendix 5: The Effect of WTO/GATT Membership on Exportersand Importers

Both in Only Exporter | Only Importer GSP
GATT/WTO | inGATT/WTO | inGATT/WTO
OoLS .01 .01 -12 .76
(.05 (.05 (.05 (.03)
OL Swith equal GDP exporter .01 A2 -.25 .76
and importer coefficients (.05) (.05) (.05) (.03)
Fixed Effects .07 .06 -.06 A7
(.02) (.02) (.02) (.01)
.06 .02 -.10 27
Random Effects (.02) (.02) (.02) (.01)

Regressand: log real exports from one country to the other. 387,780 observations.

Robust standard errors (clustering by country-pairs) in parentheses.

Regressors not recorded: regional FTA; currency union; log distance; log exporter real GDP; log exporter real GDP
p/c; log importer real GDP; log importer real GDP p/c; common language; land border; number landlocked; number
islands; log product land area; common colonizer; currently colonized; ever colony; common country; and year
effects.
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Appendix 6: Adding Tariffsto the Benchmark M odel

Both in .09 .05 .08 .06
GATT/WTO | (11) (.112) (.11) (.11)
Onein .02 .00 .03 .01
GATT/WTO | (11) (.12) (.11) (.11)
GSP .68 .68 .66 54
(.04) (.04) (.04) (.04)
Log| -1.24 -1.24 -1.25 -1.22
Distance | (.03) (.03) (.03) (.03)
L og product Real 94 .94 94 91
GDP | (.01) (.01) (.01) (.01)
L og product Real 45 42 47 .39
GDPplc| (.02 (.02) (.02) (.02)
Regional .58 54 .84 57
FTA | (.13) (.13) (.15) (.18)
Currency | 124 1.21 1.17 1.19
Union | (.19) (.19) (.20) (.19)
Common 41 42 43 53
Language | (.05) (.05) (.05) (.05)
Land 46 A7 51 51
Border | (.14) (.14) (.15) (.15)
Number -.16 -.19 -12 -.15
Landlocked | (.04) (.04) (.04) (.04)
Number .06 .07 .07 .20
Islands | (.05) (.05) (.05) (.05)
Log product | -.08 -.07 -.07 -.04
Land Area | (.01) (.01) (.01) (.01)
Common 54 .59 .58 .61
Colonizer | (.09) (.09) (.09) (.09)
Currently .69 .63 1.06 81
Colonized | (1.30) (1.32) (1.16) | (1.20)
Ever 1.04 1.04 1.10 .90
Colony | (.12) (.12) (.13) (.13)
Sum of -.0053
Tariffs (.0009)
L og product -.14
Of Tariffs (.01)
Observations | 78,254 | 78,254 | 69,859 | 69,859
R°[ .71 71 .69 .69
RMSE | 1.86 1.85 1.90 1.89

Regressand: log real trade. OLS with year effects (intercepts not reported).
Robust standard errors (clustering by country-pairs) in parentheses.
Tariffs are import duties as percentage of imports, taken from WDI 2002,
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Appendix 7: Other M easures of Trade Policy in the Benchmark M odel

Bothin GATT/WTO -.39 -.76 -.46 A1 15 -.10 -.09
(.14) (.14) (.13) (.20) (.20) (.12) (.12)
Onein GATT/WTO -.55 =77 -57 -12 -.14 -.16 -.15
(.14) (.14) (.14) (.16) (.15) (.11) (.112)
GSP .52 46 A48 N/a N/a .10 A2
(.04) (.03) (.04) (.11) (.11)
Sum of Economic Freedom -.76
Indices (.03)
Sum of |EF Trade Policy sub- -.23
indices (.01)
Sum of Dallar’s Price Distortions 1.52
(.35)
Sum of Black Market Premia =11
(.04)
Observations | 21,935 | 21,935 | 21935 | 7,412 | 7,412 | 26,912 | 26,912

Regressand: log real trade. OLS with year effects (intercepts not reported).

Robust standard errors (clustering by country-pairs) in parentheses.

Regressors not recorded: regional FTA; currency union; log distance; log product real GDP; log product real GDP
p/c; common language; land border; number landlocked; number islands; log product land area; common colonizer;
currently colonized; ever colony; and common country.
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More Technical 1ssues

» Reverse Causality biases coefficients up

 Little measurement error with respect to accession dates
 Little evidence of trade diversion (or creation!)

» Missing trade data: Heckman's “treatment methodol ogy”

0 Also missing output: possibly more serious



Summary of Different Estimates

» 80 estimates of y,
o Mean: .05
0 Median: .02
0 39 negative
0 4 greater than .69 (doubling)
= 1 w/o gravity, other 3 insignificant at .01

0 71% t-statistics<2.5



Why Has Trade Grown Faster than Income if not GATT?

» Different question but possibly:
0 Higher productivity in tradables
o Falling transport costs
0 Regional trade associations
o Converging tastes
o Changing factor endowments

o Growing liquidity



