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* Jensen’s inequality
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B. The Anderson—van Wincoop Gravity
Equation
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Ill. Constant-Elasticity Models
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JEIRAZHETEE ( The NLS estimator )
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the PPML estimation
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V. The Gravity Equation
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TABLE 3.—THE TRADITIONAL GRAVITY EQUATION

PPML
A

Estimator: OLS OLS Tobit NLS PPML PPML
Dependent Variable: In(T5) In(1 + T}) In(a + Tj) T; T; >0 T;
Log exporter’'s GDP 0.938** 1.128%* 1.058** 0.738%* 0.721%* 0.733%*
(0.012) 0.011) (0.012) (0.038) (0.027) (0.027)
Log importer’s GDP 0.798%* 0.866** 0.847%* 0.862%* 0.732%* 0.741%*
(0.012) 0.012) 0.011) (0.041) (0.028) (0.027)
Log exporter’s GDP per capita 0.207** 0.277** 0.227%* 0.396%* 0.154%* 0.157%*
(0.017) (0.018) (0.015) (0.116) (0.053) (0.053)
Log importer’s GDP per capita 0.106%* 0.217** 0.178** —0.033 0.133** 0.135%*
(0.018) (0.018) (0.015) (0.062) (0.044) (0.045)
Log distance —1.166%* —L.151%** —1.160** —0.924%* —0.776** —0.784**
(0.034) (0.040) (0.034) (0.072) (0.055) (0.055)
Contiguity dummy 0.314* —0.241 —0.225 —0.081 0.202 0.193
(0.127) (0.201) (0.152) (0.100) (0.105) (0.104)
Common-language dummy 0.678** 0.742%* 0.759%* 0.689%* 0.752%* 0.746%*
(0.067) (0.067) (0.060) (0.085) (0.134) (0.135)
Colonial-tie dummy 0.397%* 0.392** 0.416%* 0.036 0.019 0.024
(0.070) (0.070) (0.063) (0.125) (0.150) (0.150)
Landlocked-exporter dummy —0.062 0.106* —0.038 —1.367%* —0.873** —0.864%*
(0.062) (0.054) (0.052) (0.202) (0.157) (0.157)
Landlocked-importer dummy —0.665** —0.278** —0.479%* —0.471%* —0.704** —0.697**
(0.060) (0.055) (0.051) (0.184) (0.141) (0.141)
Exporter’s remoteness 0.467%* 0.526** 0.563** 1.188** 0.647** 0.660**
(0.079) (0.087) (0.068) (0.182) (0.135) (0.134)
Importer’s remoteness —0.205* —0.109 —0.032 1.010** 0.549%* 0.561%*
(0.085) (0.091) (0.073) (0.154) (0.120) (0.118)
Free-trade agreement dummy 0.491%* 1.289%* 0.729** 0.443%* 0.179* 0.181%
(0.097) 0.124) (0.103) (0.109) (0.090) (0.088)
Openness —0.170%* 0.739** 0.310%* 0.928** —0.139 —0.107
(0.053) r(.Q.Qﬂ“ 012) D) (0.133) — il
Observations 9613 18360 18360 18360 913 18360
RESET test p-values 0.000 0.000 0.204 0.000 0.941 0.331
LTHOERT ETCOENT




FTAD 5h 8
?&Ef%iﬁzérb RN
BREOMEILZ, UTOX TETE A BE,
(ebi — 1) X 100%
FTADREL exp(£%5k) exp(£a20)-1 [exp(£2%k)-1]¥100
OLS 0.491 1.63 0.63 63.4

PPML 0.181 1.20 0.20 19.8

Strikingly, in the traditional gravity equation, preferential-
trade agreements play a much smaller—although still sub-
stantial—role according to Poisson regressions. OLS esti-
mates suggest that preferential trade agreements raise
expected bilateral trade by 63%, whereas Poisson estimates
indicate an average enhancement below 20%. 20



TABLE 5.—THE ANDERSON-VAN WINCOOP GRAVITY EQUATION

—

Estimator: OLS OLS Tobit NLS I pPML PPML |
Dependent variable: In (T3)) In (1 + T%) In (@ + Tj) T T; >0 Ti
Log distance —1.347%* —1.332%* —1.272%* —().582%* ~0.770*PPML —0.750%*
(0.031) (0.036) (0.029) (0.088) (0.042) (0.041)
Contiguity dummy 0.174 —0.399* —0.253 (0.458%** (0.3527%%* 0.370%**
(0.130) (0.189) (0.135) (0.121) (0.090) (0.091)
Common-language dummy 0.406%* 0.550%* 0.485%* 0.926%* 0.418%* (0.3837%*
(0.068) (0.066) (0.057) (0.116) (0.094) (0.093)
Colonial-tie dummy 0.666** 0.693** 0.6507** —0.736%* 0.038 0.079
(0.070) (0.067) (0.059) (0.178) (0.134) (0.134)
Free-trade agreement dummy 0.310%* 0.174 0.137%* 1.017%* 0.374%* 0.376%*
(0.098) (0.138) (0.098) (0.170) (0.076) (0.077)
Fixed effects Yes Yes Yes Yes Yes ' Yes
Observations 9613 l 18360 18360 18360 I 9613 18360
RESET test p-values 0.000 000 0.000 0.000 0.564 oz
A2THOERT LTOERT

FTADTREL exp(f2%k) exp(£2%)-1 [exp(t:%)-1]x100

LRV HETE oLS 0.491
LRV HETE PPML 0.181
ANDERSON-VAN WINCOOP  OLS 0.31
ANDERSON-VAN WINCOOP  PPML 0.376

1.63
1.20
1.36
1.46

0.63 63.4
0.20 19.8
0.36 36.3
0.46 45.6
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