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ABSTRACT 

CHOOSING TRADE PARTNERS TO AVOID FALLING BEHIND 

Lisardo Armando Bolaños Fletes, Ph.D. 

George Mason University, 2019 

Dissertation Director: Dr. Sita N. Slavov 

 

Recent studies find that firms obtain higher prices and higher productivity by 

exporting to richer and more distant destinations. This study initiates a discussion of the 

country-level impact of trade partners (export destinations) on economic growth.  In an 

econometric analysis, I find that low- and middle-income countries grow more slowly 

when they compete against high-income countries in the same markets.  In a case study, I 

examine how Mexico’s disappointing economic growth is partly explained by its 

concentration of exports to the U.S. market where it faced competition with similar goods 

from China.  These conditions were not faced by higher-growth Malaysia and Turkey. 
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INTRODUCTION 

To deal with one source of illegal immigration and the security threats it entails, 

the United States and three Central American countries launched the “Alliance for the 

Prosperity of the Northern Triangle” (A4P).  A4P aims to achieve this by promoting 

economic growth and job creation south of the US and the Mexican borders.  Countries 

as small as Guatemala, El Salvador, and Honduras cannot attempt to grow and move their 

populations out of poverty without making exports a key element of their strategy, a 

lesson made clear by the post-World War II miracles in Europe and East Asia and the 

disastrous experience of Latin America before the 1990s.  But even if A4P helps Central 

American countries to improve their export promotion strategies, their journey towards 

growth and job creation will not be as easy as was the case of post-World War II Europe 

and East Asia.  One of the problems is that development in the 21st Century poses 

additional challenges, with the increased competition from China and India and from 

labor-saving technologies, such as the increasing number of robots taking over more 

sophisticated tasks in the industrial, the agricultural, and the service sectors.  If that was 

not enough of a challenge, the real export opportunities for these countries may be 

compromised with the United States slowly building a protectionist wall since the Great 

Recession. 
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Hence, to promote economic growth, Central American and other developing 

countries will need to consider a strategic approach to trade policy.  This dissertation 

shows that one element of such a strategy should be discussing how to pick export 

destinations also referred here as trade partners.  This could have two benefits.  First, by 

diminishing the overreliance on a narrow group of rich countries, the developing country 

may avoid the threat of protectionist measures, such as safeguard tariffs or anti-dumping 

measures; furthermore, it may even diminish the developing countries’ temptation to 

retaliate, like it happened in the past when they implemented Import Substitution 

Industrialization (ISI) policies.  Second, it is possible that certain export destinations are 

more favorable to economic development.  Maybe some countries are more willing to 

pay higher prices to purchase higher-quality goods which will require human capital 

investments and further economic growth.  Maybe other countries have larger 

populations that are willing to buy large amounts of goods, which then allows for 

productivity improvements via economies of scale and scope.  Maybe, some countries do 

not let highly-competitive countries enter their markets, allowing for other less-efficient 

developing countries to slowly create a more sophisticated and efficient export apparatus. 

It is important to understand whether adopting a strategic approach to identify 

export destinations makes sense, if there are economic growth benefits to do so and if 

governments are justified to support such a strategy.  From the standpoint of classical 

trade theory and economic growth, the answers are: no; no; and, no.  If trade responds to 

comparative advantages (i.e., the ability to produce a good more efficiently than others), 

and this to factor endowments and technological differences, then what a country needs 
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to do is to trade with dissimilar countries.  However, from the standpoint of recent trade 

theory, with its theoretical advances from the last 40 years and the empirical studies 

conducted throughout that time, the answers are: maybe; maybe, and maybe.  Since  new 

trade theory suggests that market structures are important, it may be useful to consider 

each trade partner as a potentially unique economy with different market structures.  The 

possibilities are numerous, with almost 200 hundred countries to export to and each with 

a market for thousands of products and services.   

Consequently, this dissertation asks whether there are better strategies to pick 

trade partner to increase economic growth.  I do this in the following chapters.   

Chapter 1 focuses on the contributions of economic development and trade theory 

to our understanding of the impact of export destinations on economic growth.  Besides 

the firm-level evidence mentioned above, there is not much in the literature; the emphasis 

has been on trade and exports, even to the extent of what type of goods a country exports, 

but not on trade partners.  The literature does find a positive association between exports 

and economic growth.  However, the literature recognizes that studying the linkage 

between exports and economic growth suffers from an endogeneity problem, a warning 

that is important to keep in mind.   

In Chapter 2, I conduct a descriptive analysis of export destinations during the last 

50 years, using United Nations Comtrade Database.  I identify seven major trends that show 

that trade partners vary across time and space, therefore allowing for further econometric 

analysis.  First, countries do not tend to trade primarily with their neighbors; only Europe 

and North America do so.  Second, colonial relationships hardly have an enduring impact 
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on a country’s export destinations; by the year 2014, only a few countries maintain a strong 

tie to their former hegemon.  Third, the selection of trade partners changed considerably 

throughout the last five decades, not only because of the creation of new countries but also 

because geopolitical and economic shifts have taken place.  Fourth, not all countries have 

the same export destinations, nor even the same number of export destinations.  Fifth, the 

relative importance of each top trade partner varies across countries.  Sixth, high-income 

countries pick and prefer different trade partners more than low-income countries.  

Seventh, high-growth countries pick and prefer different trade partners more than low-

growth countries.  These findings show enough variation to consider conducting further 

analysis. 

In Chapter 3, I conduct a country-level econometric analysis.  I use an economic 

convergence growth model to measure how export destinations affect economic growth.  I 

start by creating a variable to describe export destinations using a formula inspired by the 

revealed comparative advantages formula used in the literature.  I find that low- and 

middle-income countries grow slower when their trade partner basket is more similar to 

that of high-income countries.  I conduct different robustness tests that tend to support the 

findings.  An exploratory instrument variable (IV) approach finds that the results hold for 

the whole sample and may be even larger than the country fixed-effects estimation. 

In Chapter 4, I explore in more detail the impact of export destinations on middle-

income countries, particularly exploring the role that Chinese exports may play.  I select 

case studies that may provide relevant lessons to the Central American countries of the 

A4P.  I compare Malaysia, Mexico and Turkey, three middle-income countries, which 
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experienced similar income convergence two decades ago, but have, since then, 

experienced different economic growth trajectories.  While the literature stresses the 

negative impact that Chinese exports had in the Mexican exporting apparatus, I found this 

explanation is only partially true.  After all, Malaysia and Turkey were also exporting 

similar goods to China, but that did not affect their growth.  In this chapter, I look at how 

their trade behaviors differed and whether looking at export destinations helps us 

understand Mexico´s experience better. 

The final chapter then presents the main findings and policy implications.  
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CHAPTER 1.  EXPORTS AND ECONOMIC GROWTH AMONG DEVELOPING 

COUNTRIES 

To understand how export destinations, also referred here as trade partners, may 

affect economic growth, particularly among developing countries, this chapter starts by 

exploring a more general question: how does trade, and specifically export behavior, 

impact economic growth?  It is true that an increase in the total amount of exports 

increases current growth.1  It is then tautological that current larger exports will allow for 

faster economic growth.  Consequently, what we are really interested to know here is if 

and how exports can set in motion a dynamic process that promotes future economic 

growth.  In a more nuanced way, and following (Williamson 2011, chap. 1), I am 

interested in understanding whether exports, and different export characteristics, may 

help developing countries close the income gap with the high-income countries; whether 

it can help developing countries achieve economic convergence with high-income 

economies.  The answer to this inquiry is not so obvious. After all, one key tool to 

understanding economic growth, Solow’s growth model, does not include trade or 

exports as a determinant of economic growth (Solow 1956, 1957).2   

                                                 
1 The classical definition states that national income in an economy is given by the following formula 

Y=C+I+G+(X-M) where Y is income, C is consumption, I is investment, G is government spending, X are 

exports, and M is imports.  As the formula shows, as exports grow, the income of a country grows. 
2 Likely, this is a consequence that U.S. large domestic market has been historically more important than 

exports, as Solow was writing from the US.  After considering the evidence in this chapter, one must 

wonder whether the model have been different had Robert Solow been British, Japanese or German.  

Consider, for example, the Swan model used to explain the Australian economic growth during the Great 

Recession, which explicitly incorporates the external sector (Swan 1956). 
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To explain the contribution of exports on economic growth I will refer to three 

mechanisms: factor accumulation, structural change, and technological change.  

Mechanisms one and three have been stressed in the economic growth literature, 

particularly since Solow’s study of the American economy in which he found that 

between 1900-1949, 87% of growth was a consequence of technological change and the 

remaining to factor accumulation (Solow 1957).  The second mechanism has been 

prevalent in the economic development literature, as the shift from agriculture towards 

higher-productivity industry and then towards services impacted growth (Kuznets 1966, 

1973; Jorgenson and Timmer 2011).  Briefly, these three mechanisms can be linked to 

economic growth: 

i) Factor accumulation (capital investment).  The first mechanism is present 

when profits from export activities are reinvested to allow for more 

exports and higher economic growth.   

ii) Structural change (redistribution of resources across activities).  The 

second mechanism, structural change, refers to how trade increases the 

profitability of activities with higher productivity, attracting resources 

towards them and away from low-productivity activities.   

iii) Technological change (TFP and labor productivity).  Finally, 

technological change explores how productivity increases as exports 

increase the profitability of investing in technologies and more skilled 

workers. 
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This chapter is organized by asking a series of questions to understand the 

different approaches through which the literature has been examining if exports matter 

for economic growth.  I start by asking: 1) does it matter whether a country exports? 2) 

does it matter which goods are exported? and finally, 3) does it matter to which country it 

exports to?  This leads me to ask a final question: why are developing countries, and their 

firms and entrepreneurs, not taking advantage of the growth opportunities offered by 

exports?  I review the answers provided by the country- and firm-level empirical 

literature, switching back and forth between them.  The reason for this is that each 

approach has some advantage the other lacks.  It is not only that the country-level 

literature allows us to assess the generalizability of the results, it is also that it uses 

information from all the economic sectors of the economy, whereas the firm-level 

literature in many instances does not have information on the agricultural sector, but 

instead uses more detailed datasets and statistical tools to control for endogeneity. 

 

Does it matter whether you export? 

The country-level literature originally found evidence in support of the idea that 

exports matter for economic growth (Michaely 1977; Balassa 1978).  The main 

explanation was that exports favor technological change, with new work practices being 

implemented to attend larger markets; the new practices allowed for increased production 

specialization and scale economics, as proposed by Smith (1776) and Ricardo (1817).  

The problem with these studies, and much of the literature since then, has been the 

concern over endogeneity, mainly reverse-causality, i.e., while larger exports may 
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increase a country’s income, it is also possible that a higher income allows a country to 

pay for the fixed-costs needed for new firms to export.   

To overcome this, economists turned to the use of instrumental variables (IVs), an 

estimation technique that relies on using a proxy variable, that should be relevant to 

explain trade, but exogenous to economic growth.  For example, Frankel and Romer used 

country size, country bi-lateral distances, border sharing and whether the country was 

landlocked as instruments and found that more trade openness, a variable that accounts 

for exports and imports, accelerates economic growth (Frankel and Romer 1999).  

However, this and other studies were criticized for their reliance on cross-country 

regressions (Rodriguez and Rodrik 2001), but more importantly for the weakness of their 

instruments, because institutional development, a variable also impacting economic 

growth, may also be explained by the instruments used by Frankel and Romer (Dollar 

and Kraay 2003a).3  This is a problem since, for the instruments to be valid they need to 

be relevant (the instruments explain trade openness) but also exogenous (the instruments 

should not be correlated with any omitted variable).  These limitations opened the 

discussion towards using different methodologies (Srinivasan and Bhagwati 2001; Dollar 

and Kraay 2003b).  On the case study front, for example, the study of post-World War II 

Europe appears to support the idea that exports contributed to maintaining high 

                                                 
3 Country size, an instrumental variable used by Frankel and Romer (1999) and later by Hausmann et al. 

(2007) may also be compromised for a different reason.  Alesina and Spolaore (2003) explain how country 

size is a function of the cost-benefit trade-off between the benefits of size and the costs of heterogeneity.  

Here, size and heterogeneity would allow for further specialization and therefore a larger income.  Hence, 

income levels, and the promise of higher income levels may compromise a country’s size, ultimately 

affecting its future growth. 
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investment levels (factor accumulation) and to making it productive (technological 

change) (Eichengreen 1996, 2007).   

This dead-end in the country-level studies was then overcome by firm-level 

studies.  If exports favor economic growth, then exporting firms should have higher 

productivity levels than those selling only to domestic markets.  Studies found that 

exporting firms do show higher productivity levels, what is usually referred to as the 

exporting productivity premium (Aw and Hwang 1995; Bernard and Jensen 1999).  The 

literature has discussed four explanations to the exporting productivity premium: self-

selection, economies of scale, learning-to-export, and learning-by-exporting.  

Understanding why this premium exists is helpful for our goal to know whether exports 

promote economic growth or if it is the other way around.  If self-selection or economies 

of scale are the dominant explanation, then it supports the idea that it is either past 

productivity or past capital investments that determine export growth, correspondingly.  

If it is learning-to export, then productivity needs to increase before exports take place, so 

firms can later expand production.  Finally, if it is learning-by-exporting, firms increase 

productivity as the exporting activity acquaintances them with new market conditions.  I 

will review briefly the evidence below. 

Regarding self-selection, the hypothesis is that only high productivity firms can 

pay the extra fixed costs of exporting.4  This is equivalent to the idea that higher income 

                                                 
4 The self-selection hypothesis implications are well-described by the Melitz model of intra-industry trade 

(Melitz 2003).  The model assumes that if, in an industry, firms have different levels of productivity, they 

will face three destinies once exposed to international trade.  First, the exposure to trade opportunities 

reallocates resources to the most productive firms because they will be able to take advantage of the 

international markets.  Second, firms unable to pay the fixed cost to enter international markets will sell to 

the domestic market.  Finally, the less productive firms will exit the market completely.   
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levels allow for larger exports.  Studies test whether firms starting to export had higher 

productivity ex-ante than those deciding to focus in the domestic market.  If the latter is 

true, then firms self-select into exporting.  This has been found for Chilean, Colombian, 

Ethiopian, and Taiwanese firms (Alvarez and Lopez 2005; Aw et al. 2000; Clerides et al. 

1998; Siba and Gebreeyesus 2014).   

When economies of scale are present, a firm with large fixed costs experiences 

decreasing average costs by expanding its production (and exports), as has been found 

among Slovenian firms (Damijan and Kostevc 2006).  Basically, the firm has idle 

capacity or can create it.  Exporting allows the firm to diminish its average unit cost.  

In the third explanation, learning-to-export, the hypothesis is that there is a gap 

between the domestic and the international market and, hence, the firm needs to improve 

its productivity and increase its capital investment, to enter into new international 

markets.  This has been found among Chilean and Ethiopian firms (Álvarez and López 

2005; Silva, Alfonso, and Africano 2012; Siba and Gebreeyesus 2014).   

The final alternative, learning-by-exporting, explains that firms more exposed to 

international competition and foreign consumers increase their productivity by learning 

the tastes and production technologies used abroad.  This explanation is more in line with 

the idea that exports increase economic growth, particularly via technological change.  If 

productivity increases after a firm starts exporting, then it is said that the firm is learning 

by exporting.  This has been found among: (i) younger firms; (ii) new entrants into 

foreign markets; (iii) firms highly exposed to foreign markets; and (iv) firms that export 

to high-income countries (Silva et al. 2012).  There is strong evidence in favor of this 
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hypothesis, after a randomized control trial (RCT)5 was conducted among Egyptian rug 

producers, who after being exposed to exporting opportunities experienced 16-26% 

higher profits (Atkin et al. 2017).  One of the ways the study found that exports can 

increase productivity is by increasing the quality of the goods exported and increasing the 

proportion of high-quality goods produced so the firms can obtain higher prices.6   

What these studies have made clear is that these are not exclusive categories; in 

an extreme case, for example, high-productivity firm with idle capacity may need to 

increase their productivity further to access international markets and then, once exports 

start, it increases its productivity even further.  Table 24 in Appendix 1 shows different 

studies and their findings, illustrating how some of the studies do find that different 

explanations apply to the firms under analysis.   

An aspect that is not directly tackled in the previous studies is structural change.  

However, a recent worker-level study provides information on how important exports 

may be for structural change (or resource reallocation) in developing countries. Arguing 

that the 2001 U.S.-Vietnam Bilateral Trade Agreement was an exogenous shock to the 

Vietnamese economy that can be categorized as a natural experiment, it has been found 

that 38% of Vietnamese recent growth is thanks to structural change, with movement of 

                                                 
5 An RCT is an experimental method designed to assess causality while minimizing concerns over reverse 

causality and confounding factors.  Subjects are randomly allocated between the control and the treatment 

group, the latter one subject to the intervention under consideration.  While it helps overcome the concerns 

over endogeneity (St. Pierre 2004), cost and ethical considerations may prevent its use; furthermore, it may 

be naïve and dangerous to promote policies that have only been subject to RCT, see (Smith 2003). 
6 To isolate the quality improvements effect, the study included paying the producers to elaborate a rug using 

the same inputs and equipment, and found that the quality of exporting firms increased along 11 different 

dimensions used by skilled quality assessors.  Country-level studies would not be able to pick up on this.  

The authors discuss that the quality improvements are not accounted for in the trade classifications used 

(high- and low-quality rugs are classified under the same code), so the only way to perceive the changes 

would be via prices and via export destination. 
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workers from informal household businesses or farms to the registered enterprise sector, 

and from SOEs towards the private sector, many of them taking advantage of recently 

available exporting opportunities (McCaig and Pavcnik 2016). 

So, what does the literature say about exports and economic growth?  The 

country-level studies do find a correlation between the two, but the availability of 

variables across time and space limits their ability to provide strong instruments to 

convincingly deal with the concerns over endogeneity.  The firm-level data provides 

strong evidence that firms do grow thanks to exporting opportunities and point to two key 

mechanisms: firms that export increase their productivity through learning-by-exporting 

and that larger exporting opportunities promote structural change towards high 

productivity activities (formal firms that export manufactured goods) and away from low 

productivity activities (agriculture and informal trade).  Additionally, previous high levels 

of capital investment, and also high levels of investment dedicated to improve a firm’s 

ability to export, increase a firm’s productivity.  Finally, the literature also recognizes that 

the reverse-causality is important, as some firms do actually export thanks to their pre-

existing high-productivity levels.7   

 

Does it matter what you export? 

The classical paradigm considers that the benefit from trading countries, the gains 

from trade, are large enough to justify a country’s specialization in any product.  In the 

                                                 
7 This feedback loop may complicate things for scholars but may ease things for policy-makers, as they 

may have two avenues through which promote further economic growth. 
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classical example from David Ricardo, Portugal specializes in wine and is willing to 

exchange it in return for clothes from England because it is able to obtain more clothes by 

doing so than if it had decided to produce them itself.  Furthermore, some argue that 

increasing exports promotes a virtuous circle by creating a political environment 

favorable to further pro-growth reforms (Krueger 1993).  A historical case in point 

appears to be England.  The Glorious Revolution has been argued as a pivotal moment 

for political reform and the introduction of growth-enhancing institutions (Olson 1982; 

North and Weingast 1989; Acemoglu and Robinson 2012).  To get there, England needed 

a merchant class strong enough to be a check on the monarchy, which was achieved 

thanks to the profits earned from a growing Atlantic trade (Acemoglu, Johnson, and 

Robinson 2005). 

However, there is also a tradition of economists that argues that it is possible that 

the specialization in certain type of goods favors political and economic inequality 

leading to increased economic divergence from high-income countries.  Possibly the first 

account that describes why what you produce and what you export matters for growth 

comes from the 1600s. Antonio Serra contrasted the Kingdom of Naples with the 

Republic of Venice.  The former was poor, despite abundant natural resources, a 

consequence of despotic governments and a large poor population specialized in 

producing and exporting agricultural goods cultivated by peasants.  The latter, lacking 

natural resources, relied on trade and artisans manufacturing goods which took advantage 

of new knowledge and production techniques (Serra 1613; List 1856; E. S. Reinert 2008).  

Here we see two mechanisms at work: structural change, as England and Venice had 
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fewer workers in agriculture, and technological change favorable to economic growth 

together with pro-growth institutional developments, the provision of public goods, and 

the promotion of new production techniques.   

This tradition relied heavily on comparative case studies, see for example (List 

1856; S. A. Reinert 2011).  Even today this is true.  They have found, for example, that 

countries that focus their production and export efforts on certain type of goods do not 

have the incentives to supply schooling and democratic political institutions, limiting the 

speed of economic growth or economic convergence (Sokoloff and Engerman 2000; 

Leamer et al. 1999; Sachs and Warner 2001).   

So, what types of goods are creating these problems?  There is evidence they are 

goods produced through technologies that exhibit economies of scale by hiring low 

skilled workers, such as cotton or sugar.  These are goods that have been historically 

favorable to slavery and low levels of schooling.  For example, Sokoloff and Engerman 

compared increasing returns to scale from the cotton and sugar agriculture of the 

Caribbean and the southern U.S. with the constant returns to scale from wheat agriculture 

in the northern U.S. before the 20th century and explain how the former favored slavery 

and oligarchic institutions compared to the latter.  Exports played an important role by 

increasing the demand of cotton and sugar, affecting the behavior of the Caribbean and 

the southern U.S. and sustaining a large economy relying on slavery (Allen 2011, chap. 

7). 

However, the ability of a country to reach economic convergence with high-

income countries may also depend on what it decides to export, and the impact this has in 
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domestic prices, regardless of the production process.  For example, in the context of the 

Ricardian trade model, developing countries exporting a key staple food that represents a 

large proportion of workers ́ budget negatively affects a country's competitiveness and 

future economic convergence.  This takes place because the staple food domestic prices 

increase toward the international price and therefore workers demand higher wages to 

maintain their purchasing power.  In the presence of high wages, other economic sectors 

may not be competitive enough to compete in international markets. 8  Imagine, for 

example, a Mesoamerican country, i.e., Guatemala, exporting corn and beans, suddenly 

experiencing an increase in those prices; in this situation, the Guatemalan manufacturing 

sector may reduce its ability to compete in international markets, as workers demand 

higher wages.  There are case studies supporting that this was a concern for developing 

countries in the 19th century, and that it helps explain income divergence between 

Australia and Argentina (Williamson 2011; Gerchunoff and Fajgelbaum 2006). 

Despite the challenges, there is some statistical evidence favoring the idea that 

what an economy produces impacts economic growth.  By using the size of countries 

(population and land area) as instrumental variables (IVs), there is evidence that countries 

exporting “sophisticated goods”, those exported mainly by developed countries, grow 

faster (Hausmann et al. 2007).  But the results from this study have been challenged, not 

only by the robustness of its findings (Lederman and Maloney 2012), but also because 

the IVs are not well chosen in terms of their exogeneity.  The same problems arise where 

                                                 
8 The high-wages concern may not be enough though.  As has been argued for the United States and 

England, high wages in the presence of low energy costs may be beneficial and promote capital investment 

and technological development (Habakkuk 1962; Allen 2009). 
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they have been used to explain development aid and trade openness (Bazzi and Clemens 

2013).  This is a problem that the literature had already experienced, as described above, 

with the instruments chosen by Frankel and Romer to explain economic growth as a 

consequence of trade openness: instruments not only need to be relevant (i.e., the 

instruments explain export sophistication) but also exogenous (i.e., the instruments 

should not be correlated with any omitted variable, in this case development aid, trade 

openness, etc.).   

The literature has also suggested that what matters for growth is how diversified a 

country's export basket is, because: i) it diminishes the damages from a negative price 

shock by minimizing the relative importance of a country’s main exports; and ii) it allows 

countries to take advantage of economies of scope, by exporting different goods using 

existing assets.9  Cross-section analyses have found evidence that the relationship 

between economic income and a diversified export basket follows an inverted U-shaped 

relationship up to income levels of $20,000 to $31,000 in PPP (2016 constant) (Klinger 

and Lederman 2004, 2006; Cadot et al. 2011).10  The portion of the curve where the 

relationship is negative appears to respond to diminished competitiveness of certain 

products due to competition once countries achieve high-income status.  What about the 

                                                 
9 The diversification of the production can generate positive externalities as has been noted by agricultural 

economist.  One example is that Indian peasants planting wheat and mustard achieve higher incomes over 

several years (Roumasset et al. 1979, 14).  One of the benefits comes from reducing income variance, as a 

farmer can either sell wheat or mustard.  The other is that the mustard diminishes the damages from pests, 

increasing the expected wheat yield.  Here diversifying complementary crops allows for a higher income.  

Hence, export diversification is not only about taking advantage of economies of scope, as usually 

portrayed, by diversifying risk and taking advantage of the idle capacity from existing facilities and 

distribution channels, but also about the potential externalities that producing certain goods may generate 

between them. 
10 This export diversification may help promote sector diversification favoring structural change hence 

economic growth, as suggested by the findings of (Imbs and Wacziarg 2003). 
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portion of the curve where low income coincides with high export concentration?  There 

is evidence that countries with export baskets concentrated in a few commodities that 

experience high price volatility may experience lower capital inflows, achieving lower 

economic growth (Blattman et al. 2007).   

A different way to understand the relevance of the diversification of export goods 

is to explore what happens when a country experiences a rising export concentration 

because one of  its goods is particularly successful in international markets, i.e., a country 

discovers oil deposits that are cheap to exploit.  This situation is usually called the Dutch 

disease, after the Netherlands discovered and exploited huge natural gas deposits while 

the rest of the economic sectors became increasingly less competitive (Auty 1993; 

Frankel 2012).  How does this happen?  First, the growing sector, thanks to the attractive 

prices offered in international markets attracts resources from other sectors in the 

economy.  Then, if the activity generates a large foreign currency influx it appreciates the 

exchange rate, diminishing the profitability of other tradable goods.  This affects the 

structure of the economy, attracting even more resources to the successful exporting 

activity.  The Dutch disease is also connected with the “resource curse” or the idea that 

the abundance of agricultural and mining goods also creates a political economy oriented 

toward resource extraction, increased public spending, and favorable to autocratic 

regimes (Acemoglu and Robinson 2012). 

Despite the previous evidence in favor of export sophistication and 

diversification, one needs to be aware that there are concerns about the direction of the 

causality.  There appears to be some evidence that export sophistication is a consequence 
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of the country's economic size, so we could be in the presence of reverse causality 

(Klinger and Lederman 2004).  One possibility is that a bigger, more prosperous country 

is better able to pay the fixed cost of exporting more sophisticated goods, following the 

ideas of (Clerides, Lach, and Tybout 1998).  Another is that a bigger and more 

prosperous country may be able to export different products because it has a domestic 

market with a highly diversified production, as a consequence of: a) its income and 

consumer preferences (Linder 1961); or b) the need to diversify idiosyncratic risks in the 

face of minimum efficient plant size (Cadot et al. 2011; Lederman and Maloney 2012; 

Hummels and Klenow 2005; Acemoglu and Zilibotti 1997).  Additionally, a compelling 

critique is given by Peter Schott who questions the argument that China is growing faster 

thanks to its export sophistication (Rodrik 2006).  Schott argues that the debate is 

obscured by the emphasis on national statistics.  One needs to consider the income 

dispersion across Chinese provinces allows China to offer an export basket more 

sophisticated than that of the average Latin American country, many with similar 

populations (Schott 2008).   

So, what does the literature say about what countries export and economic 

growth?  Country-level case studies have emphasized that producing and exporting 

certain types of goods may hinder economic convergence with high-income countries, as 

these goods incentivize maintaining a large uneducated workforce under despotic regimes 

(the resource curse) or they weaken the competitiveness of labor-intensive economic 

activities (by rising food prices or via the Dutch disease).  Country-level statistical studies 

have found suggestive evidence that product sophistication and product diversification 
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may promote economic growth.  However, these studies have not been able to overcome 

the endogeneity concerns, as it is also possible that economic incomes are driving export 

sophistication and diversification.  On the other hand, as we will discuss later, we should 

not ignore the possibility that both variables are in a dynamic causal relationship. 

 

Does it matter where you export to? 

Using the standard gravity model11 and the Melitz model of intra-industry trade, 

firm-level studies have been accumulating evidence that export destinations are important 

for a firm's performance.  Studies have been conducted with the universe of exporting 

firms, or exporting manufacturing firms, from Portugal, China, France and Hungary.  

They find that high income and more distant destinations do make a difference: firms that 

export to them benefit from increased prices and revenues (Bastos and Silva 2010; 

Manova and Zhang 2012; Martin 2012; Görg, Halpern, and Muraközy 2017).  Below, I 

proceed to describe the findings; the main results of the studies are found in Table 1.   

Before going in detail, let me briefly summarize the overall findings.  The 

variables used by all the four studies as the key independent variables are three: the 

partner’s economy size, income per capita, and distance. While all of the studies are 

interested in the impact of trade partners on the prices exported; only one include volume 

exported, the number of products exported, and the number of firms exporting to a 

particular market.  None of the studies addresses endogeneity concerns.  Regarding the 

                                                 
11 The gravity model predicts bilateral trade is proportional to the incomes of both countries while 

decreasing with respect to the distance between them.  See: Evenett and Keller (2002); Feenstra et al. 

(2001); K Head and Mayer (2014). 
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magnitude, it is not always directly possible to compare them, as the dependent variable 

changes: product price vs firm-product-destination price vs export value per product per 

firm.  Regardless, we can still find three overall patterns.  First, trading with a distant 

partner increases prices but decreases the volume, the number of firms and products. This 

appears to be a finding in line with fixed entry cost to new markets and with the iceberg 

transportation cost model,12 in which exports deteriorate with distance, so only high 

quality goods with higher mark-ups will be able to withstand traveling large distances 

(Samuelson 1954; Krugman 1998).13  Second, trading with a partner with a large 

economy increases firms ́ volume exported and, overall, decreases prices, suggesting the 

presence of economies of scale and a highly competitive market.  Third, trading with a 

high-income per capita partner increases prices and volumes exported, a likely 

consequence that most traded goods show a positive income elasticity.  

 

                                                 
12 Curiously, the inspiration for the model, that shipping ice was subject to variable movement costs, may 

have not been subject to it.  It has been found that 1800s Boston ice trade was not subject to iceberg 

transport cost.  The investments to insulate the ice made the trade of ice subject to economies of scale, and 

hence the iceberg cost no longer applied (Bosker and Buringh 2018).  This is not a problem.  The idea of 

the iceberg costs and its use, as Krugman has pointed out, is a modeling trick (Krugman 1998). 
13 Another possibility is that products from different countries are imperfect substitutes (Armington 1969), 

and farther away countries, by way of being exotic, add a premium to the good.  However, this explanation 

would not explain why fewer firms export to more distant destinations. 
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Table 1 Main findings of firm-level studies on the impact of export destinations 

Study Country Dependent variable  Coefficients for destination characteristics 

Size (GDP) Income pc Distance Remoteness 

Bastos et al. 

(2010) 

Portugal Firm-product-destination price 0.005-

0.027*** 

0.038**- 

0.051*** 

0.052***- 

0.094*** 

 

Export value per product per firm  -0.23*** -0.06 0.22  

Firm-product-destination volume 0.001- 

0.022*** 

-0.012- 

0.029** 

0.052***- 

0.102*** 

 

Total value exported 0.74*** 0.15 -1.41***  

Number of exporting firms  0.48*** 0.11 -0.77***  

Number of exported products  0.48*** 0.10 -0.87***  

Manova et al 

(2012) 

China Product price -all sample -0.005*** 0.019*** -0.027*** -0.148*** 

Product price -rich destinations -0.003 0.053*** 0.021*** -0.134*** 

Product price -poor destinations -0.025*** -0.006 -0.108*** -0.106*** 

Firm-product-destination price – all sample 0.005*** 0.015*** 0.012*** -0.027*** 

Martin 

(2012) 

France Firm-product-destination price – all sample -0.004 0.02*** 0.050***  

Firm-product-destination price – OECD only 0.000 0.047** 0.051***  

Firm-product-destination price – euro only 0.003 0.014 0.019**  

Görg et al. 

(2017) 

Hungary Product price – all sample -0.018*** 0.022*** 0.053***  

Product price – domestically-owned firms -0.014*** 0.020** 0.052***  

Product price – foreign-owned firms -0.020*** 0.023*** 0.053***  

Product volume – all sample 0.453*** 0.174*** -0.506***  

Product volume – domestically-owned firms 0.382*** 0.001 -0.355***  

Product volume – foreign-owned firms 0.496*** 0.230*** -0.582***  
Source: elaborated with information from (Bastos and Silva 2010; Manova and Zhang 2012; Görg, Halpern, and Muraközy 2017; Brambilla, Lederman, and Porto 2012; Crozet, Head, and 

Mayer 2012; Eaton, Kortum, and Kramarz 2011).   All variables in logs so results shown are elasticities.  Manova includes “remoteness” which is the average bilateral distance weighted by 

GDP.  Distance is in kilometers.  GDP and GDP per capita are measured at PPP.  Neither Görg or Manova not clarify what measure of GDP they use.  *** p<0.01, ** p<0.05, * p<0.1 
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Now let me start by evaluating each of the studies in more detail.  Bastos and 

coauthor start their analysis on 2005 Portuguese exporting firms using a standard gravity 

model with cross-section OLS estimation.  They find that destination is important, as 

measured by its size (GDP), its income (GDP per capita), and the distance to Portugal.  

They find the size of the economy is positively correlated with total exports value, the 

number of exporting firms and products but negatively correlated with the price per 

product per firm.  Income per capita is only statistically significant for the price and 

volume exported by the firm.  Distance is statistically significant for most of the 

variables.  It is positively associated with firm's price and volume and negatively 

associated to the total value exported, the number of firms and the number of exported 

products.  This study suggests that the best partners are those with a large economy and a 

large income per capita.  The effect of distance is not so straight forward.  On the one 

hand, it increases the prices and volume exported, on the other, it diminishes the number 

of firms and products exported. 

Manova and coauthors, using the universe of Chinese exporting firms from 2003 

to 2005, explain how Chinese firms ́ product prices vary depending on the market 

destination.  They start by studying average product prices by destination and find that 

the coefficients and the statistical significance are not stable if the destinations are 

divided into rich and poor countries.  As Table 1 shows, rich destinations ́ income per 

capita and distance are important to increase product prices, whereas for poor 

destinations, their size and distance are negatively correlated with product prices.  

Regarding size, their study shows how the level of dependent variable affects the results.  
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When the analysis controls for firm and product, a larger country size increases the 

product price.  However, when the analysis does not control for the exporting firm, the 

results were negative.  Other results, not reported in the table, show that firms exporting 

to a larger number of market destinations are able to charge higher prices and show larger 

price dispersion.  The results are driven by product categories with differentiated goods 

and in R&D and the advertising-intensive sectors.   

Martin (2012) uses French data on multi-destination exporting firms in the year 

2003 to analyze the impact of export destination distance on prices.  He also captures the 

role of income and size.  He does this by evaluating three types of destinations: all 

countries that French firms are exporting to; only OECD countries which share the same 

level of development; and euro members to control for exchange rate pass-through and 

tariffs.  The study finds that distance is important and that larger distances increase the 

price of goods.  However, the coefficient diminishes when the eurozone is considered.  

Here he finds that distance matters for distances above three thousand kilometers.  The 

study also finds that small firms charge higher prices than large ones to distant and richer 

destinations.  The coefficients for distance and income per capita are like those found for 

other studies.  Country size is not statistically significant for France.  Martin strengthens 

the findings that partners ́ distance and income per capita increases product prices. 

Görg and coauthors use Hungarian data on manufacturing firms exporting 

manufactured goods from 1998 to 2003 to understand within-firm-product export price 

dispersion across market destinations.  The analysis is estimated using firm-product-year 

fixed-effects, and by conducting the analysis for domestically-owned and foreign-owned 
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companies.  The impact of size, income per capita, and distance on price is in line with 

the studies using Portuguese and Chinese firms.  The impact of volume of exports, 

depending on the characteristics of the destination market, cannot be directly compared to 

the other studies.  However, it shows that volume is also an important margin to consider, 

considering that the coefficient is almost 20 times larger than the price variable. 

How do the firm-level studies explain the previous findings?  Three empirical 

papers help us understand this. 

Crozet and coauthors conduct an analysis of a specific industry to understand the 

role of different quality preferences and why that implies that the average income of the 

export destination is important (Crozet, Head, and Mayer 2012).  They convincingly 

argue that French champagne exports are a great industry for the analysis for several 

reasons: i) goods are differentiated and hence are subject to monopolistic competition; ii) 

they appear to be subject to Armington-style demand, where the place of origin of the 

good matters for consumers (Armington 1969); iii) because there are quality ratings for 

the champagne exported; and iv) there is a literature discussing the linkages between 

higher quality and higher prices of champagne.  Using data from 2005, they start by 

showing that higher quality ratings are associated with firms charging higher prices; they 

estimate that the consumer considers one champagne bottle of the highest quality to be 

equivalent to twelve bottles of the lowest quality type of champagne.  They also find that 

producing high quality champagne has larger profit margins, as both costs and prices 

increase 68% from producing the lowest to the highest quality champagne.  Finally, their 
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model’s fit improves when it considers that country’s preferences are determined by their 

average income. 

Eaton and coauthors find, using 1986 French manufacturing firms, that market- 

and firm-specific costs and demand impact a firm’s decision to export to a particular 

destination (Eaton, Kortum, and Kramarz 2011).   They have three findings.  They find 

that more French firms sell to larger export destinations.  Also, they find that firms do not 

enter export destinations following a hierarchy like that of the aggregate data.14  And, a 

firm’s domestic sales in France increase together with selling to a larger number of export 

destinations and to less popular markets.  To model this, they consider “iceberg” trade 

barriers, the fixed costs of entry to foreign markets, and also market and firm-specific 

heterogeneous entry costs and demand.   

Finally, Brambilla and coauthors explain that there is a change in the workforce 

needed to produce more sophisticated goods to high-income countries (Brambilla, 

Lederman, and Porto 2012).  They explain that firms change their production and cost 

structure when they export to high-income partners as they find that these firms require 

more skilled workforce. To do it, they rely on data from manufacturing plants located in 

the province of Buenos Aires in Argentina for the years 1998, 1999, and 2000.  They find 

that high-income destinations increase the use of high-skilled workers, measured by the 

                                                 
14 For example, the top seven export destinations are: Belgium, Germany, and Switzerland, Italy, United 

Kingdom, Netherlands, and the United States.  However, the number of firms exporting to Belgium and 

also Germany, but not to any of the other top destinations, is below what is predicted if the probabilities 

were independent. 
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firm’s average wage and the proportion of nonproduction workers in total employment.15  

The latter shows an elasticity of .29-0.34, and the latter of 0.05.  To account for 

endogeneity, an aspect not covered by any of the previous studies mentioned, the study 

uses the devaluation of 1999 of Argentina’s neighbor and key trade partner: Brazil.  This 

devaluation, exogenous to Argentinian firms, is expected to have diminished the 

attractiveness of Argentinian exports to Brazil, leaving those firms with the decision to 

increase their domestic sales, export to other markets, or reduce unit production costs.  It 

did increase the proportion of exports to high income countries, from 43% in 1998 to 

50% in 1990.  When the devaluation is used to control for endogeneity, the impact of 

high-income destinations on wages in exporting Argentinian firms is similar 0.27-0.33 

while the impact on the share of nonproduction workers is larger (0.08-0.17).  As the 

results are statistically significant, it shows that, correcting for endogeneity, the impact of 

exporting to high-income trade partners on wages is still positive but slightly smaller than 

what firm-level studies suggest, while the impact on the share of skilled workforce is 

larger. 

These findings are not necessarily evidence that certain trade partners accelerate 

economic growth.  It is possible that only highly-priced items can survive the 

transportation costs when goods are sent to distant destinations, like what is suggested by 

the iceberg transport cost model (Samuelson 1954; Krugman 1998), or that only high-

quality goods generate the revenue to pay the fixed-costs of entering high-income 

                                                 
15 These are not perfect measures.  As they authors argue, particularly for the average wage variable, there 

are several reasons why a large wage is not necessarily evidence of high skilled workers, such as labor 

union pushing wages up and limiting a firm’s ability to export. 
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destinations.  However, there is anecdotal evidence that export destinations impact firms 

beyond prices and revenues, and that certain markets do change the ability of firms to 

produce high-quality goods and to survive international competition.  The Industrial 

Performance Center at MIT conducted, between 1994-2004, an international firm-level 

study and found that early decisions regarding to which country a firm exports impacts 

the firm’s subsequent strategy (what and how to produce it): “The [Hong Kong] firms 

working with the Americans became good at producing to exact schedules and 

specifications; the firms working with the Europeans began to offer design services to 

their customers and to move toward higher-priced garments” (Berger and MIT Industrial 

Performance Center 2006, 45).  The study suggests that the latter strategy may prove 

more resilient in the face of increasing competition coming from China and other 

developing countries which find it easier to produce to exact schedules and specifications 

than to provide high-quality customized goods.  It is possible that, in developing 

countries, to produce high-volumes of high-quality customized goods is limited by the 

abundance of high-quality inputs to perform all the tasks needed, along the lines of the O-

ring theory of development (Kremer 1993).  This is an important criticism for some of the 

literature described in the previous section.  What a country produces is partly 

endogenous to firms´ decision to access particular export markets in the past. 

Going beyond these firm-level studies, it is important to consider that using firm-

level data cannot measure all the mechanisms through which export destinations may 

impact economic growth.  For growth, we also need to consider mechanisms that take 

place outside the walls of exporting firms: structural change (resource reallocation); risk 
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diversification; and, economies of scale and scope.  First, the growth contribution could 

be higher if the firm decides to hire workers that were unemployed or are coming from 

low-productivity non-tradable sectors.  Second, growth contribution could also be higher 

if different firms and the economic sector export to different export destinations and, by 

doing so, diminish their exposure to negative idiosyncratic demand shocks.  This works 

as long as there is a negative covariance in the behavior of the relevant variables of the 

different export destinations.16  If trade partner diversification is conducted across the 

economy and the latter is not considered it could potentially amplify negative shocks.17  

Third, the growth contribution could be larger than suggested by firm-level studies in the 

presence of economies of scale and scope outside the firm, i.e., once one large Colombian 

flower exporter establishes a reliable refrigerated air transportation to the Netherlands, 

other flower exporters but also firms in other sectors that require refrigerated air 

transportation, such as producers of legumes and fruits, can also start sending their goods 

to the Netherlands.  But, bringing larger airplanes to the small Guatemalan international 

airport could have a negative impact on growth by increasing airport congestion and 

hence increasing costs and delays for more valuable exports and destinations.   

No study has been conducted on this topic that has been able to control for 

endogeneity, nor to incorporate the mechanisms that firm-level studies are missing.  

There is also no country-level study on the topic. 

                                                 
16 The variables are not limited to economic growth.  For example, if exporting to another country requires 

using a different supply chain, in the case of a climatic event that disrupts one of the supply chains, it is still 

possible to trade using the other supply chain. 
17 For example, consider Mexico diversifying its export destinations away from the United States by 

increasing its exports to Guatemala, Honduras, and El Salvador, all highly dependent on trade among them 

and the United States. 
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Why are firms in developing countries not taking full advantage of the gains from 

trade?  

Why would firms not take full advantage of the benefits provided by shifting 

exports to more favorable trade partners?  First, I will review the contributions from the 

economic development literature to comprise the finding that firms do not appear to 

optimize in developing countries.  Thereafter, I explore two concerns that have received 

much attention in recent years: information and coordination externalities.  Finally, I 

explore a third reason, inspired by behavioral, anthropological, and agricultural 

economics: entrepreneurs and managers employ heuristics and rules of thumb which 

discourage firms to enter certain export destinations.   

The economic development literature provides evidence that resource 

misallocation takes place and persists in developing countries.  In a review of the 

literature, Banerjee and Duflo find that considerable resource misallocation, with large 

variations in the marginal product of capital, within developing countries -suggesting 

potential economic opportunities are not seized, particularly for structural change 

(Banerjee and Duflo 2005).18  The studies reviewed point out to the following culprits: 

government failures (related to legal frameworks, business regulation, corruption, 

financial regulation, property rights); credit constraints, insurance failure, externalities 

(herd behavior, collective reputation), family dynamics (human capital investment is 

                                                 
18 If resource misallocation appears to exist, then there are unexploited business opportunities (Kirzner 

1973).  If that is the case, beyond structural conditions, it is also possible that the problem is sheer 

ignorance about their existence and about how to organize a viable firm to take advantage of these 

opportunities.   
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affected by income and different preferences across members of the family), and 

behavioral issues (inability to commit to savings).  One example is the RCT conducted 

among Indian textile firms to test whether improving firm’s management practices 

increases their productivity (Bloom et al. 2013).  Once the study found that the 

intervention did work, the authors explore why firms were not taking implementing these 

management practices.  First, they found there are information failures regarding the 

effectiveness of the management tools: even if the practices are known, managers do not 

believe they have a positive impact if implemented.  Second, they found there are 

information failures regarding managers: only male family members are trusted by firm 

owners to have decision-making power due to concerns with kick-backs and procurement 

practices.19  Consequently, firms cannot grow beyond the number of male family 

members ́ ability to monitor the firm. 

A more general question is why, despite the benefits, firms do not solve the 

problem by themselves or via cooperation with other firms.  When the challenges to 

resources misallocations are framed this way, the favored answer in the recent literature 

is coordination and information externalities, see for example Hausmann et al. (2005) and 

Rodrik (2010).   

What are coordination externalities?  This problem arises when a specific non-

tradable input is required, but it will not be produced before a sufficient domestic demand 

                                                 
19 The paper argues that trust appears to be a problem, following findings from another paper from one of the 

co-authors (Nicholas Bloom, Raffaella, and Van Reenen 2012).  However, the study does not let us evaluate 

whether the lack of trust is simply the consequence, and not a cause.  One may argue that Indian firms are 

lacking proper incentives and monitoring mechanisms (Alchian and Demsetz 1972).  Along these lines, it is 

possible that what is not being considered is the taste for (Frey and Jegen 2001) and the provision of non-

monetary incentives (Fagbenle, Adeyemi, and Adesanya 2004). 
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exists (Hausmann and Klinger 2006, 75–76).  An example comes from Colombian flowers 

exporters (Arbeláez et al. 2012; C. Sabel 2012).  They needed adequate refrigerated air 

transportation for their flowers going to U.S. and Europe.  Existing airplane companies did 

not have sufficient idle capacity to accommodate the cargo or their airplanes were not 

suited for the cargo.  The industry realized it needed to consolidate cargo among the 

different Colombian flower producers if it wanted to solve these problems, creating a 

business association to negotiate deals with domestic and international airlines, and with 

the government to get airport cooperation.  This eventually worked but it took several years 

for a satisfactory solution to be implemented.  Is coordination failure a plausible 

explanation to why some countries are not picking certain export destinations?  It is very 

likely.  The previous example illuminates the potential problem that exporters may have 

when considering expanding operations to a new country.  It may be easier to export to the 

United States to which Colombia had more passenger flights than to Europe, where there 

are fewer economies of scope and coordination becomes more challenging.  

What are information externalities?  The idea behind information externalities is 

that countries first need to discover (or self-discover) their comparative advantages , and 

to do so, entrepreneurs experiment by introducing new products and testing whether the 

market demands it (Hausmann and Rodrik 2003).  Prices, the cost structure, and whether 

the product is profitable, is discovered through this process of trial-and-error (Hayek 1945).  

However, this information is a public good, so once an entrepreneur has been able to show 

the activity is viable, other entrepreneurs may enter the market.  And this is the problem: 

the pioneer’s investment in self-discovery might not be profitable if imitators enter the 
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market fast enough as to deplete any rent.  An example comes from Argentinian blueberry 

exporters (Sánchez et al. 2012; Sabel 2012).  The pioneer in blueberry production 

experimented with different soils and varieties eventually finding it could hit the northern 

markets one month ahead of other competitors.  Sometime later other entrepreneurs noticed 

this and started to produce berries, depleting the rents and leaving the pioneer unable to 

recover its discovery investment.  The larger the investment needed and the easier it is for 

imitators to enter the market, the lower the discovery of new products in each economy.  

In our analysis of picking export destinations, information failures could also be an 

important culprit.  The prices and the cost structure can only be identified once a product 

is exported to a particular destination: it may be profitable for an Ethiopian firm to export 

roses to Italy but not to Canada.  And, as in the case of the Argentinian blueberries, once 

information is made public, if competition enters too fast, the rents of the pioneer can 

dissipate too fast to recover the investments incur to discover the distribution channel and 

the market. 

Here I bring a third reason that has been discussed already in the agricultural 

economics (Quinn 1978; Chibnik 1981) and the behavioral economics literature (Tversky 

and Kahneman 1974; Simon 1979).  Individuals do not necessarily develop sophisticated 

mathematical models to make decisions.  Instead, in the face of bounded rationality and 

uncertainty, they use heuristics or rules of thumb to make decisions which may introduce 

systematic biases.  One method that has been described in the literature to make decisions 

is the “elimination by aspects approach”; instead of optimizing a mathematical function, 
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individuals follow a multi-stage process where they evaluate whether the available 

alternatives fulfill the minimum requirements.   

Luckily, and to illustrate this point in detail, the literature already provides an 

example of how entrepreneurs select markets and how they rely on rules of thumb.  The 

example comes from how Ghanaian women fish sellers decide which village to go to sell 

their product (Gladwin and Gladwin 1971; Gladwin and Plattner 1975; Quinn 1978).  An 

academic discussion took place between the different authors: do fish sellers calculate 

probability distributions of the prices they expect to find in the different villages they travel 

to sell their fish, or do they generated rules of thumb to minimize large losses?  Gladwins´ 

analysis assumes that fish sellers estimate the probability of future market conditions, 

despite the fish sellers do not express that they do it and moreover mock that idea.  Instead, 

Quinn relies on studying the heuristics that fish sellers employ to help them account for the 

risk involved in their decision, following Tversky (1972), Slovic and Lichtenstein (1971), 

and Tversky and Kahneman (1974).  Here I summarize the main heuristics used by the fish 

sellers: 

• Women with a small volume of fish to sell do not pay attention to market 

conditions; instead, they have a preset routine of going to small towns where they 

have a small yet stable clientele.   

• Women with medium-scale operations make their decision on what market to go to 

depending on the amount of fish they have that day.  When they have large amounts 

of fish they go to larger towns.  Else, they either go to the smaller towns or they 

send their fish to the large market through a trustworthy intermediary. 
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• Women with large-scale operations have a more sophisticated process.  First, they 

gather information: a) is the local market glutted with fish? b) is the large Kumasi 

market, located 200 kilometers away, favorable?20  If both answers are positive then 

they go sell to Kumasi.  Second, if creditors want their money back but there is an 

oversupply of fish in Kumasi, they stay in their local market but send some fish 

through an intermediary in Kumasi.  Third, sellers are willing to go to Kumasi only 

when there is no information of fish oversupply in that market or the seller is 

offering a new fish species.   

One may argue that the increased decision-making sophistication of modern-day 

exporting businesses may not be comparable to the mechanisms in place developed by 

farmers and sellers in rural areas in developing countries.  There are obvious limitations to 

using traditional society frameworks to study modern-day societies, considering that the 

economic institutional framework is not the same, starting by the absence of the price 

system in many of their transactions (Polanyi 1971).  However, the example under 

discussion does involve the price system.  Furthermore, there is evidence of the use of 

heuristics in highly sophisticated markets in modern societies.  The financial literature has 

found that, against profit maximizing behavior, investors prefer to interact with other 

                                                 
20 Different strategies are used to gather information on Kumasi market.  Quinn discusses how sellers ask 

sellers returning from Kumasi whether: demand was low; supply was high; or the price was low.  

Depending on the seller, any of these “checks” would trigger the seller to stay in their local market to 

smoke their fish -this helps the fish last longer although it diminishes it selling price.  Aspects affecting the 

price of fish are, from the supply side: the fishing seasons, the availability of fish at the time fishers go to 

the sea, and the number of fishers.  From the demand side: heavy rains that make roads to markets 

impossible to travel; availability and price of fish substitutes (snails and mushrooms); and holidays like 

Ramadan. 
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investors with the same native tongue and cultural background; see Grinblatt and Keloharju 

(2001). 

Having clarified the comparability concerns, we can then see that an obstacle to 

enter in export destination markets that may be highly profitable is not only limited to 

information and coordination externalities.  In many situations, the challenge is that the 

entrepreneur or manager’s mental framework convinces them that other export destinations 

are not worth pursuing, regardless of the availability of profitable opportunities.  For 

example, the literature evaluating bilateral trade flows and using the gravity model find 

that former colonies still maintain trade relationship with their former colonizer, although 

it erodes with time, even after controlling for variables that could control for key variable 

transaction costs, such as: shared border, shared language, shared legal origins, the 

presence of trade agreements, and whether they are part of the same currency union (Head 

et al. 2010).  This persistence, not explained by variable transaction costs, may indicate 

that there are fixed costs in entering particular markets that may prove too high for many 

firms to overcome.  The result is that it takes them a long time to readjust their trade 

behavior.  This opens the door to the possibility that certain export destinations are more 

favorable for economic growth than others and why not all countries take advantage of it. 

 

Conclusion 

In conclusion, the literature linking exports and economic growth suffer from 

endogeneity.  The studies relying on instrumental variables have been criticized over the 

last 20 years for the lack of exogenous instruments.  The proposal then has been to consider 
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the use of case studies and firm-level studies.  But since then, two studies have overcome 

the problem of endogeneity.  Both studies share some characteristics: they analyze only 

one country at a time and use firm-level datasets.  One study, using a natural experiment, 

found that exports help to explain structural change. The other, using an RCT, found that 

exports increase firm's productivity.   

The problem of looking for a solution to endogeneity is that the type of causality 

between exports and economic growth is dynamic.  Yes, economic growth can be achieved 

if countries improve their performance along the extensive margin (number of firms, 

number of products, number of export markets) and intensive margin (exports per firm, 

exports per product, exports per market).  But it is also true that economic growth is needed 

to allow firms to cover the fixed-cost needed to explore new export destinations in the first 

place.  Hence, even in the presence of endogeneity, we should pay attention to the findings 

of the literature, which says: i) exporting more contributes to a country's growth and firm's 

productivity; ii) exporting sophisticated goods, those mainly exported by high-income 

countries, contributes to a country's economic growth; iii) exporting certain type of goods, 

particularly some tropical agricultural commodities that exhibit economies of scale in the 

use of low-skilled workers, may limit the possibility to achieve economic convergence; iv) 

exporting to rich, distant, and large countries increases firm's prices and volumes exported. 

Despite these benefits, many firms in developing countries cannot easily overcome 

the challenges needed to start and increase their exporting activities.  Here, we discussed 

three main reasons: information externalities; coordination externalities; and the use of 

heuristics due to bounded rationality and uncertainty.    
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CHAPTER 2.  DESCRIBING TRADE PARTNERS 

In the previous section I described the main findings that link exports and 

economic growth, and at the end of it, described the recent firm-level literature that 

shows that the choice of trade partners (export destinations) do matter for firm 

performance.  Before undergoing an analysis to test if this firm-level finding applies at 

the country level, in this chapter I explore in greater detail who these export destinations 

are.  This is important because, if countries mostly trade with their neighbors or with their 

former colonial hegemons, or if countries rarely change trade partners, then the analysis 

may be pointless: confounding factors would be dominating my analysis.   

In this chapter I will look at seven questions to understand the dynamics affecting 

export destinations.   

• First, are trade relationships static?  Do countries maintain the relevance of 

their export destinations across time?   

• Second, do all countries have the same export destinations? 

• Third, are all trade partners equally important for all countries?  

• Fourth, do countries mostly trade with their neighbors?   

• Fifth, is it possible that countries experience colonial path dependence on 

which countries to trade with? Are former colonies mostly trading with or 

mostly imitating former hegemons?   
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• Sixth, are low-income countries’  trade partners similar to those of high-

income countries?   

• And finally, are certain export destinations associated with high economic 

growth?   

What are the answers?   

First, no.  The selection of export destinations is dynamic, it has been changing in 

the last decades.  Even though the United States is the largest trade partner for the world, 

its relative importance has diminished, as has that of many European nations, with many 

Asian nations growing in importance.  Second, no.  The number of export destinations 

varies across countries.  For example, for the year 2014, the average country exported to 

141 export destinations. That same year, Afghanistan exported to 7 destinations, while 

Belgium was exporting to 232.  Third, no.  The relative importance of each trade partner 

varies across countries.  In the year 2014, the average country’s top destination 

concentrated 30% of its exports; however, for Germany that number was 9% (France) 

and for Mongolia it was 94% (China).  Fourth, no.  Western European and North 

American countries mostly trade with their neighbors.  However, this is not the case for 

other regions.  For example, African countries mostly trade with Western nations and 

increasingly with a few high-growth or high-income Asian nations.  Fifth, no.  Looking at 

the three hegemons with the largest number of former colonies (UK, France, and Spain), 

very few of their former colonies trade mainly with their former hegemon or imitate their 

top trade partners.  Sixth, yes.  A comparison between the high- and low-income 

countries show that the former export more to Germany France, the UK, Taiwan, Canada 
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and Belgium, while low-income countries trade more with Japan, India, the United Arab 

Emirates, Singapore, and Spain.  And seventh, yes.  There are certain top export 

destinations more strongly associated with high economic growth than others.  Hong 

Kong and Taiwan are among the top five export destinations for high-growth countries, 

while China and Singapore are among the top five export destinations for low-growth 

countries.  This suggests there are some export destinations that could be more important 

for economic growth.  This chapter will explore each answer in more detail.   

 

A note on the dataset 

To conduct the analysis, I use the Standard International Trade Classification 

(SITC) revision 1.  This is a classification maintained by the United Nations using 

information import and export provided by its members.21  The sample starts in 1962 for 

some countries.  I rely on two other datasets for data purposes.  To account for income, I 

use the information from the Penn World Tables version 9.0 (PWT9) (Feenstra, Inklaar, 

and Timmer 2015).  Data for the Penn Tables is available up to the year 2014.  For other 

controls, such as countries sharing borders and the distance between countries, I use the 

Gravity dataset and the GeoDist dataset from the Centre D’Études Prospectives et 

d’Informations Internationales (CEPII) (Head and Mayer 2014; Mayer and Zignago 

2011).  

Table 2 shows the amount of total exports and total number of exporting 

(reporting) and trade partners that are included in UNCOMTRADE, in the SITC dataset.  

                                                 
21 The dataset is available through the UN Comtrade data website: https://comtrade.un.org/  

https://comtrade.un.org/
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In nominal terms, exports have increased 111-fold from 1965 to 2014, from $162 billion 

in 1965 to $18,200 billion in 2014.  This increase represents trade growth but also the 

increase in the number of countries that provide information to the UN.  As the table 

shows, the number of reporting countries and trade partners included went from 87 to 

160, a consequence of: i) new countries being created; ii) more countries deciding to use 

the trade classification and reports from the UN; and iii) more countries joining the 

international trading system; i.e., there is information for the U.S.S.R. but not for its 

members before 1990.  Regarding trade partners, their increasing number is mostly an 

effect of newly created countries, going from 182 to 243 during the period under analysis. 

 

 

 
Table 2 World exports (1965-2014) 

Year  Large dataset  

Total exports  

(US$ billions) 

Number of exporting 

(reporting countries) 

Number of export 

destinations 

1965 162  87 182 

1970 282  114 212 

1975 801  131 213 

1980 1,740  125 212 

1985 1,690  106 212 

1990 3,200  113 214 

1995 4,820  133 235 

2000 6,270  166 243 

2005 10,100  171 239 

2010 14,700  171 240 

2014 18,200  160 243 
Source: using information from COMTRADE (2018) 
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Are trade relationships static? No 

Are trade relationship static?  I answer this question by looking first at the evolution 

of trade partners for the whole world.  The top 10 world export destinations are shown in 

Table 3.  The U.S. has been the main world trade partner throughout the whole period, 

with a trade proportion that went from 12% in 1965 to a maximum of 18% in 1985 to 12% 

again in 2014.  Below the number one trade partner position, the situation is more dynamic.  

Germany used to be in second position until 2005.  The United Kingdom, France, the 

Netherlands and Italy have been losing relative importance.  Canada too, leaving the top-

ten chart by the year 2014.  By the year 2014, China took over the second position.  Hong 

Kong appeared for the first time in 1995 in 8th position, and by 2014 it occupied the third 

place.22  

We can see this in more detail if we consider in detail three countries: the United 

States, Germany, and Japan, and their top three partners for the year 1970 and 2010.  In 

1970, the U.S. main destinations were Canada, Japan and Germany, 40 years later they 

were Canada, Mexico, and China.  For Germany, it started with France, Netherlands, and 

Italy and by 2010 they were France, the U.S., and the Netherlands.  In the case of Japan, 

in 1970 they were the U.S., South Korea, and Taiwan; in 2010, they were China, the  

                                                 
22 Table 3 also allows us to understand two other limitations of the dataset, as we already mentioned in the 

previous subsection.  Let us pay attention to the year 2014.  First, in position 9, the trade partner is named 

“Other Asia, nes”, code.  This country is likely Taiwan, an Asian country, with an important export-

oriented strategy, not recognized by the U.N. as a member.  When this category is shown again, here we 

will consider it Taiwan.  A problem, though, is that we will not have export information on Taiwan, only 

information on countries exporting to it.  Second, in position 10, the trade partner is named “Area, nes”, or 

“Areas, not elsewhere specified”, SITC partner code 899 is not a country.  Instead, this category "is used 

(a) for low value trade and (b) if the partner designation was unknown to the country or if an error was 

made in the partner assignment. The reporting country does not send us the details of the trading partner in 

these specific cases. Sometimes reporters do this to protect company information"(United Nations 2018).  
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Table 3 Top ten export destinations of all the reporting countries in the UNCOMTRADE dataset (1965-2014) 

1965 1975 1985 1995 2005 2014 

USA (12.2%) USA (10.9%) USA (17.7%) USA (15.1%) USA (15%) USA (11.9%) 

Germany (FFR) 

(9.6%) 

Germany (FFR) 

(7.9%) 

Germany (FFR) 

(7.7%) Germany (8.9%) Germany (7%) China (8%) 

United Kingdom 

(7.3%) France (5.9%) France (5.6%) Japan (5.6%) China (5.4%) Germany (6.1%) 

France (5.3%) 

United Kingdom 

(5.8%) 

United Kingdom 

(5.5%) France (5.4%) France (4.8%) 

China, Hong Kong 

SAR (3.7%) 

Netherlands (4.9%) Japan (5.1%) Japan (4.7%) 

United Kingdom 

(5.2%) 

United Kingdom 

(4.6%) France (3.6%) 

Canada (4.7%) Netherlands (4.8%) Netherlands (4.1%) Netherlands (3.9%) Japan (4.3%) 

United Kingdom 

(3.6%) 

Belgium-

Luxembourg (4.3%) Italy (4%) Italy (4%) Italy (3.6%) Netherlands (3.6%) Netherlands (3.5%) 

Italy (3.7%) Canada (3.8%) Canada (3.8%) 

China, Hong Kong 

SAR (3.4%) Italy (3.5%) Japan (3.4%) 

Japan (3.3%) 

Belgium-

Luxembourg (3.6%) 

Belgium-

Luxembourg (3%) Canada (3.4%) 

China, Hong Kong 

SAR (3%) 

Other Asia, nes 

(2.8%) 

Sweden (2.4%) USSR (3%) USSR (3%) 

Belgium-

Luxembourg (3.1%) Canada (2.9%) Area, nes (2.6%) 
Source: using information from COMTRADE (2018) 
“Other Asia, nes” and “Areas, nes” are described in footnote 22. 
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U.S., and South Korea.  These countries show that trade relationships are not static but 

are dynamic.  This is in line with Hanson (2012), who points out that since the 1990s, 

South-South trade has increased considerably, even above what the gravity trade model 

would predict.   

 

Do all countries have the same export destinations? No 

Do all countries have the same export destinations?  I will answer this question 

looking at their bundle of trade partners, or their trade partner basket, that is, the countries 

they export to.  The answer is no.  The reason for this is that they do not export to the same 

number of countries.  The number of trade partners is displayed in Table 4.  The average 

number of trade partners has increased from 82 to 141 during the period under analysis.  

We can see, for example, that some of the countries do have a very low number of export 

destinations, even below the double-digits.  For example, small island states like, Bermuda, 

FS Micronesia, Kiribati, Tuvalu, and Vanuatu were exporting to fewer than 7 trading 

partners sometime during the last 45 years.  Most of them were small countries, or some 

oil-dependent countries (see Table 5).  Even when they trade with few nations, they do not 

do it to the same destinations, as can be seen for Tuvalu in 2005 and Afghanistan in 2014.  

In contrast, out of 171 reporting countries in 2005, there were 34 countries exporting to 

more than 200 destinations; in 2014, out of 160 reporting countries, the number had gone 

up to 40 destinations.  During the different years under analysis, the countries with the 

highest number of export destinations were Japan, the US, the Netherlands, and Belgium.   
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Table 4 Composition of the basket of export destinations for all exporting countries (1965-2014) 

Measure 1965 1975 1985 1995 2005 2014 

Mean number of 

trade partners 82 80 98 112 127 141 

St. Dev. 44 50 54 63 66 64 

Min. number of 

trade partners 10 7 1 7 4 7 

Country with 

fewest trade 

partners 

Lao 

(PDR) Vanuatu 

Saudi 

Arabia & 

Tuvalu Bermuda Tuvalu 

Afghanis-

tan 

Max. number of 

trade partners 158 190 190 217 231 232 

Country with 

most trade 

partners Japan Japan Japan USA 

Nether-

lands Belgium 

Reporting 

countries 87 131 106 133 171 160 
Source: using information from COMTRADE (2018) 

 

 

 
Table 5 Countries with a low number of export destinations (1965-2014) 

Year Country # trade 

partners 

Trade partners 

1970 Vanuatu 6 Australia, USA, Areas, nes, Japan, New Caledonia, France 

1975 Kiribati 8 Australia, USA, Areas, nes, United Kingdom, Nauru, 

Special Categories, New Zealand, Fiji 

1975 Vanuatu 7 USA, French Polynesia, New Caledonia Japan, Australia, 

France, Areas, nes 

1980 Kiribati 3 Areas, nes, United Kingdom, Fiji 

1980 Saint Pierre 

and Miquelon 

6 USA, Germany (FFR), Canada, France, Portugal, Greece 

1980 Tuvalu 1 Areas, nes 

1985 Saudi Arabia 1 Areas, nes 

1985 Tuvalu 1 Areas, nes 

1990 Saudi Arabia 9 Areas, nes, LAIA, nes, Europe EU, nes, Eastern Europe, 

nes, Other Asia, nes, USA, Other Africa, nes, Australia, 

Western Asia, nes 

1995 Bermuda 7 Areas, nes, Bahamas, United Kingdom, Germany, France, 

Canada, USA 

2005 FS Micronesia 6 N. Mariana Isds, Areas, nes, Guam, Japan, USA, Marshall 

Isds 

2005 Tuvalu 4 Fiji, Indonesia, New Zealand, Australia 

2010 FS Micronesia 5 Areas, nes, Guam, N. Mariana Isds, Marshall Isds, USA 

2014 Afghanistan 7 Pakistan, Germany, Areas, nes, India, Saudi Arabia, 

China, Iran 
Source: using information from COMTRADE (2018) 

“Areas, nes” are described in footnote 22. 
LAIA: Latin American Integration Association. 
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Are all export destinations equally important for all countries? No 

Now, we will consider the importance of export destinations in the trade partner 

bundle or basket.  I will do this in two ways.  First, I will describe the proportion of the top 

trade partners per country.  Then, I will describe how concentrated are exports among 

export destinations. 

I will start by providing information on how large the proportion of exports to the 

top trade partner is, see Table 6.  The average top trade partner receives close to a third of 

the total exports of the average country, a proportion that has changed little throughout the 

decades under analysis.  Two other figures have also not changed much: the minimum and 

maximum proportion of the top export destinations, with the former around 10% and the 

latter above 90%.  The table shows that whether a country exports a small proportion to its 

main trade partner is not an exclusive characteristic of high-income countries like Germany 

in 2014; developing countries like Iraq, Pakistan, and Tanzania have also shown high trade 

partner diversification in the past.  In the same table I also show the countries with the 

largest concentration of exports to its main trade partner.  The table shows two different 

results.  For example, Iraq exported 94% of its exports in 2014 to country the “Area, nes”, 

or “Areas, not elsewhere specified”, which as mentioned in footnote 22, usually occurs if 

the destination is unknown or if the exporting country wants to protect company 

information.23  To show actual trade partners, I run the analysis again, removing the “Area, 

nes” alternative.  When I do this, as the table shows, it is clear that small countries tend to 

                                                 
23 One example could be military aircraft exports of Lockheed Martin or Airbus Group to East Europe or 

the East Asia. 
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have the largest concentration of exports in their top trade partner, with the largest country 

in that list, Mongolia, which has approximately 3 million inhabitants as of 2018. 

 

 

 
Table 6 Exports devoted to top trade partner (1965-2014) 

Measure 1965 1975 1985 1995 2005 2014 

Proportion exports 

to top trade 

partner 34% 35% 36% 34% 33% 30% 

Min. proportion 10% 8% 11% 12% 9% 9% 

Country with 

lowest proportion 

Germany 

(FFR) Iraq Pakistan Germany 

Tanzania 

(UR) Germany 

Max. proportion 98% 94% 100% 94% 92% 99% 

Country with 

highest proportion 

Brunei 

Darussalam Reunion 

Saudi 

Arabia (& 

Tuvalu) Kuwait 

Saint 

Kitts and 

Nevis Iraq 

Trade partner 

with that high 

proportion Malaysia France Area, nes  Area, nes USA Area, nes 

Max proportion 

(not including 

Area, nes) 99% 94% 88% 89% 92% 94% 

Country with 

highest proportion 

(not including 

Area, nes) 

Brunei 

Darussalam Reunion Bahamas 

Green-

land 

Saint 

Kitts and 

Nevis Mongolia 

Trade partner 

with that high 

proportion (not 

including Area, 

nes) Malaysia France USA Denmark USA China 

Reporting 

countries 87 131 106 133 171 160 
Source: using information from COMTRADE (2018) 

 

 

 

Now I will describe how exports are concentrated among export destinations.  

Export concentration among trade partners appears to be a dynamic characteristic shifting 

across time and income tertiles.  To do the analysis I use the Hirschman-Herfindahl 



 

48 

 

Market Concentration Index (HHMCI), following The World Bank (2013).  A difference 

with the traditional Hirschman-Herfindahl index is that it does not go from 1 to 10,000, 

but it goes from 0 to 1, where 0 is a highly diversified trade partner basket.  HHMCI is 

calculated following this formula: 

 

 

 
Equation 1. Hirschman-Herfindahl Market Concentration Index (HHMCI) 

HHMCI𝑖 =  
∑ (

𝑥𝑖𝑝

𝑋𝑖𝑡
)2𝑛𝑖

𝑝=1 −
1
𝑛𝑖

1 −
1
𝑛𝑖

 

 

 

 

where 𝑋𝑖𝑡 is total exports from the exporting country i on time t, x is the exports to trade 

partner p, and n is the number of export destinations that country i exports to.  The closer 

a country is to zero, the lower the concentration of its exports in a few destinations.   

In the Table 7, I show the average HHMCI per country, the highest and lowest 

value per country, and the average per continent and income tertile.  Before we proceed 

to look at the figures, it is important to take into consideration that country-level HHMCI 

are expected to be larger than continent- and income-level measures, as exports are more 

diversified at the group-level than at the individual-country-level. Now, I will proceed to 

examine Table 7.   The average country has their export destinations considerably 

diversified, with an HHMCI between 0.16-0.19.  The highest HHMCI among the 

countries seem to be similar to those countries with the highest proportion of their exports 

devoted to their top trade partner, as we discussed in Table 6 -a trait of small countries or 
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oil-dependent countries.  At the continent-level, Oceania and the Americas are the 

continents with the highest export concentrations across trade partners, whereas Europe is 

the continent with the lowest concentration.  Finally, at the income-level, the highest 

concentration of export destinations shifts across time.  For the years 1965 and 1975, the 

middle-tertile was experiencing the highest trade partner concentration; then, it shifted to 

the poorest tertile, and then back to the middle-tertile. 

 

 

 
Table 7 Concentration of export destinations (1965-2014) 

Measure 1965 1975 1985 1995 2005 2014 

HHMCI – 

average all 

countries 0.1821 0.1968 0.1880 0.1845 0.1875 0.1661 

HHMCI – highest 

(country) 

0.9679 

(Brunei 

Darus-

salam) 

0.8779 

(Reuni-

on) 

0.8634 

(Oman) 

0.8898 

(Kuwait) 

0.8397  

(S. Kitts 

& Nevis) 

0.9949 

(Iraq) 

HHMCI – lowest 

(country) 

0.0306 

(United 

King-

dom) 

0.0293 

(United 

King-

dom) 

0.0378 

(Pakistan

) 

0.0380 

(Nether-

lands 

Antilles) 

0.0406 

(Tanza-

nia UR) 

0.0294 

(Turkey) 

HHMCI – Africa 0.0186 0.0172 0.0254 0.0157 0.0145 0.0107 

HHMCI – 

Americas 0.0347 0.0356 0.0460 0.0434 0.0377 0.0274 

HHMCI – Asia 0.0224 0.0232 0.0439 0.0175 0.0112 0.0096 

HHMCI – Europe 0.0079 0.0072 0.0072 0.0071 0.0053 0.0047 

HHMCI – 

Oceania 0.0610 0.0694 0.0534 0.0559 0.0508 0.1016 

HHMCI – 

Highest tertile 

income 0.0096 0.0080 0.0119 0.0081 0.0067 0.0059 

HHMCI – Middle 

tertile income 0.0144 0.0168 0.0130 0.0155 0.0168 0.0174 

HHMCI – Lowest 

tertile income 0.0098 0.0125 0.0152 0.0293 0.0393 0.0066 
Source: using information from COMTRADE (2018) 
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Do countries mostly trade with their neighbors?  No 

Countries do not confine themselves to export to nearby trade partners.  A way to 

easily see this is by describing trade patterns among countries of the same continent.  We 

can see important differences in export destinations across continents.  In Appendix 2, I 

included the relevant tables, where I describe the total amount exported by each continent 

and the top ten export destinations per each continent, per decade, starting in 1965 (Table 

25 to Table 29).   

I´ll start by describing some general trends and then do an analysis per continent.  

First, some regions show important trade integration.  This is evident in Europe, with a 

large proportion of the export destinations of the continent being European.  This is also 

evident in Asia, with China, Japan, Korea, Singapore, and Taiwan.  And, finally, it is also 

evident in the Americas, but only between the North American countries that are part of 

NAFTA.  This is not the case for Latin America and Africa.  Second, while the U.S. was 

the main trade partner of the world throughout all the decades under analysis, that is not 

the case for all the continents.  It is true in the Americas only.  In the case of Europe, the 

main trade partner has always been Germany, with the U.S. in second or sixth place, 

depending on the decade.  In Oceania, the main trade partners have been the United 

Kingdom, Japan, and now China, with the U.S. in second to fifth place, depending on the 

decade.  In Asia, it was true until recently, as China became the top trade partner, as seen 

in year 2014.  In Africa, the U.S. was the top partner for a few years, but also France, Italy, 

and China.   
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I will now describe trade partners by continent, starting with Africa (see the same 

tables Appendix 2, Table 25 to Table 29).  It is not until 2014 that an African nation 

appears as a top ten trade partner, showing the low level of intra-regional trade in Africa.  

The main trade partners have been former European colonizers, although the U.S. has been 

an important partner, recently declining in relevance.  China and India have increased their 

importance, occupying place number 1 and 3, respectively, by the year 2014.   

For the Americas, from 1965 to 1985, the top positions were occupied by the U.S., 

Canada, Japan, the U.K. and Germany.  Things changed in the next decade, with Hong 

Kong (a consequence of Chinese economic liberalization) and Mexico (a consequence of 

NAFTA) having a more prominent role.  It is worth pointing out that China and the 

Republic of Korea are more important trade partners for the region than any country from 

the Americas, including Brazil.   

For Asia, the relevance of China, Taiwan, Singapore, and the Republic of Korea 

has been increasing, reducing the role of European trade partners and slowly also that of 

the U.S.  For Europe, as we mentioned, the integration of the region is evident.  However, 

the U.S. still maintains its importance in the region.  It is also worth pointing out that 

Europe and the Americas, are the continents that have not been able to export a 

considerable amount to China, with only 4% of their continental exports oriented to this 

market.  Finally, for Oceania, the relevance of the United Kingdom has dropped 

considerably, while the role of Japan, Taiwan, South Korea, and recently China, has 

increased. 
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Are former colonies mostly trading with or mostly imitating former hegemons?  No 

Is it possible that countries experience colonial path dependence on which 

countries to trade with? Are former colonies mostly trading with or mostly imitating 

former hegemons?   

For the analysis I rely on CEPII’s “gravdata_cepii” dataset, used before in Head et 

al. (2010).24 The dataset provides information on countries colonial relationship.  I will 

rely on their variable that describes whether countries where ever in a colonial 

relationship.  The dataset identifies 25 hegemons, out of which only one no longer exists 

(Yugoslavia).  In Table 30 (Appendix 2), I show the 25 hegemons and the 253 former 

colonies.  Looking at the table it is evident that several of the colonies are small islands 

and that several of them had more than one hegemon.  For the analysis I will only 

consider the three hegemons with the largest number of colonies: United Kingdom (83 

former colonies), France (40), and Spain (26).  I will focus on their top 5 trade partners 

for the years 1970 and 2014.  This is shown in Table 31 to Table 33 (Appendix 2). 

The evidence suggests that looking at the main hegemons and its former colonies, 

colonialism, if it was important in the past, is no longer important for a country’s current 

export destinations. 

Regarding the United Kingdom as a hegemon, a small number of its former 

colonies had it as its main trade partner in 1970: Barbados, Fiji, Gambia,  Ireland, 

Malawi, Malta, Mauritius, New Zealand, Nigeria, and Sri Lanka. Furthermore, by 2014, 

only one of its former colonies still has it as its main trade partner: Antigua and Barbuda.  

                                                 
24 It can be downloaded here: http://www.cepii.fr/cepii/en/bdd_modele/presentation.asp?id=8  

http://www.cepii.fr/cepii/en/bdd_modele/presentation.asp?id=8
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This shows that trade relationships have been evolving in recent decades and previous 

colonial relationships diminish in relevance.  UK’s top export destinations has not 

changed much in 44 years, with four of its top export destinations being: USA, Germany, 

Netherlands, and Ireland.  If anything has changed during these decades is the increasing 

concentration of exports towards it top 5 destinations, going from 30% to 45%. Do UK’s 

former colonies behave in a similar fashion, with an important proportion going to the US 

and Western Europe?  In 1970, only: Gambia, Ghana, Ireland, Israel, and Nigeria.  By 

2014, even fewer countries, only Bahamas and Ireland. 

Regarding France as a hegemon, a large number of former colonies did have 

France as its main trade partner: Algeria, Benin, Cameroon, Central African Republic, 

Chad, Côte d’Ivoire, Gabon, Guadeloupe, Madagascar, Martinique, Mauritania, Morocco, 

Niger, Reunion, Senegal, Togo, and Vietnam.  But this was back in 1970.  By the year 

2014, only Madagascar and Niger maintained France as its main trade partner.  This 

shows that trade relationships have been evolving in recent decades and previous colonial 

relationships diminish in relevance.  Regarding France's top export destinations, France 

has a very Eurocentric approach.  Of all of its 40 former colonies, only Algeria shares the 

same Eurocentric approach of its top export destinations by the year 2014.  

Regarding Spain as a hegemon, neither of its colonies has it as its main trade 

partner.  Only Colombia, Mexico and Paraguay, which are all former Spanish colonies, 

have Spain as one of its top 5 export destinations.  Regarding the main export 

destinations of Spain and its former colonies, it was more similar back in 1970, with 
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many of them mostly exporting to the U.S. and Germany (FFR).  However, by 2014, 

Spain turned towards Europe, something its former colonies have not done. 

So, are former colonies mostly trading with or mostly imitating former 

hegemons?  By looking at the top three hegemons and former colonies the answer is no to 

both questions.  While colonial relationships were more important by 1970, particularly 

for recently independent countries, by the year 2014, trade relationships have diverged 

between former colonies and hegemons.  This finding is in line with the literature (Head 

et al. 2010). 

 

Does income level affect the selection of trade partners? Yes 

The literature in the previous chapter was concerned that to enter new export 

markets, firms had to pay a fixed cost to enter them; high-income countries would be in a 

better position to do so as they would have disposable income to pay for the access.  Hence, 

here I describe trade partners by the income level of the exporting countries, expecting to 

see different patterns across them.  Appendix 2, from Table 34 to Table 36, show the top 

ten export destinations by income tertiles.25   

The tables show some general trends that are worth pointing out when countries are 

divided into three income groups.  The main difference between the highest-income tertile 

                                                 
25 For the income analysis we miss some of the previous observations, as not all of the countries are 

covered by PWT9, our source of income information. The countries or territories not included depend on 

data availability for different reasons.  These are, for different years: Afghanistan, Cuba, Czechoslovakia, 

East Germany, Hungary, former Soviet Republics, Guyana, Libya, Yugoslavia, and small islands (i.e., 

Faroe islands, French Polynesia, Guadeloupe, Kiribati, Martinique, Netherland Antilles and Aruba, 

Reunion, Saint Pierre and Miquelon, Samoa, Solomon Islands, Somalia, Tonga, Vanuatu, U.S. Virgin 

islands).  I grouped these countries on an additional table in Appendix 2 in Table 37.  The table shows that 

the volume of trade is less than 2% of the trade in the other three categories 
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and the middle-income tertile appear to be that the former shows: i) a lower proportion of 

trade exported to the U.S.A. (i.e., by 2014, the former was 10% and the latter 16%); ii) 

since the 1990s, a larger share of exports oriented towards Belgium, Canada, China and 

Taiwan, rather than towards Hong Kong, Singapore and South Korea among middle-

income countries.   

The main difference between the highest income tertile and the lowest-income 

tertile appears to be that the former shows: i) the lower proportion of trade exported to the 

U.S.A., although by the year 2014, the gap between them had diminished considerably 

(i.e., 1965 it was 10% and 19%, respectively; in 2014, it was 10% and 12%); ii) the former 

U.S.S.R. did not play an important role, compared to that for the low-income tertile until 

1985; and iii) Japan, India, the United Arab Emirates and Singapore are not among the top 

export destinations of high-income countries, compared to that for the have in the low 

income tertile since 1995. 

 

Are certain export destinations associated with high economic growth?  Yes 

Finally, I evaluate whether high-growth countries show a particular pattern 

regarding their export destinations.  I start by describing export destinations, considering 

the recent 5-year growth of countries.  Thereafter, I classify countries by their future 5-

year growth.  To do this, I order countries according to their economic growth and 

classify them in three groups or tertiles.  Then, I evaluate the mean number of trade 

partners, the proportion of exports to the top five trade partners, and the destination 

concentration (HHMCI).  The analysis can be seen in the Appendix 2 in Table 38 and 
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Table 39.  The two tables in the Appendix show that, regarding the average number of 

trade partners and the concentration of exports, measured via the HHMCI, there is no 

clear pattern with economic growth, as most of the countries have a highly diversified 

trade partner basket.  However, the tables do show some differences between the trade 

partners of high- and low-growth countries. 

There are some patterns when we look at the top five export destinations and 

different levels of economic growth.  I start with Table 38 (Appendix 2), which shows 

recent economic growth and export destinations.  This shows how recent growth may 

have allowed certain countries to access new markets.  When we look at the table, we 

find that while the USA is usually the main trade partner and the proportion of exports to 

this destination is between 10 and 20%, regardless of the economic growth.  We find that 

the top 2 to 5 export destinations do differ across economic growth tertiles.  In the last 

two decades, Hong Kong and Taiwan are key partners of high-growth countries but not 

low-growth countries.  In Table 39 (Appendix 2) the idea is to detect a pattern between 

export destinations and future growth.  There are some differences in the top 5 export 

destinations that are in the highest versus the lowest tertile.  While the former includes 

Belgium-Luxembourg, Netherlands, Hong Kong, and Taiwan, the latter includes Canada, 

Singapore, and China.  We can see then that , not only there are some differences 

between high growth countries and low growth countries and their export destinations.  

We also see that Hong Kong and Taiwan do appear to be key export destinations for 

medium-term high-economic growth countries. 
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Conclusions 

What have we learned about export destinations?  First, the selection of export 

destinations is dynamic; even though the United States is the largest trade partner for the 

world, its relative importance has diminished, and, in the meantime, the importance of 

many European nations has also diminished while that of Asian nations has increased.  

Second, not all countries have the same export destinations, as not all countries export to 

the same number of nations.  Even when nations export to a few countries, their trade 

partners are not the same.  Third, the relative importance of each top trade partner varies 

across countries.  In the year 2014, the average country’s top destination concentrated 30% 

of its exports; however, for Germany that number was 9% (France) and for Mongolia it 

was 94% (China).  Fourth, only Western European and North American countries mostly 

trade with their neighbors.  Latin American and African countries mostly export to non-

neighboring countries.  Fifth, colonial relationships hardly have an enduring impact on a 

country’s trade partners.  Sixth, income affects a country’s decision when picking trade 

partners.  For example, high-income countries export more to Germany France, the UK, 

Taiwan, Canada and Belgium, while low-income countries trade more with Japan, India, 

the United Arab Emirates, Singapore, and Spain.  Seventh, we find that there are certain 

top export destinations more strongly associated with high economic growth than others.  

Hong Kong and Taiwan are among the top five export destinations for the tertile of high-

growth countries, while China and Singapore are present for the tertile with the countries 

experiencing the lowest growth.  This suggests some export destinations are more 

important for economic growth than others.    
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CHAPTER 3. CHOOSING TRADE PARTNERS TO AVOID LAGGING BEHIND 

“The subject of international economics is concerned with the trade of a 

country vis-à-vis the world, and has little to say about the choice of its 

trading partners” 

Edward Leamer and James Levinsohn
26

 

 

Introduction 

In recent last years, the firm-level literature has found that some export 

destinations are more favorable than others (Bastos and Silva 2010; Manova and Zhang 

2012; Martin 2012; Görg, Halpern, and Muraközy 2017).  These studies, looking at 

exporting or manufacturing firms from Portugal, China, France, and Hungary find that 

export prices and sales increase when export destinations are richer, larger and farther 

away.  This is likely the consequence that some export destinations are willing to pay 

higher prices for higher quality goods (Crozet, Head, and Mayer 2012) which demand a 

more skilled workforce (Brambilla, Lederman, and Porto 2012); or the presence of fixed 

cost to access new markets, the presence of transportation iceberg costs, market and firm-

specific costs and demand (Eaton, Kortum, and Kramarz 2011).  Additionally, the 

business literature suggests that different export destinations do impact what and how a 

firm produces and hence potentially its chances of survival in a highly competitive world 

(Berger and MIT Industrial Performance Center 2006, 45).   

                                                 
26 (Leamer and Levinsohn 1995, 1385) 
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What are the country-level implications of these findings?  There is little 

discussion on this, despite the fact that it should be evident that export destinations play a 

key role in enabling or limiting what type of goods a country can export, an aspect that 

has been emphasized in the growth literature in recent years (Lall, Weiss, and Zhang 

2006; Hausmann, Hwang, and Rodrik 2007; Lederman and Maloney 2012).  Yet the 

discussion has focused on how export destinations affect economic growth.  After all, a 

higher-quality product, or a new product, might only be profitable if a new export 

destination is reached: Mexico might not be successful at exporting cheap electric 

bicycles to the United States, but it could find a receptive market in the Caribbean and 

South Asia.  This study explores whether export destinations, referred here also as trade 

partners, do impact economic growth at the country-level.   

In this chapter I argue that it is not enough to find that export destinations matter 

for manufacturing firm performance to assume that they also matter for economic 

growth.  Manufacturing firms surely can benefit in different ways, by minimizing slack 

capacity, diversifying risk, and by taking advantage of economies of scale and scope.  Or, 

simply by earning a higher return because the new destination has a market structure with 

higher prices.  These firm-level findings emphasize the role of transportation costs, high-

quality input costs, and preferences.  However, they are not the only mechanisms in place 

through which a trade partner may impact economic growth.  There are other three 

mechanisms that firm-level studies miss due to data limitations or because the 

phenomenon takes place outside the manufacturing firms: structural change; risk 

diversification; and, economies of scale and scope outside the firm.   
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Firm-level studies may be biasing the impact of export destinations.  Let me start 

by explaining the downward biases.  First, a firm-level study could find that a new trade 

partner increases firm’s jobs but not its productivity.  However, particularly for 

developing countries, if the worker was previously employed in a non-manufacturing 

low-productivity activity, the overall productivity of the country will in fact increase 

(Kuznets 1966, 1973; Jorgenson and Timmer 2011).  Second, firm-level studies would 

not be able to detect risk diversification when different firms in the same sector, or 

different sectors, decide to export to different trade partners.  This risk management 

mechanism is important if the economy in general, or some sectors in particular are prone 

to hysteresis (Dixit 1992; Göcke 2002).  Third, economies of scale and scope outside the 

firm improve the performance of firms in other sectors would pass unnoticed in firm-

level studies.  Alternatively, it is also possible that the firm-level studies bias their results 

upwards in the presence of: a) a positive covariance between trade partners (consider 

Mexico diversifying its export destinations away from the United States by increasing its 

exports to Guatemala, Honduras, and El Salvador, all highly dependent on trade among 

themselves and the United States); and b) negative externalities between destinations 

(imagine different shipping lines going to different destinations increasing port 

congestion and hence increasing costs and delays).  Consequently, the impact of export 

destinations on economic growth is an open question, particularly medium-term 

economic growth, considering that structural change and economies of scope may take 

time to surface. 
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But, why would firms not consider exporting to destinations that would allow 

them to grow faster?  The economic development literature has found considerable 

resource misallocation suggesting such opportunities for growth are being wasted 

(Banerjee and Duflo 2005).  Not exporting, not exporting enough, not exporting 

sophisticated goods, or not exporting to desirable destinations would be just a symptom 

of these resource misallocation.  The literature suggests two reasons why firms cannot 

overcome this: coordination and information externalities (see Chapter 2).  There are 

other motives.  Considering the absence of medium and large firms in developing 

countries (Hsieh and Olken 2014), a sole firm may not be able to overcome the large 

fixed costs involved in establishing the new relationships needed to generate a new 

supply chains: i.e., refrigerated air transportation to an export destination with no direct 

passenger flights.  And if the firm succeeds, competition may soon appear and deplete the 

rents that would have been necessary to compensate for the investment that the first firm 

incurred.  A third reason is suggested by the agricultural economics (Quinn 1978; 

Chibnik 1981) and the behavioral economics literature (Tversky and Kahneman 1974; 

Simon 1979): in the face of bounded rationality and uncertainty, people rely on heuristics 

or “rules of thumb” that may not always generate the optimal solution.   

Therefore, to contribute to this discussion, my study estimates the impact of the 

choice of export destinations on economic growth, using international trade data from 

1965 to 2014.  Acknowledging the dynamic aspect of international trade, and its 

competitive nature, I specifically test if the similarity of a country’s trade partner basket 

or bundle with that of high-income countries increases economic growth.  By trade 
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partner basket I mean a country’s trade partners and the proportion of exports each one 

represents.  Using an OLS fixed-effects model, and a dynamic panel model, I find that 

low and middle-income countries with a trade partner basket like that of high-income 

countries grow slower.  This is likely an indication that low- and middle-income 

countries may be at a disadvantage when they export to countries with large high-income 

export presence.  I conduct an exploratory instrumental variable (IV) approach and find 

that the results hold for the whole sample. 

This is an underexplored area so there is no agreement on the best measure.  

Consequently, I also consider other variables connected to export destinations, such as 

their distance, income, and how diversified is the trade partner basket.  I find that the 

average distance of export destinations, weighted by the proportion of each trade partner 

exports, has a negative coefficient and is statistically significant.  However, its effect is 

only relevant for high-income countries.  Furthermore, this variable does not weaken the 

results from the main driving variable mentioned above used in the study.  Other 

variables to describe trade partners do not show a robust impact on economic growth, 

emphasizing the dynamic nature of international trade.   

I conduct different robustness test.  They are designed to take into consideration 

different aspects that may threaten the validity of my results: i) extreme values as many 

countries are too small to benefit from trading with many partners due to insufficient 

economies of scale; ii) countries with highly concentrated exports, having little to benefit 

from looking towards new partners; iii) how I classified countries by income level; iv) the 

type of dependent variable I picked to represent economic development; v) the trade data 
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set I use; and vi) autocorrelation or how previous observations may impact my estimate; 

and vii) spatial autocorrelation or how neighboring observations may impact my 

estimates, considering my dataset has a geographic distribution. 

This is, to my knowledge, the first attempt to estimate the impact of export 

destinations on economic growth, accounting for many exporting countries and many 

export destinations.  The closest study has been the study of structural change and 

poverty reduction taking place in Vietnam after the 2001 U.S.-Vietnam Bilateral Trade 

Agreement (McCaig and Pavcnik 2016; McCaig 2011).  However, their study is limited 

to the U.S. as a trade partner, so its application is limited to the developing countries 

which already are exporting to the U.S.  Other studies have been descriptive and have not 

attempted to derive the impact of export destinations on growth.  Instead, they show that 

exports to multiple destinations are concentrated among a low proportion of multi-

product firms; this appears to be a consequence of varying entry costs and heterogeneous 

firm productivity (Eaton, Kortum, and Kramarz 2011; Bernard et al. 2011, 2012).  Other 

studies usually take a supply-side approach to international trade, which emphasizes the 

type of product exported (Serra 1613; Leamer et al. 1999; Sokoloff and Engerman 2000; 

Sachs and Warner 2001; Blattman, Hwang, and Williamson 2007); on product 

sophistication (Hausmann et al. 2007); and product diversification (Klinger and 

Lederman 2006; Cadot, Carrère, and Strauss-Kahn 2011; Lederman and Maloney 2012).  

This study by contrast takes a demand-side approach to international trade and economic 

growth, paying attention to the customers buying the product. 
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The following section describes the methodology and the data.  Then, I present 

the results and robustness checks.  Conclusions and policy implications are presented in 

the last section.  

 

Methodology and Data 

This section describes the methods and variables used to assess whether to whom 

the developing countries export matters.  The estimation strategy I follow uses an 

economic convergence growth model to which I apply a panel data with country fixed-

effects.  Then I describe the variables used to capture different aspects of trade partners.  

After that, I proceed to describe the data sources and I review the dataset.   

Estimation strategy 

Following recent studies on the impact of export sophistication and export 

diversification on economic growth (Hausmann, Hwang, and Rodrik 2007; Lederman and 

Maloney 2012), my main specification follows the neoclassical growth models that 

originated in the study of economic growth literature (Solow 1956; Baumol 1986). 

 

 

 
Equation 2. Fixed-effects estimation 

𝑔𝑖,𝑡+1 = 𝛽0 + 𝜷𝟏TradeParnter𝑖𝑡 + 𝛽2𝑌𝑖𝑡 + 𝛽3𝐻𝑢𝑚𝑎𝑛𝐾𝑖𝑡 + 𝛽4𝑃𝑟𝑜𝑑𝐸𝑥𝑝𝑖𝑡 + 𝛼𝑖 + 𝑢𝑖𝑡  

where 𝑔𝑖,t+1 is annual economic growth in the next period, which in this case it represents 

the average annual growth over the future 5 years.  A future 5-year average annual 

growth allow us to capture medium-term economic growth.  This is necessary because we 

consider that the impact of trade partners may not be automatic, it may take some time to 
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impact the exporting economy, as it adapts its production structure to the changing 

situation of its export destinations.  Other papers, looking at long periods have also used 

5-year periods, whether to conduct cross-section gravity model estimations as in, 

(Frankel et al. 1997); or to conduct panel growth regression analyzing export 

sophistication, as in (Hausmann et al. 2007).27  TradePartner𝑖𝑡 accounts for the effect of 

the choice of trade partners on economic growth.  My main trade partner variable 

represents the average income of a country’s competitors across the destinations it 

exports to.  This and other variables used to account for trade partners are described 

below.  𝑌𝑖t is the income per capita of country i at the start of the period under analysis, to 

control for the tendency towards convergence, or the tendency of capital returns to 

equalize.  𝐻𝑢𝑚𝑎𝑛𝐾𝑖𝑡 is an measure of a country’s human capital at the start of the period, 

a key variable used in endogenous growth models. Then, 𝑃𝑟𝑜𝑑𝐸𝑥𝑝𝑖𝑡 represents the goods 

exported by each country.  For this I use two variables.  First, I control for the effect of 

exporting sophisticated goods, defined as the expected income of a country considering 

its exports, as in Hausmann et al. (2007).  Second, I control for the effect of having 

exports concentrated in a few goods, as in Lederman and Maloney (2012). Finally, 𝛼𝑖 

controls for country-fixed effects and 𝑢𝑖  is the error term.   

What do I expect to find?  For the effect of the choice of export destinations on 

economic growth, my main variable represents the average income of a country’s 

competitors across the destinations it exports to.  I expect a negative sign.  The reason is 

                                                 
27 Later on, as a robustness check, using a smaller dataset, I test the sensitivity to different time-horizons.  I 

do find that using the average growth of the future 4 and 5 years is statistically significant, whereas 

previous years are not. 
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that low- and middle-income countries may not be able to grow as fast when they are 

directly competing against high-income countries.  For the initial income per capita I 

expect to find a negative sign, reflecting convergence.  This is a highly debated topic.  A 

recent review emphasized the lack of convergence in the literature (Johnson and 

Papageorgiou Forthcoming).  However, a response to these article has pointed out that, 

when the analysis focuses in more recent years, specifically after 1990, the data shows a 

negative slope, evidence of unconditional convergence (Patel et al. 2018).  Regarding the 

human capital variable, following the literature since Romer (1986), I expect a positive 

sign.  Regarding the two variables representing goods exported by each country, I would 

expect that more sophisticated goods had a positive impact on economic growth while 

more concentrated exports would have a negative impact on economic growth.  However, 

as Table 3.1 in Lederman and Maloney (2012) shows, both of these variables may not be 

statistically significant.   

To the best of my knowledge, this is the first study to conduct an analysis of the 

impact of export destinations on economic growth, despite the growing findings coming 

from firm-level studies.  A reason for this gap in the literature is likely the absence of an 

identification strategy that allows us to control for the endogeneity problem; hence, the 

topic is not attractive to economists or journals, particularly after three events.  First, the 

literature has been attempting to respond to the endogeneity challenge for almost two 

decades, particularly through the implementation of instrumental variables (IVs) (Frankel 

and Romer 1999; Hausmann et al. 2007).  Second, the literature has faced two rounds of 

criticism over the use of IVs because the instruments used often do not fulfill one of the 
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two main requisites for an IV to provide good estimates, the condition of exogeneity.  

Briefly: a) country size, country bi-lateral distances, border sharing and whether the 

country was landlocked can be used to instrument for trade openness but also for 

institutions (Srinivasan and Bhagwati 2001; Dollar and Kraay 2003a); b) population and 

land area are used to instrument for the sophistication of export goods, development aid, 

and trade openness (Bazzi and Clemens 2013).28  Aware that IVs are less than ideal, we 

will implement them cautiously; this will be described in more detail in the empirical 

section.  Concurrently, we will employ an OLS fixed-effects model and a dynamic panel 

model to assess the robustness of the estimates.  Nonetheless, the reader should be aware 

this approach suffers from an endogeneity problem: different trade partners may increase 

economic growth, but it is also possible that, in the presence of fixed costs, economic 

growth allows to access new export destinations.   

Data 

To conduct trade analysis at the product level, “the best source” is the United 

Nations Commodity Trade Statistics Database (UN Comtrade) (Andriamananjara et al. 

2013).  Different country-level trade studies rely on this dataset (Hausmann et al. 2007; 

Bahar and Santos 2018).  To conduct the panel data analysis, I use the Standard 

                                                 
28 Recently, a couple of papers have been published dealing with the endogeneity problem in a different 

way.  Their methodological approach has been to use randomized control trials (RCT) and natural 

experiment studies in the international trade literature.  This literature has found indirect evidence that 

exports do promote economic growth.  RCTs have provided evidence of learning-by-exporting, important 

to explain how exporting activity increases future firm productivity, whereas natural experiments have 

shown that there are gains for countries opening to trade (Atkin et al. 2017; Bernhofen and Brown 2005).  

Despite their strength in overcoming the endogeneity problem, these two methods have important 

drawbacks.  RCTs are expensive and requiring firms to export to a random group of trade partners may be 

hard to achieve.  A natural experiment has not taken place recently to take advantage of it.  See Appendix 

5 for a longer explanation on the limitations of this methodology for the problem under discussion. 
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International Trade Classification (SITC) revision 1.  The sample starts in 1962 for some 

countries.  The main disadvantage of this data set is that it has fewer product categories 

than the alternative, the Harmonized System (HS) classification of export goods, also 

provided by UNCOMTRADE.  This should not be a problem considering our focus here 

is to assess trade partners rather than goods exported.   

To account for initial income and human capital I use the information from the 

Penn World Tables version 9.0 (PWT9) (Feenstra et al. 2015).  I use the output-side real 

GDP using chained (real) purchasing power parity (PPPs) in millions of US$ from the 

year 2011.  In the case of human capital, PWT9 generates an index using information on 

education attainment and returns to education.  Data for the Penn Tables is available up to 

the year 2014.   

For export sophistication I employ EXPY-product, the expected income of a 

country considering the income of countries with similar export baskets, following the 

definition used by (Hausmann et al. 2007).  Second, for the measure of export 

diversification, I use the Hirschman-Herfindahl Product Concentration Index (HHPCI) 

described in World Bank (2013).  

For other variables I will consider, such as the distance between countries, I use 

the Gravity dataset and the GeoDist dataset from the Centre D’Études Prospectives et 

d’Informations Internationales (CEPII) (Head and Mayer 2014; Mayer and Zignago 

2011).  
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Main independent variable 

I am interested on how economic growth is affected by a country’s trade partner 

basket -that is, the country’s collection of export destinations and the proportion of 

exports each one represents.  To test the role of export destinations, there are three 

concerns.  First, is endogeneity, the possibility that it is higher income what is driving 

trade partner selection, and not the other way around.  Second, insufficient variation 

across time, as some of the trade partner variable characteristics may not change much, or 

not at all, through the years.  Third, my interest is to identify policy-relevant policies, 

variables that are possible to modify through policy intervention.  Obvious trade partners ́ 

characteristics, such as their distance, population, or average income, may not be ideal for 

these reasons.  After all, to endogeneity concerns, it is possible that a higher income may 

allow a country to pay the large fixed costs needed to export to countries with higher 

income, larger populations, and that are located farther away.  Besides, distance is hardly 

a policy-relevant variable and does not vary much across time -by the way we measure it, 

distance is weighted by exports, so some changes across time do occur.   

Instead, I use as trade partner variable the average income of a country’s 

competitors across the destinations it exports to.  Another way to think of it is how 

similar a country’s trade partners basket is to that of high-income countries.  While a 

country may decide the country it exports to, it is not in direct control of the decisions of 

the trade partners of other countries.  Furthermore, a high-income economy, due to its 

income level, may have firms with a larger ability to pay the fixed cost and therefore be 
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more flexible to adjust to market opportunities than that of developing nations.29  I call 

this variable the expected income of a country considering its trade partners basket 

(YTPB).  I build YTPB, the average income of competitors, considering how two other 

variables have been built in the past: Revealed Comparative Advantages (RCA) (Balassa 

and Noland 1989) and degree of export sophistication (Hausmann et al. 2007).   

Building YTPB, the average income of competitors, is a two-step process because 

I need to capture the behavior, not of the trade partners, but of all the countries exporting 

to the same export destinations.  I start by capturing the competition environment for 

each export destinations.  I do this by building the weighted average income of all the 

countries exporting to each trade partner (YPartner).  YPartner is a characteristic of each 

export destination and is equivalent to its competition environment or the expected 

income an exporting country would have if it exported only to a particular trade partner.  

One may even say it is, then, a raw measure of trade partner productivity.  Thereafter, for 

each exporting country, I weight YPartner by the relative importance each trade partner 

has in total exports.  The resulting variable is YTPB, the income of competitors, or the 

expected income of a country considering its trade partners basket.  Figure 1 illustrates 

how the variable is built.  

 

 

 

                                                 
29 To overcome any concern over endogeneity I do conduct an instrumental variable (IV) robustness 

analysis as described below. 
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Figure 1 Constructing YTPB - the average income of the competitors faced across export destinations 

 

 

 

 

Let me start describing each step now.  First, I build YPartner, the competition 

environment in each exporting destination.  Competition is described by the average 

income of all the countries exporting to that destination.  In Equation 3, 𝑥𝑖𝑝𝑡 is the 

exports of country i to partner p in time t and 𝑋𝑖𝑡 is total exports of country i in time t.  

𝑌𝑖,𝑡  is the income of the exporting country at the start of the period.  To have an idea how 

this looks, Table 8 shows the top and bottom 5 countries by YPartner for the year 2010.  

In Appendix 3 Table 40 I include the same information for other years.  The table 

suggests countries exporting to Greenland, South Korea or Macao would enjoy higher 

expected incomes than those countries exporting to Niger, Rwanda or Guam.  We see the 

effect of small countries in the table, having important places in both the top and the 

bottom places.  This is partly the consequence of their scale, their geographic location, 

and history.  As these countries are small, they cannot export to or import from many 
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destinations, they rely on proximity or long-standing trade relationships.  To minimize 

the concerns that the effect of small countries may introduce to the analysis, I will 

conduct a robustness check where I will proceed to exclude them.  The analysis shows 

that small countries do not greatly bias the results.  

 

 

 
Equation 3. YPartner: competition environment for each export destination  

𝑌𝑃𝑎𝑟𝑡𝑛𝑒𝑟𝑝𝑡 = ∑
(

𝑥𝑖𝑝𝑡

𝑋𝑖𝑡
)

∑ (
𝑥𝑖𝑝𝑡

𝑋𝑖𝑡
)𝑖

∗ 𝑌𝑖,𝑡

𝑖

 

 

 

 
Table 8 Top and Bottom YPartner (competition environment for each export destination) for year 2010. 

Top/Bottom Country YPartner 

Top 1 Greenland 40,367 

Top 2 Saint Pierre and Miquelon  36,710 

Top 3 South Georgia and the South Sandwich Islands 32,468 

Top 4 Republic of Korea 31,862 

Top 5 Macao, China 31,357 

Bottom 5 Niger 2,173 

Bottom 4 Rwanda 2,052 

Bottom 3 Pitcairn 827 

Bottom 2 Guam 377 

Bottom 1 Northern Mariana Islands 336 

 

 

 

The second step is to construct YTPB, the income of competitors.  This variable, 

as mentioned above can also be the expected income of a country considering its trade 

partners basket.  Now that I have competition environment for each export destination 

(YPartner), I will weight each of them by their relative importance in each country’s total 

exports (
𝑥𝑖𝑝𝑡

𝑋𝑖𝑡
), as shown in Equation 4.  To have an idea how this looks, Table 9 shows 
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the top and bottom 5 countries by YTPB for the year 2010.  In Appendix 3 in Table 41 I 

include the same information for other years.  The table shows that countries imitating 

high-income exporters were Iraq, Venezuela, Kuwait, Saudi Arabia, and Bahrain.  In 

contrast, countries exporting to trade partners that other low-income countries partnered 

with in 2010 were: Benin, Mali, Senegal, Gambia, and Lesotho.  Note for 2010 the large 

proportion of big oil exporters in the top position, while little countries are small African 

countries.  As mentioned already, I will conduct a robustness check and show that including 

or excluding small countries provide very similar estimates.  I also conduct a robustness 

check excluding oil-dependent and, more generally, single-commodity-dependent 

countries.  I find that excluding oil countries do diminish the coefficients close to 30%.  

 

 

 

Equation 4. YTPB: the income of competitors 

𝑌𝑇𝑃𝐵𝑖𝑡 = ∑ 𝑌𝑃𝑎𝑟𝑡𝑛𝑒𝑟𝑝𝑡 ∗ (
𝑥𝑖𝑝𝑡

𝑋𝑖𝑡
)

𝑝

 

 

 

 

Table 9 Top and Bottom YTPB (income of competitors) for year 2010 

Top/Bottom Country YTPB 

Top 1 Iraq 26,197 

Top 2 Venezuela (Bolivarian Republic of) 25,618 

Top 3 Kuwait 25,522 

Top 4 Saudi Arabia 24,857 

Top 5 Bahrain 23,858 

Bottom 5 Benin 9,529 

Bottom 4 Mali 9,508 

Bottom 3 Senegal 9,137 

Bottom 2 Gambia 9,076 

Bottom 1 Lesotho 7,994 
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Descriptive statistics 

Table 10 shows the descriptive statistics for the variables I will use from 1965 to 

2014.  The panel is unbalanced, because data availability is not homogenous.  The dataset 

starts with a minimum of 77 countries in 1965 and expands to 156 in 2010.   

 

 

 

Table 10 Descriptive Statistics for panel growth regression (1965-2014) 

 Obs mean sd min max 

Future 5y growth  

(annual %) 
1642 2.4 5.9 -49 82 

YTPB 1169 20.8 17.0 0.2 177.8 

Initial income per capita 1642 21.1 153.7 0.0 2,877.3 

Human capital index 1339 2.06 0.71 1 4 

Product sophistication 1146 13.4 37.7 0.0 1,211.0 

Product diversification 1137 0.22 0.27 0 1 
Note: income per capita in PPP US$0,000 from 2011.  Also, in $0,000: initial income per capita and 

product sophistication. 

 

 

 

The table shows a few unexpected extreme values.  Economic growth shows a 

minimum and maximum annual growth of -49% and +82%; these are extreme values.  

The literature has recognized this as a consequence of small countries presenting extreme 

values; the minimum value corresponds to Bermuda and the maximum value to Turks 

and Caicos Islands, both during the years 2000-2005.  This also explains the maximum 

value of the initial income per capita: $2.9 million for Bermuda in the year 1975.  Hence, 

following Cadot et al. (2011), one of the robustness checks I conduct removes countries 

that have fewer than 1 million inhabitants.   

 



 

75 

 

Empirical Results 

This section evaluates whether developing countries choice of export destinations 

matters.  Table 11 shows the results from different specifications, after controlling for 

initial income, human capital, product sophistication, and product diversification.  YTPB, 

the income of competitors, or the income expected given a country’s trade partner basket, 

is statistically significant and it impacts growth negatively in the OLS and fixed-effects 

models, see columns 1 and 2.  The coefficient is similar.  The results suggest that 

imitating high-income trade partner basket diminishes countries ́ medium-term economic 

growth .  Regarding the rest of the variables, initial income and human capital are 

statistically significant and with the expected sign.  Product diversification is not 

statistically significant, whereas product sophistication appears with a negative sign, 

unexpectedly.  There have been criticisms in the past that this variable may not be as 

robust as originally expected (Lederman and Maloney 2012).  So, the insignificance of 

this variable may not be surprising, and any impact that it may appear to have should be 

treated with caution. 

It is possible that the impact on export destinations is heterogeneous across 

countries with different income levels.  In Table 11, columns 3 to 5, I divide the sample 

of countries into tertiles, according to their income in 1990.  The results show that low 

and middle-income countries with high YTPB grew slower.  The impact for the lowest-

income tertile is almost twice as large as the coefficient found for the full sample in the 

OLS analysis.  The coefficient for the middle-income tertile is slightly also larger than 

that found for the full sample.  In contrast, YTPB loses statistical significance for the  
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Table 11 OLS and fixed-effects regressions; also includes fixed-effects regressions divided by tertiles (1965-2014) 

  

VARIABLES 

OLS Fixed-effects 

Fixed-effects by tertiles 

Lowest Middle Highest 

(1) (2) (3) (4) (5) 

            

YTPB -0.497*** -0.508*** -0.912** -0.677*** -0.0876 

 (0.129) (0.146) (0.353) (0.195) (0.163) 

Initial income -0.634*** -1.324*** -18.84*** -5.694*** -0.945** 

 (0.134) (0.469) (5.964) (0.918) (0.421) 

Human capital 1.777*** 3.239*** 10.39*** 5.486*** 0.473  
(0.248) (0.958) (2.889) (0.773) (1.615) 

Product 

sophistication 

-0.245*** -0.325*** -0.137 -0.335*** -0.00830 

(0.0531) (0.0575) (1.228) (0.0285) (0.373) 

Product 

diversification 

0.987 0.820 3.453 -0.0470 0.718 

(0.858) (2.172) (3.174) (1.500) (4.821) 

Constant 0.809 -1.333 -8.599** -2.542 4.189 

 (0.554) (1.793) (3.506) (1.516) (3.316) 

      

Observations 1,011 1,011 294 346 371 

R-squared 0.097 0.113 0.246 0.228 0.120 

Countries   143 47 49 47 
Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust standard errors in parentheses.   

Covariates: initial income per capita in PPP US$0,000 from 2011 in $0,000, human capital index, and product sophistication and product diversification.  

The average income for each tertile, in 1990, from the lowest to the highest was: $1,546; $6,506; and $69,588.   

*** p<0.01, ** p<0.05, * p<0.1 
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countries among the high-income tertile.  This allow us to be more specific: low- and 

medium-income grow at a slower pace when they imitate the trade partner basket of high-

income countries.   

Is the impact of trade partners economically relevant?  The brief answer is yes, 

with the caveat that endogeneity is still present in our estimates.  We will tackle those 

concerns in the next section.  Keeping that in mind, I will do the analysis by tertile, 

following Table 11.  The average growth of the countries in the lowest-income tertile 

during the period under analysis was  2.01%.  Increasing YTPB by one standard 

deviation (1.21 or 34%), would have diminished their economic growth from 2.01% to 

0.91%.  Hence, for these countries, to increase the similarity of their trade partner basket 

to look more like that of high-income countries by one standard deviation would diminish 

their economic convergence capacity.  It would have taken them 79 years to double their 

income per capita instead of 36.  For the middle-income tertile, increasing YTPB by one 

standard deviation (1.69) diminishes economic growth by 1.14%, increasing from 25 to 

41 years the time they would need to double their income.  In summary, it appears that 

both low- and middle-income countries lose economic dynamism, similar in magnitude, 

from imitating the trade partner baskets of high-income countries.  It is possible that 

competing against high-income countries in the same markets may not necessarily be a 

winning strategy for developing countries. 

Are these estimates too high?  We argue that it our results are plausible, judged by 

the coefficients of other key variables from the economic growth literature and the firm-

level literature discussed in Chapter 1.  From the growth literature, increasing export 
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product sophistication by 10% is found to increase economic growth by 0.5% (Hausmann 

et al. 2007), a much larger coefficient than the one we found for export destinations.   

Regarding the firm-level literature on trade partners, we should not expect that 

our estimates to match those of firm-level studies because the latter do not include all the 

economic activity in the country, nor can they account for all the potential mechanisms 

that export destinations have on economic activity.  However, we have three key findings 

to contrast our coefficient, and we will see, their coefficients are much larger than the 

ones we found for trade partners.  First, trading with a partner that is 10% more distant 

increases prices by 0.5% but decreases the number of firms and products by 7% and 8% 

respectively.  Second, trading with a partner with a 10% larger economy increases prices 

0.2-0.5% and increases the number of firms and products by almost 5% each.  Finally, 

trading with a partner with an income per capita 10% higher increases prices by 0.1-

0.2%.   One then concludes that the results are not too far off from the magnitudes found 

in this literature.   

What is it about the export destinations that drives these results?  My current trade 

partner measure stresses the relevance of high-income competition as the main driver of 

the negative growth effect.  However, other measures of trade partners may show that 

other explanations may be also important and hence show different mechanisms at work 

that should be considered.  To answer this, here, I will test different measures of trade 

partners.  I group other trade partner variables in three groups: i) variables suggested by 
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trade and by firm-level studies (population, income and distance);30 ii) variables 

accounting for risk diversification; and iii) accounting for trade policy.  Appendix 4 

shows the formulas employed and the descriptive statistics.  Table 12 shows the results 

of different specifications, showing the OLS results for: bi-variate analysis, 

controlling for country fixed-effects, covariates, and also by dividing per income tertile.  

For comparison purposes, I also added YTPB to the table.  The table shows that other 

definitions of trade partners do not appear to be robust compared to the variable that we 

have been using so far, with the exception of distance.  Below I provide a detailed 

description of these results. 

In the first group we consider population, income and distance.  I start by asking 

if it is possible that it is a trade partner’s size that drives the results?  I check for this by 

accounting by the export-weighted average of each country’s export destinations income 

and population. The results are not robust, suggesting that export destinations ́ income 

and population do not materially help explain the impact of export destinations on 

economic growth. 

 

                                                 
30 As mentioned in Chapter 1, firm-level studies consider a trader partner’s income and distance to be 

important characteristics of firm’s performance, see Table 1.  The trade literature emphasizes size (income 

and population) and distance as key predictors of bilateral trade.  This is known as the gravity model.  This 

empirical finding cannot be explained solely by comparative advantages or increasing returns, but by a 

combination of both: trade among OECD countries can be explained by increasing returns to scale, 

considering the relevance of their intra-industry trade, whereas the trade between developed and developing 

countries appears to conform to the Heckscher-Ohlin model, considering its interindustry nature (Evenett 

and Keller 2002).  The gravity model literature also recognizes that bilateral trade among countries is 

affected by other characteristics, such as: language, rule of law and colonial linkages (Keith Head, Mayer, 

and Ries 2010).  One has to be aware that there is an important difference between my analysis and the 

gravity model.  The gravity model relies on bilateral trade.  What I am doing is to link all trade partners 

with economic growth.  This should not be equivalent, as was mentioned in Chapter 1, as some trade may 

hinder economic convergence, see (Williamson 2011). 
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Table 12 Analysis of trade partner variables and economic growth.  Panel data analysis (1965-2014) 

 1 2 3 4 5 6 

Partners ́ population 0.00403*** 0.00287 0.000999 0.000685 0.00613 -0.00275 

 (0.00133) (0.00206) (0.00239) (0.00255) (0.00720) (0.00332) 

Partner’s income 0.0178 0.00122 -0.00348 0.0350* 0.00875 -0.159*** 

 (0.0138) (0.0155) (0.0168) (0.0177) (0.0116) (0.0574) 

Partner’s average distance -6.066*** -5.418*** -3.818** -2.523 11.86* -4.613*** 

 (1.383) (1.998) (1.650) (5.031) (6.400) (1.342) 

Average income neighbor 0.104 -0.555 -1.078 12.69 9.859** -1.515 

 (0.575) (1.609) (1.474) (7.870) (4.774) (1.542) 

(%) Export - Africa -2.235** 3.151 2.077 -2.984 7.270 2.537 

 (0.897) (2.132) (2.024) (2.072) (5.598) (10.11) 

(%) Export - Americas -0.427 3.300* 3.416* 0.209 3.368 0.610 

 (0.498) (1.753) (2.051) (4.085) (2.041) (4.573) 

(%) Export - Asia 2.425*** -0.184 -1.010 -0.140 1.586 -7.255 

 (0.802) (2.344) (2.463) (2.926) (5.073) (4.721) 

(%) Export - Europe -0.334 -2.991** -1.961 2.267 1.275 -9.060*** 

 (0.495) (1.347) (1.673) (2.441) (3.250) (3.019) 

(%) Export - Oceania -1.074 3.060 3.761 96.19*** -6.852 5.438 

 (2.481) (6.529) (7.141) (21.10) (10.39) (11.68) 

HHMCI -0.916 2.395 2.702 3.894 -5.626 11.10*** 

 (0.965) (2.936) (2.756) (2.771) (5.089) (3.535) 

Number trade partners 0.0101*** 0.0119** 0.00452 0.0204 0.0138 0.00400 

 (0.00197) (0.00492) (0.0112) (0.0204) (0.0128) (0.0173) 

(%) Export - FTAs 0.0707 0.0166 -0.0222 1.565*** 0.228 -0.0266 

 (0.0669) (0.0791) (0.103) (0.508) (0.151) (0.122) 

YTPB (main variable) -0.521*** -0.466*** -0.508*** -0.912** -0.677*** -0.0876 

 (0.110) (0.132) (0.146) (0.353) (0.195) (0.163) 

Country-effects  Yes Yes Yes Yes Yes 

Other covariates   Yes Yes Yes Yes 

Income tertiles    1 2 3 
Note: income per capita for partners and the FTA variable in PPP US$0,000 from 2011.  : Economic growth: future 5-year growth, except for 2010-2014.  SITC 

rev 1.  Robust standard errors in parentheses.  Controls: constant, initial income per capita, human capital, product sophistication, and product diversification.  

The average income in PPP $2011 for each tertile, in 1990.  Partners ́ average distance is in thousands of kilometers.*** p<0.01, ** p<0.05, * p<0.1 
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Is it possible that distance helps explain the findings from Table 11?  I do this in 

three different ways, by using: i) the export-weighted average distant of trade partners; ii) 

the export-weighted average income of contiguous neighbors; and iii) the proportion of 

exports going to the different continents.   

The average distance between the exporting country and its export destinations, 

weighted by proportion of exports from each trade partner, shows negative and robust 

results.  In this variable, the effect is positive for the middle-income countries and 

negative for the high-income countries.  But it is not statistically significant for the low-

income countries.   

How do we make sense of this finding considering that firm-level studies?  As 

discussed in Chapter 1, find that exporting to distant destination is linked to higher 

prices.  The evidence suggests that higher prices are compensating for transportation and 

other entry costs, while at the same prices the volume exported diminishes.  This trade-

off is clear in the Hungarian study conducted by (Görg et al. 2017), with distance 

increasing firm’s product prices but also diminishing the volume exported.  It is possible 

that for middle-income countries the price effect is more important and that for high-

income countries, the volume effect is more important. 

Regarding the other two ways to measure distance, average income of each 

country’s neighbors and the proportion of exports going to different continents, neither is 

robust. 

The second type of variable I consider is trade partner diversification because it is 

possible that what is important is that countries diversify the risk inherent in the markets 
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they export to: the lower the export concentration and the larger the number of countries, 

the lower the market risk.  I do this in two ways: using a measure of market 

concentration, the Hirschman-Herfindahl Market Concentration Index (HHMCI) and 

using the number of trade partners.  Neither measure of trade partner diversification 

appears to be robust, particularly once other covariates are introduced.  This is likely a 

consequence that there is already a high level of diversification, as seen in Figure 2. 

 

 

 
Figure 2 HHMCI Histogram (several year) 

 
 

 

 

The third type of variables I analyze is trade policy.  We consider that trade policy 

may indicate a country’s self-awareness that certain trading with certain trade partners 
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may allow for faster economic growth.  We evaluate this possibility by considering the 

proportion of total exports that countries devote to trade partners with which they have 

free trade agreements.  This variable also does not provide robust results. 

Finally, acknowledging that there are two potential mechanisms through which 

trade partners may impact economic growth, I ran a horse race, a series of regressions to 

test of strength of both variables together: the income of competitors and the average 

distance of export destinations.  Table 13 shows that both variables are robust together 

after the inclusion of other covariates, although partners ́ distance is only statistically 

significant for high-income countries.  It is also worth noting that, compared to the results 

in Table 11, the coefficient of our main variable, YTPB, the expected income of a 

country considering its export destinations basket, shows slightly higher coefficients once 

the partners ́ average distance is included.  The results suggest that export destinations 

slows down countries ́ economic growth depending on their level of economic 

development -more on this will be properly address below when we test convergence.  

Low- and middle-income countries should be particularly concerned with the level of 

(high-income) competition among their export destinations, whereas high-income 

countries should be concerned with devoting a large portion of their exports to distant 

destinations.  
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Table 13 Horse race: OLS and fixed-effects regressions; also includes fixed-effects regressions divided by tertiles (1965-2014) 

  

VARIABLES 

OLS 

(bivariate) 

Fixed-effects 

(bivariate) 

Fixed-effects 

(+covariates) 

Fixed-effects (+covariates) by tertiles 

Lowest Middle Highest 

(1) (2)  (3) (4) (5) 

             

YTPB -0.514*** -0.469*** -0.518*** -0.996** -0.672*** -0.0896 

 (0.112) (0.135) (0.149) (0.378) (0.187) (0.164) 

Partners ́ average 

distance -5.715*** -5.155** -3.712** -1.213 10.64 -4.595*** 

 (1.377) (2.035) (1.624) (4.785) (6.515) (1.344) 

       

Observations 1,146 1,146 1,000 291 339 370 

R-squared 0.050 0.033 0.118 0.254 0.242 0.130 

Countries   170 140 46 47 47 
Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust standard errors in parentheses.  Using income 

per capita in PPP US$0,000 from 2011. Also in $0,000: initial income per capita and product sophistication. 

The average income for each tertile, in 1990, from the lowest to the highest was: $1,546; $6,506; and $69,588.  Partners  ́average distance is in 

thousands of kilometers. 

*** p<0.01, ** p<0.05, * p<0.1 
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Robustness Checks 

In the previous section I implemented a fixed-effects model.  Here, to test the 

robustness of the results I conduct different tests: i) to control for extreme values, I 

exclude small countries as the literature recommends; ii) to control for countries that may 

have few goods to offer to different trade partners, and hence may have little benefit from 

looking towards new partners, I exclude oil- and commodity-dependent countries; iii) to 

verify that results are not an artifact of my preferred definition, I use different definitions 

of developing countries; iv) to test if my results are dependent on the type of dependent 

variable I selected to represent economic development, I also run a robustness check 

changing the dependent variable, instead of using the average 5-year economic growth, I 

use the next-5 year economic convergence, that is, how similar is a country’s income per 

capita to that of the U.S. in the future 5 years; v) to test if my results are dependent on the 

type of trade data, I use the Harmonized System classification of trade as an alternative to 

the SITC; vi) to control for autocorrelation, or how previous observations may impact my 

estimate, I use country and time fixed-effects and a dynamic panel analysis using the 

(Arellano and Bond 1991) estimator; and vii) to control for spatial autocorrelation or how 

neighboring observations may impact my estimates, considering my dataset has a 

geographic distribution, I implement a spatial autoregressive model. 

As was shown in Table 10, economic growth shows some extreme values.  The 

literature has shown concerns that small countries may bias the sample due to the extreme 

values they may present (Cadot et al. 2011).  A further reason to exclude them, I argue, is 

that this is not the type of developing country that the analysis is geared towards to, with 
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important physical limitations, as their size introduces limits the scale and scope of their 

production, consequently limiting the number of trade partners they may interact with.  

Following the literature, I remove countries that have fewer than 1 million inhabitants as 

Cadot and coauthors do, see Table 42 in Appendix 3.  If the results are to be relevant to 

most developing nations, removing outliers representing small countries, particularly 

small islands, should improve the estimates.  But, as Table 14 show, the YTPB 

coefficients are very similar to the previous results. 

In a second test, I exclude oil- and commodity-dependent countries to control for 

countries that may have little goods to offer to different trade partners.  Furthermore, the 

literature emphasizes the negative role of export concentrations on political and economic 

performance.  A further reason to exclude them, I argue, is that this is not the type of 

developing country that the analysis is geared towards to, probably requiring the type of 

fiscal and financial intervention like those in Norway and Chile to deal with the gains 

from their trade structure.  While the analysis already includes the product sophistication 

and product diversification variables, the analysis may still be biased by countries with 

high levels of commodity export concentration.  I do this in two ways.  I start by 

excluding countries for which oil and gas represents more than 50% of their total exports.  

Table 15 shows coefficients slightly smaller than those in Table 11.  I then evaluate this 

idea further, by excluding countries that are highly dependent on exporting a single 

commodity.  The results are very similar, see in Table 43 in Appendix 3. 
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Table 14 Fixed-effects regression excluding small countries (1965-2014) 

  

VARIABLES 

OLS 

Fixed-

effects 

Fixed effects by tertiles 

Lowest Middle Highest 

(1) (2) (3) (4) (5) 

           

YTPB -0.588*** -0.608*** -0.917** -0.740*** -0.265 

 (0.117) (0.148) (0.356) (0.193) (0.157) 

      

Observations 918 918 291 321 306 

R-squared 0.123 0.135 0.248 0.255 0.168 

Countries   133 47 46 40 
Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust 

standard errors in parentheses.  Using income per capita in PPP US$0,000 from 2011. The average income 

for each tertile, in 1990, from the lowest to the highest was: $1,546; $6,506; and $69,588.  All the 

regressions also include: constant, initial income, human capital, product sophistication, and product 

diversification.   

Small countries: less than 1 million inhabitants. 

*** p<0.01, ** p<0.05, * p<0.1 

 

 

 
Table 15 Fixed-effects regressions excluding oil-dependent countries (1965-2014) 

  

VARIABLES 

Excluding oil  

Lowest Middle Highest 

(1) (2) (3) 

        

YTPB -0.752** -0.364** -0.0412 

 (0.322) (0.148) (0.108) 

    

Observations 272 307 341 

R-squared 0.164 0.167 0.096 

Countries 46 48 43 
Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust 

standard errors in parentheses.  Using income per capita in PPP US$0,000 from 2011. The average income 

for each tertile, in 1990, from the lowest to the highest was: $1,546; $6,506; and $69,588.  All the 

regressions also include: constant, initial income, human capital, product sophistication, and product 

diversification.   

I exclude oil-dependent countries.  Here this means: 50% of their total exports are crude petroleum and 

natural gas.   

*** p<0.01, ** p<0.05, * p<0.1 
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Currently, I picked the year 1990 to divide countries by income level.  Here, I test 

if my definition of income levels affects my results, by changing the year I picked to 

conduct the tertile division of countries by income level.  This is important because the 

number of countries increases, as more information is available for former soviet 

republics, and the average of the highest tertile drops in the later years: it was $69,588 in 

1990 and then $37,644 by 2010.  Table 44 in Appendix 3 shows that when the year to 

divide the income tertiles is 2010, the results are similar to those reported so far.31 

As a fourth robustness check, I use a different dependent variable; here I use 

economic convergence.  So far, I have been using the average 5-year economic growth.  

Now, I will use the next 5-year economic convergence: how a country’s expected income 

per capita convergence to that of the U.S. in the future 5 years affects the results.  I 

selected the U.S. as the benchmark as the development literature considers it, despite its 

many differences with developing nations, to be a good representation of the 

technological frontier, see (Hsieh and Klenow 2009; Allen 2011).  There is another 

reason to use the convergence approach.  While exports generate growth, what we are 

concerned here is that exporting to certain destinations may diminish a country’s ability 

to reach convergence, a topic that has been explored in the economic growth literature 

when discussing commodity exports, see Williamson (2011).  In Appendix 3, from 

Table 45 to Table 47, the YTPB is negative and statistically significant, providing 

additional evidence that low- and middle-income countries exporting to trade partners 

                                                 
31 These figures appear to go in the “wrong” direction.  One has to take into consideration that this is an 

effect of a larger number of countries having available statistics, rather than a real decline in income across 

the globe. 
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with high competition (important proportion of exports from high-income countries) 

experience low convergence levels.  Table 45 shows the analysis with OLS, fixed effects, 

and fixed-effects per income level.  Table 46 removes small countries.  Table 47 

removes countries with high-oil dependency and high-commodity dependency, also using 

fixed-effects and income levels.   

To test if my results are dependent on the type of trade data, I use the Harmonized 

System (HS) classification of trade as an alternative to the SITC.  HS data is also 

available through UNCOMTRADE.  There are some difference worth mentioning 

between HS and SITC.  HS has more product categories, so it may be more useful to 

represent commodity trade, reason why it has been used as the main dataset in papers 

oriented to that analysis, see (Hausmann et al. 2007).  However, this dataset has an 

important limitation: it starts to be collected in 1992, so it has thirty years less.  This is a 

problem if we are interested in assessing the impact of trade partners, as penetrating new 

markets may take some years to come to fruition.  Hence, I check how different 

definitions of economic growth affects the results.  I show this in Appendix 3, across 

Table 48 to Table 51, where I use different dependent variables, the future average 

growth for the future 1, 2, 3, 4 and 5 years.  The tables show that the main independent 

variable, YTPB, becomes negative and statistically significant when the analysis uses the 

future average growth over the next 4 or 5 years.  The coefficient tends to converge 

toward similar values that we have seen so far.  Table 48 shows the analysis with OLS 

and fixed effects.  Table 49 removes small countries.  Table 50 removes countries with 

high-oil dependency and Table 51 removes countries with high-commodity dependency.  
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I also replicate these three tables conducting the same horse race with the distance 

variable, as shown in Table 13.  Results are shown in Table 52 to Table 55.  A feature of 

the horse race is that the partners ́ average distance is not as robust as YTPB.  Once we 

remove small countries, oil-dependent countries or single-commodity-dependent 

countries, partners ́ average distance stops being statistically significant.  However, 

YTPB maintains its strength. 

The sixth test I conduct is to account for autocorrelation, or how previous 

observations may impact my estimate.  When using a panel data of countries, the concern 

over autocorrelation, the dependence of the contemporaneous error term on previous 

error terms, needs to be addressed.  Hence, I conduct both a country and time fixed-

effects and a dynamic panel analysis using the (Arellano and Bond 1991) estimator, 

shown in Table 16.  I start with country and time fixed-effects.  Column 1 shows the 

results for all the sample of countries, whereas columns 2 to 4 show the results by tertiles. 

The analysis shows the coefficients are smaller than those in Table 11 but are now not 

statistically significant.  It is worth pointing out that the country and time fixed-effects 

were not conducted in the product sophistication and diversification literature (see 

(Hausmann et al. 2007; Lederman and Maloney 2012)) so it may suggest it may well 

have not been statistically significant for them either.  Therefore, just like Hausmann and 

coauthors, we conduct a different approach to account for autocorrelation.  

Another way to deal with time is by controlling time autocorrelation, using the 

Arellano-Bond estimation.  This is a Generalized Method of Moments (GMM) estimator 
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that includes the dependent variable lags as instruments.32  The column 5 of Table 16 

shows that my variable of interest is statistically significant although now has half of its 

size.  The analysis shows that the imitation of the trade partner basket from high-income 

(YTPB) diminishes growth as in Table 11.   

Finally, I conduct an analysis to control for spatial autocorrelation, or how 

neighboring observations may impact my estimates.  The analysis can be seen in 

Appendix 3 Table 56.  Previous studies conducted to test the impact of export 

sophistication and export diversification have not conducted this type of study, see 

(Hausmann et al. 2007; Lederman and Maloney 2012).  This is problematic because, as 

the table shows in the column displaying the results of the Moran test, future economic 

growth suffers from spatial autocorrelation, potentially biasing the results.  However, 

there is a problem when implementing a spatial autoregressive (SAR) model.  The results 

obtained using Generalized Spatial Two Stage Least Squares (GS2SL) are unreliable 

because we are dealing with a small sample size: with a finite sample, the coefficients are 

biased (Jin and Lee 2013).  In this case, not only my main independent variable YPTB 

changes signs and becomes statistically insignificant, but also other canonical variables, 

such as human capital contribution to economic growth  

                                                 
32 To use the Arellano-Bond model we need to conduct two previous tests.  First, I need to check if the 

instruments are correlated with the error term; if that is not the case, then the instruments are valid.  To do 

this I conduct the Sargan test with a null hypothesis that the instruments are not correlated with the error 

term.  After running the test, I found that the overidentifying restrictions are valid (Prob>chi2=0.2415), so I 

am not concerned about instruments correlated with the error term.  Second, I conduct a test to see if I have 

a specification problem here.  The test for the second order serial autocorrelation cannot be rejected, so we 

can proceed. 
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Table 16 Dealing with time: country and time fixed-effects and dynamic panel data using the Arellano-Bond (1991) estimator.  Using all countries (1965-2014) 

  

VARIABLES 

Country and time fixed-effects 

Dynamic Panel All Lowest Middle Highest 

(1) (2) (3) (4) (5) 

       

YTPB -0.244 -0.356 -0.529 -0.244 -0.284** 

 (0.263) (0.368) (0.376) (0.263) (0.111) 

      

Observations 1,011 294 346 371 648 

R-squared 0.145 0.313 0.339 0.270  

Countries 143 47 49 47 134 

Number of 

instruments 

    

113 

AR(1)     0.000 

AR(2)     0.5133 
Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust standard errors in parentheses.  Using income per 

capita in PPP US$0,000 from 2011.  For the Dynamic Panel,  Windmeijer robust standard errors in parentheses.  I use the two-step estimator and use two lags.  

The regression also includes: constant, initial income (contemporaneous, and with one and two lags) and human capital.  I use product sophistication and product 

diversification as endogenous variables, considering products are a response to the characteristics of the countries involved in international trade. 

*** p<0.01, ** p<0.05, * p<0.1 
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are affected (Table 57).  Furthermore, we cannot tease out the effect by income level 

because there are not enough observations to run the analysis.  Hence, we cannot properly 

evaluate the results we have obtained so far using a SAR model.  

 

Instrumental variables 

As was mentioned above, endogeneity is a concern in the literature linking trade 

to economic growth.  In the absence of a natural experiment an alternative is to 

implement an instrumental variable (IV).  However, on the latter, the literature has also 

seemed skeptical.  There appears to be a trade-off between the two requisites for an IV to 

provide good estimates: relevance and exogeneity.  It is possible to find instruments that 

are relevant to explain the main independent variable, but it is growingly hard to find 

variables that are exogenous to the error term, as is evident in recent papers, see 

(Hausmann et al. 2007; Bazzi and Clemens 2013).  Recognizing this trade-off, and taking 

a pragmatic approach as that evident in (Deaton 2010), here I will take into consideration 

an instrument that is theoretically relevant to export destinations (first IV requirement), 

but that is not completely exogenous as have been linked to other independent variables 

(product sophistication).  I will use three instruments describing each country: 

population, area, and continent. 

I start the IV analysis in a similar fashion to that of (Hausmann et al. 2007), by 

estimating a cross-section regression.  In Table 17 I run the regression with economic 

growth from 1995 to 2014 as the independent variable.  The full sample analysis shows 

that a 19-year prediction of economic growth using 1995 variables is not robust.  Not  
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Table 17 Instrumental Variable -cross section estimation with country fixed-effects (1995-2014) 

  

VARIABLES 

All sample 

By income tertiles Excluding small countries and  

by income tertiles 

Lowest Middle Highest Lowest Middle Highest 

(1) (2) (3) (4) (5) (6) (7) 

        

YTPB -3.5663 -0.6634 -1.9642 -0.4146 -0.6634 -1.5065 0.1105 

 (3.7165) (1.6514) (-0.5508) (0.5368) (1.6513) (1.0954) (0.2767) 

Initial income 2.4745 -0.9653 1.5239 -0.4145 -0.9654 -0.6916 -1.1505*** 

 (3.4678) (5.4998) (1.2411) (0.5162) (5.4998) (1.8927) (0.3081) 

Human capital -1.5889 3.4557* 1.5239 -2.0718* 3.4557 2.3421** -0.2896 

 (3.1475) (1.8941) (1.2411) (1.1951) (1.8941) (1.0938) (0.8423) 

Product 

sophistication -0.0930 1.0152 -0.1108 0.5898* 1.0152 -0.0994 -0.3289* 

 (0.0970) (1.2507) (0.0696) (0.2003) (1.2507) (0.0624) (0.1712) 

Product 

diversification 14.2398 5.0729 2.5103 4.6692 5.0729 2.5523 1.3195 

 (11.6288) (1.7699) (2.7200) (4.2525) (1.7699) (2.2514) (2.8464) 

Constant 11.3655) -2.3736 5.5663 11.9685*** -2.3736 2.5226 6.7635 

 (11.0328) (1.8349) (4.3143) (3.7303) (1.8350) (3.7870) (2.7199) 

     

F-statistic (first 

stage) 

0.60 6.39 0.64 4.75 6.39 0.96 8.95 

F-statistic (prob) 0.7030 0.0005 0.6687 0.0021 0.0005 0.4628 0.0000 

Hansen J- statistic 

(p-value) 

0.4125 0.0142 0.4578 0.4606 0.0142 0.5584 0.6640 

Countries 107 32 34 41 32 32 35 

Note: Economic growth: future 19-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust standard errors in parentheses.  Using 

income per capita in PPP US$0,000 from 2011. The average income for each tertile, in 1990, from the lowest to the highest was: $1,546; $6,506; and 

$69,588.  Small countries: less than 1 million inhabitants. 

*** p<0.01, ** p<0.05, * p<0.1
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even initial income per capita nor initial human capital are statistically significant nor 

have the expected sign.  Our main independent variable, YTPB does appear with the 

expected sign but is not statistically significant.  In this case, we also have to consider i) 

the instruments are weak, as we have a very low F-statistic, showing our instruments are 

not jointly significant in the first stage; and ii) the instruments are correlated with the 

exogenous variables, as we cannot reject the overidentifying restriction or Hansen J-

statistic.  These are not problems unique to our estimation, as Hausmann et al. (2007) 

show in their Table 8, with problems for both tests33.  Here, we will conduct an additional 

analysis, as we have done before.  We will tease out the effect of initial income levels 

(columns 2 to 4) and we will also remove small countries from our analysis (columns 5 to 

7).  What do we find when we conduct these additional analyses?  YTPB continues to be 

negative but is not statistically significant.  However, overall, the IV approach appears to 

be victim of a small sample size, as initial income per capita and human capital are not 

always showing the expected sign nor are statistically significant.   

Alternatively, I conducted a panel data analysis, using our dataset from 1965 up to 

2014, using future 5-year economic growth rate as our dependent variable.  Here, as an 

instrument I only include population, as it is the only time-variant instrument from the 

three mentioned above. Table 18 shows the results for the analysis.  The panel data 

estimation shows the expected signs for initial income and human capital.  And the 

estimates are statistically significant.  For our main independent variable,  

                                                 
33 The IV analysis conducted by does not even include information about the F-statistic nor the Hansen J-

statistic. 
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Table 18 Instrumental Variable.  Instrument: population. Panel data estimation with country fixed-effects (5-year periods for 1965-2014) 

  

VARIABLES 

All sample 

By income tertiles Excluding small countries and  

by income tertiles 

Lowest Middle Highest Lowest Middle Highest 

(1) (2) (3) (4) (5) (6) (7) 

        

YTPB -3.444** -4.938** -3.031 -0.994 -4.839** -5.908 -0.319 

 (1.664) (2.178) (3.795) (3.253) (2.128) (8.249) (1.125) 

Initial income -1.446** -23.53*** -6.447*** -1.040* -23.65*** -8.306** -1.125*** 

 (0.643) (6.174) (1.493) (0.555) (6.153) (3.794) (0.372) 

Human capital 2.917** 7.869** 5.110*** 0.740 8.213** 6.156*** 0.479 

 (1.287) (3.247) (1.429) (1.602) (3.208) (2.325) (1.321) 

Product 

sophistication -0.213 2.326 -0.315*** 0.150 2.234 -0.287*** 0.538** 

 (0.143) (2.179) (0.0496) (0.683) (2.157) (0.107) (0.246) 

Product 

diversification 2.677 3.459 3.760 -2.090 3.585 8.786 -1.064 

 (2.400) (2.857) (6.573) (11.04) (2.853) (14.70) (6.170) 

     

Underidentification 

test (p-value) 

0.031 0.028 0.448 0.652 0.028 0.527 0.421 

Hansen J-statistic 

(p-value) 

0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Observations 998 291 337 370 288 312 303 

Countries 139 46 46 47 46 43 38 

Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust standard errors in parentheses.  Using income 

per capita in PPP US$0,000 from 2011. The average income for each tertile, in 1990, from the lowest to the highest was: $1,546; $6,506; and $69,588.  

Small countries: less than 1 million inhabitants.  Using (Schaffer 2010) 

*** p<0.01, ** p<0.05, * p<0.1 
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YTPB, the coefficients are negative.  What the IV analysis shows is that the concern 

regarding trade partners is particularly relevant for low-income countries, as for the other 

income levels the variable loses its significance.  However, one key concern is that the 

Hansen J statistic, testing the overidentification of the instruments, is rejected.  This 

means that the instrument is not exogenous.  Although it is not a surprise, it weakens the 

analysis. 

What I do now is to add an additional instrument.  A candidate for an instrument 

is exchange rate swings, following the work of Revenga (1992) that uses source-weighted 

industry exchange rates to study import competition on employment.34   

Here I will work with real effective exchange rate (REER).  It is a measure of 

trade competitiveness of the world against all its trade partners.  REER is real because it 

is deflated by a price index, so it is a measure of how many goods a country´s money can 

buy in international markets.  REER is effective because it takes into consideration that a 

country has as many exchange rates as it has trade partners; therefore, each exchange rate 

is weighted by the proportion of trade with each trade destination. 

To assess if REER is a good instrument we must start by discussing whether it is 

possible to consider it relevant and exogenous for our analysis.  We expect REER to be 

relevant.  REER moves affect how attractive is a trade partner compared to others, i.e., if 

Spain exports to Colombia and Turkey and suddenly Colombia experiences an exchange 

rate depreciation, customers in Colombia will see Spanish products as more expensive 

                                                 
34 Source-weighted industry exchange rates, as defined by Revenga, has two components.  First, the 

weights are the share of each country's goods in total U. S. imports for that industry.  Second, the exchange 

rates are the   geometric average of the nominal exchange rates of countries accounting for more than 2 

percent of industry imports.  
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and will fewer of those goods, hence Spain may decide to explore more the Turkish 

market.  However, one should also be aware that this is not a perfect instrument.  We 

expect REER moves not to be perfectly exogenous.  REER moves not only affect 

economic growth via trade partners.  They may also affect what a country exports.  This 

has been shown in the case of the automotive industry in Mexico which, after the 1994 

exchange rate shock, made foreign consumers more willing to buy high-quality Mexican 

cars because they were cheaper (Verhoogen 2008).  Taking into consideration the latter 

limitation, this will be an exploratory analysis.  I will not assign causality to my findings. 

For REER, I use two sources, so I will run the analysis twice.  First, the World 

Bank Open Data website, which uses the year 2010, as the year base (The World Bank 

2019).  The World Bank uses two different methodologies to calculate the index.  For 

high-income countries, it calculates the trade weights using manufactured goods; for 

other countries, it includes manufactured goods and primary goods exported.  If data is 

available, it relies on a cost indicator of relative normalized unit labor costs in 

manufacturing, else it uses changes in consumer prices.  Second, the REER database 

developed by Zsolt Darvas for the European think-tank Bruegel (Darvas 2012a, 2012b).  

It consists of two main datasets.  One, which I will not use, contains REER for 178 

countries but only since 1994.  The other, contains REER for 67 countries starting in 

1960.  Both use the same weights for trade in the period 1998-2003 and relies on 

consumer price index.  While the first data source may be more complaint with trade 

theory, the latter offers more consistent methodology across countries and across time.   
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The results of using REER and population as instruments can be seen in Table 19 

and Table 20.  We may start by acknowledging that we do not have the same problem of 

exogeneity that we had when we only used population as instrument.  Relevance appears 

to be a problem for some of the regressions 

In Table 19, I use the dataset from the World Bank.  I find a larger and 

statistically significant result for my full sample: a higher YTPB decreases economic 

growth.  The lack of statistical significance when I divide the sample by income tertile 

should not be taken too seriously.  By using the REER provided by the World Bank, my 

sample is reduced drastically.  I lose almost 2/3 of the observations and half the countries, 

as in Table 18.   

In Table 20 we also find a larger and statistically significant result for my full 

sample, although almost a third smaller than in the previous table.  Here, despite we do 

not lose as many observations, we do not find a statistically significant effect when we 

divide the sample by income tertiles.  However, considering that the instruments are not 

relevant for the low- and middle-income regressions, we should be cautious with the 

interpretation of the finding. 

 

.
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Table 19 Instrumental Variable.  Instrument: population and REER – World Bank. Panel data estimation with country fixed-effects (5-year periods for 1965-

2014) 

  

VARIABLES 

All sample 

By income tertiles Excluding small countries and  

by income tertiles 

Lowest Middle Highest Lowest Middle Highest 

(1) (2) (3) (4) (5) (6) (7) 

        

YTPB -2.832* -5.968 -1.117 -0.706* -5.968 -0.558 -0.498* 

 (1.516) (3.633) (1.063) (0.366) (3.633) (0.960) (0.283) 

Initial income -3.429*** -22.65 -6.343*** -2.778*** -22.65 -7.914*** -2.538*** 

 (0.730) (14.60) (2.157) (0.559) (14.60) (2.180) (0.573) 

Human capital -0.640 -13.99 3.634 4.556** -13.99 8.965** 4.769* 

 (4.995) (20.54) (5.190) (2.312) (20.54) (4.276) (2.710) 

Product 

sophistication -0.303*** 8.500*** -0.348*** 0.387*** 8.500*** -0.316*** 0.430*** 

 (0.0718) (3.179) (0.0327) (0.127) (3.179) (0.0327) (0.141) 

Product 

diversification 6.983 6.086 -0.0547 7.323* 6.086 -2.966 8.488 

 (6.675) (7.908) (4.700) (4.314) (7.908) (4.680) (7.974) 

     

Underidentification 

test (p-value) 

0.252 0.365 0.153 0.101 0.365 0.205 0.103 

Hansen J-statistic 

(p-value) 

0.9016 0.646 0.916 0.347 0.647 0.158 0.407 

Observations 378 62 119 197 62 109 171 

Countries 75 14 24 37 14 22 32 

Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust standard errors in parentheses.  Using income 

per capita in PPP US$0,000 from 2011. The average income for each tertile, in 1990, from the lowest to the highest was: $1,546; $6,506; and $69,588.  

Small countries: less than 1 million inhabitants.   

For REER, I use (The World Bank 2019) 

*** p<0.01, ** p<0.05, * p<0.1 
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Table 20 Instrumental Variable.  Instrument: population and REER – Darvas. Panel data estimation with country fixed-effects (5-year periods for 1965-2014) 

  

VARIABLES 

All sample 

By income tertiles Excluding small countries and  

by income tertiles 

Lowest Middle Highest Lowest Middle Highest 

(1) (2) (3) (4) (5) (6) (7) 

        

YTPB -2.109** -8.363 -3.363 -0.936 -8.421 -3.081 -0.876 

 (0.918) (5.269) (2.208) (0.670) (5.290) (1.934) (0.538) 

Initial income -2.571*** -34.61*** -7.214*** -2.136*** -35.07*** -8.107*** -2.895*** 

 (0.444) (11.78) (1.688) (0.527) (11.91) (1.871) (0.484) 

Human capital 4.922*** 0.983 5.638*** 4.376*** 1.283 7.157*** 6.366*** 

 (0.814) (8.496) (1.431) (1.440) (8.533) (1.361) (1.628) 

Product 

sophistication 

-0.309*** 4.020 -0.326*** 0.0587 4.061 -0.317*** 0.405** 

 (0.0536) (3.970) (0.0405) (0.302) (4.049) (0.0362) (0.185) 

Product 

diversification 

2.892 0.530 1.848 5.726 0.430 1.821 9.794** 

 (2.315) (4.584) (2.755) (5.179) (4.699) (2.619) (4.646) 

     

Underidentification 

test (p-value) 

0.005 0.290 0.2493 0.089 0.298 0.173 0.065 

Hansen J-statistic 

(p-value) 

0.724 0.783 0.781 0.865 0.952 0.263 0.716 

Observations 883 242 301 340 239 276 285 

Countries 133 43 45 45 43 42 37 

Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust standard errors in parentheses.  Using income 

per capita in PPP US$0,000 from 2011. The average income for each tertile, in 1990, from the lowest to the highest was: $1,546; $6,506; and $69,588.  

Small countries: less than 1 million inhabitants. 

For REER, I use (Darvas 2012b, 2012a) 

*** p<0.01, ** p<0.05, * p<0.1 
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Conclusion 

Recent studies have found that, for manufacturing firms, to whom they export 

matters.  However, their findings do not necessarily imply that the benefits experienced 

by these firms are noticeable at the country level.  They would need to account for effects 

taking place outside the firm: structural change, risk diversification, and economies of 

scale and scope.  This is, to the best of my knowledge, the first country-level evidence 

that export destinations impact economic growth. 

The research findings suggest that export destinations matter.  How they do so, 

depends on the level of development.  For high-income countries, exporting a large 

proportion to distant destination is linked to slower growth, despite firm-level studies find 

higher prices, suggesting prices may be compensating for transportation and other entry 

costs.  For low and middle-income countries, imitating the export destinations of high-

income countries is linked to slower growth, probably a consequence of more intense 

competition.  These results do not show that a partner’s population or income level 

matters for growth.  In the current international context, with many developed nations 

slowly building a protectionist wall (Kee et al. 2013), the findings may be particularly 

useful for policy, to refocus the efforts of export promotion agencies.   
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CHAPTER 4. THREE CASE STUDIES ON TRADE PARTNERS: MEXICO, 

TURKEY, AND MALAYSIA 

In the previous chapter, the econometric evidence illustrates that low- and middle-

income countries find it hard to achieve convergence if they directly compete against 

high-income countries by exporting to the same export destinations.  Here, I want to 

explore whether the story for middle-income countries is more nuanced, particularly 

considering that they have to compete with a growing economic power as an important 

competitor: China.  Furthermore, I conduct a comparative case study of three middle-

income countries to further understand if there are strategies that should be promoted or 

avoided to achieve higher economic growth.  

I start by discussing how I selected middle-income countries to understand the 

impact of export destinations in their economic growth.  Next I provide some descriptions 

of the countries (Malaysia, Mexico, and Turkey), and then I dive in to examine the trade 

partner differences across them.35  Mexico became a key country to study, as the 

literature shows surprise at its inability to ignite economic growth despite its economic 

reforms since their 1982 debt crisis.  In contrast, Malaysia and Turkey fared much better.  

The literature so far has stressed that one of the factors behind Mexico’s 

underperformance is how similar its exported goods are to those of China.  Here, I do 

                                                 
35 See Appendix 6 or a brief discussion why the case study approach appears to be necessary taking into 

consideration the behavior of my main explanatory variable in Chapter 3 for the countries under 

discussion in this chapter. 
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find evidence of that.  But also, that Turkey and Malaysia faced a similar threat, but their 

growth performance was considerably better than that of Mexico.  It is in this margin that 

evaluate whether the trade partner variable played an important role in explaining 

Mexico´s economic performance.  The last section concludes. 

 

Country selection 

For the selection of middle-income countries, I consider a few variables.  I start 

by considering countries comparable to the countries that are the policy focus for this 

dissertation, as mentioned in the introduction, he three Central American countries that 

are part of the “Alliance for the Prosperity of the Northern Triangle” (A4P): Guatemala, 

El Salvador, and Honduras.  Together, they have a population of 32.5 million inhabitants 

and a land area of 242,421 square kilometers. 

First, I look at population size.  As in the previous chapter, I remove small 

countries, but instead of removing those with fewer than 1 million inhabitants, I use a 

more stringent filter, excluding those below 10 million inhabitants.  Here, I also remove 

large countries with populations above 150 million inhabitants.  In the world there are 

only 8 countries with populations over 140 million inhabitants, out of which 7 are 

developing nations.  Second, looking to maintain the applicability to many developing 

nations, I do the same with land area, limiting my search to countries between 1 thousand 

and 2 million square kilometers.  Finally, I exclude high-income countries.   

The previous two criteria are in line with the interests mentioned in the 

Introduction.  I am interested in understanding what strategy may help Central American 
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countries to develop  Hence, I considered only countries with a GDP per capita (PPP, 

constant 2011 international $), larger than that of Guatemala, the largest of the three 

countries, for the year 2017.  This reduces the number of countries to 17.   

The 17 countries are: 

1. Colombia 

2. Dominican Rep. 

3. Ecuador 

4. Egypt (AR) 

5. Iran (IR) 

6. Iraq 

7. Sri Lanka 

8. Morocco 

9. Mexico 

10. Malaysia 

11. Peru 

12. Philippines 

13. Romania 

14. Thailand 

15. Tunisia 

16. Turkey 

17. Ukraine 

To further learn from export destinations, I introduce a few additional 

considerations.  Economic sanctions on Iran may limit its usefulness for comparison 

purposes if we are interested in understanding trade partners.  The war situation in Iraq 

and Ukraine is a concern too.  The Arab Revolution affecting Egypt and Tunisia may also 

be a source of concern due to the political instability it created in the last decade. 

For the twelve countries left I apply a fourth criterion.  I want to study countries 

that have nearby large economies that impact their trade behavior.  This is similar to what 

the Northern Central American Triangle experiences with the United States and Mexico.  

The following table shows that there are three main groups: those mostly exporting to 

China; those to European countries; and those exporting to the U.S.   

To have some variation, I pick countries with different main trade partners.  

Therefore, I designate the following for case study: Malaysia, Turkey, and Mexico.  



 

106 

 

Table 21. List of countries selected and their main trade partner (2017) 

Country Name Top trade partner (%) exports 2017 

Malaysia China 16% 
Peru China 26% 
Philippines China 20% 
Thailand China 19% 
Morocco France 22% 
Romania Germany 23% 
Turkey Germany 10% 
Colombia US 28% 
Dominican Republic US 42% 
Ecuador US 31% 
Mexico US 73% 
Sri Lanka US 25% 

Source: using information from  Simoes and Hidalgo (2011) 

 

 

 

Recent income divergence across Malaysia, Mexico, and Turkey 

In this section, I describe economic growth across the three countries under 

analysis.  Considering that the three countries have considerably different population 

sizes and land area, I conduct the analysis looking not only at GDP per capita but also at 

GDP per worker.  I find that, in different ways, both analyses tell a story of initial income 

convergence with the highest-income country of the three, Mexico, that ends up in 

divergence, leaving Mexico with the lowest income level. 

In Figure 3, displaying the GDP per capita for the three countries, we can identify 

three periods.  The first period starts in 1950 and goes until 1992.  This is the period in 

which Turkey and Malaysia are attempting to converge with the Mexican income.  

Mexico’s higher income were not only due to its resources and size.  As Williamson 

(2011) discusses, Mexico had been in a better position to overcome the 

deindustrialization forces of the 18th and 19th century that other developing nations faced, 
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hence its larger income.  Increasing oil prices in the 1970s allowed Mexico to increase 

the income gap with the other two countries.   

The second period is characterized by income convergence towards Mexico, the 

country with the initial highest income of the three countries.  It starts in 1993 and lasts 

until 2001.  It is worth pointing out that Mexico and Turkey had a longer income 

convergence period.  They synchronized their incomes by 1987 and maintained them 

similarly until 2007.  The final period, which starts in 2002, is of income divergence.  

Malaysia began to grow faster than the other three countries.  Turkey then started to grow 

faster than Mexico until the year 2007, briefly almost closing the gap with Malaysia. 

 

 

 
Figure 3 GDP per capita for Malaysia, Mexico, and Turkey 1950-2014.  (USA=100) 

 
Notes: GDP per capita was calculated in the following way: Expenditure-side real GDP at chained PPPs (in 

mil. 2005US$) / Persons engaged (workers).  After that, it was indexed to the United States GDP per 

worker per each year.  

Source: graph generated using information using PWT9 (Feenstra et al. 2015). 
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Figure 4 GDP per worker for Malaysia, Mexico, and Turkey 1962-2014. 

 
Notes: GDP per worker was calculated in the following way: Expenditure-side real GDP at chained PPPs 

(in mil. 2005US$) / Persons engaged (workers).   

Source: graph generated using information using PWT9 (Feenstra et al. 2015). 

 

 

 

A slightly different picture is presented by looking at GDP per worker, shown in 

Figure 4.  First, Turkey and Malaysia never converge.  The income gap between them 

grows by the mid-1980s and since then it does not go back to the synchronicity of the 

mid-1950s. Second, Mexico suffers a sharper decline in GDP per worker and a slower 

recovery after its debt default in 1982 than what was visible using GDP per capita.  Its 

GDP per worker in 2014 was still 90% of that in 1981, whereas if we use GDP per capita, 

it was 123% larger in 2014 than in 1981.36  The slow recovery of Mexican labor 

productivity makes its income convergence with Turkey last only from 1986 to 1991, and 

                                                 
36 A significant increase in labor participation since the debt default explains the difference between both 

measures. 
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for Malaysia from 1995 until 2004.  Thereafter, Turkey and Malaysia have had income 

paths divergent from that of Mexico. 

The last figure also provides additional clues that there are differences in the 

export destinations these countries have picked.  All three countries signed important 

trade agreements with the nearby, large economy in the last thirty years.  However, not 

all the three have been able to grow fast thereafter.  For Turkey, signing the Ankara 

Agreement with the European Union in 1995, creating a customs union between them 

appears to have helped the former to grow faster than Mexico.  In the same fashion, for 

Malaysia, signing the agreement in Trade in Goods (TIG) with China in 2004 appears to 

have helped the former to grow faster than Mexico, with which it had maintain income 

synchronicity for a decade.  Finally, Mexico, despite signing the NAFTA agreement with 

Canada and the US in 1994, has not been able to accelerate its convergence with the US.  

It has not even been able to achieve the same labor productivity levels before 1982.   

The figures presented here lead one to ask what is causing Mexico’s growth 

underperformance while Malaysia and Turkey have been growing faster since converging 

with Mexico one and two decades ago.  This will be explored in the next section. 

 

What is driving Mexico’s underperformance?  

The concerns over Mexico’s underperformance are not new; see for example 

Sargent and Matthews (2009), Hanson (2010), Kehoe and Ruhl (2010), and Levy (2018).  

The literature emphasizes that Mexico has conducted important economic reforms, along 

the lines of the Washington Consensus agenda, and has taken advantage of its rich 
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neighbor, the United States, by increasing their trade relationship.  Despite this, growth 

has been disappointing37.  For example, Hanson (2010) argues that, in addition to its 

domestic barriers to growth, Mexico has had the bad luck of producing goods that China 

also produces, hence having to compete and lose against a giant that benefits from larger 

economies of scale.  While Mexico has benefited from trade, as Kehoe and Ruhl 

underline, international competition has diminished Mexico’s ability to grow faster, as 

one would expect from its economic reforms.38 

Here, I want to explore Hanson’s idea further by introducing the variable of trade 

partners.  It is not enough to say that Mexico has the bad luck of producing the same 

goods that China does.  After all, as Hanson recognizes, relying on the analysis of 

revealed comparative advantage (RCA) done by Chiquiar and Ramos-Francia (2009), not 

only China produces similar goods to Mexico.39  Other recent high-growth countries like 

Hungary, Thailand, and Turkey produce similar goods to Mexico but they were not 

affected by China.  By taking a case study approach, looking at the recent experiences of 

Malaysia and Turkey, I arrive at a more nuanced conclusion than that of Hanson.  Mexico 

                                                 
37 The question about Mexico´s growth performance is similar to that asked by Hausmann and Rodrik 

(2005) about El Salvador.  Hausmann and Rodrik argue the main problem is one of information 

externalities, a topic explained in Chapter 1.  
38 There is also a strand of the literature that has been studied the trade relationship between Mexico and the 

US as a consequence of the 1994 North American Free Trade Agreement (NAFTA) (Kose et al. 2004; 

Villarreal and Cid 2008; Ramirez 2003; Zahniser and Coyle 2004).  Export and export sophistication have 

significantly increased.  However, the original expectations of economic growth and poverty reduction 

have not been fulfilled.  Even more modest expectations did not come true, as in the case of the Mexican 

production of corn.  It was expected that Mexico would outcompete the US in the domestic market of corn, 

a staple of Mexican diet, thanks to its low agricultural wages.  However, R&D and subsidies helped the US 

become an important exporter of corn to Mexico, affecting poor Mexican farmers and favoring Mexican 

migration from 1994 to 2009. 
39 Revealed Comparative Advantage is equal to the proportion that a good has among a country’s total 

export basket divided by the proportion that the same good has among the world’s total export basket 

(Balassa and Noland 1989).  It is then, a relative measure of the strength of a country in exporting a good, 

compared to the world’s average. 
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has the double bad luck of producing the same goods that China does as well as exporting 

them to the same markets that China does.  I will explore this further in this section. 

 

Hanson (2010), conducting a literature review on Mexico´s performance, 

concludes there are three internal factors and one external factor that undermine Mexico’s 

growth:   

1. Inadequate access to credit.  Mexico, compared to growing developing 

nations, shows a low proportion of domestic credit going to the private sector.  

Firm-level experiments in Mexico do show that credit is a constraint to 

increasing productivity. 

2. Distortions in the supply of non-traded inputs.  The literature finds that 

Mexico has high electricity and telecommunication prices.  The former, from 

an economic development literature perspectives is important because it limits 

the incentives to innovation and the implementation of labor-saving 

technologies (Habakkuk 1962; Allen 2009).  The literature also finds that 

Mexico has a low supply of skilled labor compared to growing developing 

nations. The role of public sector labor unions in the production of electricity 

and education, and a virtual monopoly in the provision of 

telecommunications, are considered the main challenges affecting these 

markets. 

3. Perverse incentives limiting the growth of the high-productivity formal sector.  

Firms and workers in the informal sector show considerably lower 
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productivity than those paying social security taxes.  In Mexico, informal 

workers may opt-in to receive social security at a subsidized rate.  Hanson 

considers that this policy increases the incentives of informal workers to stay 

in the low-productivity sector.40 

4. Direct competition with China´s export growth.  Mexico was outcompeted by 

China once the latter accessed the World Trade Organization (WTO) and 

obtained the most favored nation (MFN) status among all of its members in 

the year 2001.  Mexico was badly hurt as it was producing (exporting) the 

same goods that China does.  Hanson shows how Mexico’s manufactured 

exports to the U.S. stop growing in the year 2001, while those of China 

continue to grow thereafter.  Others agree with the challenges Mexico has 

faced due to Chinese increased trade (Sargent and Matthews 2009). 

 

Here, I will explore the latter factor further because it connects with the overall 

theme of the dissertation: trade.  To do so, I consider three questions, looking at data after 

economic divergence between these countries began.   

                                                 
40 I am not convinced by its third internal factor.  I have empirical, personal and theoretical reasons against 

it.  First, the evidence discussed by Hanson is not convincing as the triple-difference mentioned does not 

add to his story: the social security subsidy to the informal workers does not seem to increase informality.  

Second, I have had the opportunity to study the phenomenon of informal markets in Guatemala, where no 

social security program is offered to the informal sector (Maul et al. 2006).  The productivity dispersion is 

at least as problematic in Guatemala as in Mexico.  Finally, Hanson is ignoring the lessons from the 

structural change literature.  Low productivity is the norm in developing nations: growth accelerations 

come from shifting resources, including workers, from low-productivity activity to high-productivity 

activities (Kuznets 1966; Allen 2003; de Vries et al. 2012; M. McMillan et al. 2014; McCaig and Pavcnik 

2016; Timmer et al. 2014). 
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1. To what extent do Mexico, Malaysia and Turkey produce the same goods that 

China does? 

2. To what extent do Mexico, Malaysia and Turkey export to the same goods to 

the same export destinations that China does? 

3. Did China directly damaged Mexico’s position in the US, or did China take 

advantage of opportunities that Mexico did not? 

I explore these questions in the next subsections.  To do so, I use the Harmonized 

System (HS) classification of export goods, provided by UNCOMTRADE.  It comprises 

information of close to 5,100 goods exported.  It provides more product categories than 

the SITC classification used in the previous chapter and covers the last thirty years. 

covering the time when Malaysia and Turkey converge with Mexico and then leave it 

behind. 

 

Are Mexico, Malaysia, and Turkey exporting the same goods as China? 

Here, I will compare what goods these four countries have been exporting since 

1992 to the world and whether the similarities may tell us something about Mexico’s 

underperformance.  I do this in two ways.  First, I look at the total number of products 

exported, to see the level of product diversification.  Second, I evaluate the similarities 

between the baskets of exported goods by running a Spearman correlation between the 

Revealed Comparative Advantages (RCA) of each of the three countries under analysis 

against China. 
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I start by showing the number of goods each economy exported between 1992 and 

2015, see Figure 5.  As you can tell from the graph, China has been highly diversified 

from the beginning, despite showing a lower income level at the start of the period.  The 

other three countries are shown converging with the product diversification that China 

has.   

Figure 5 Number of goods exported to the World by China, Mexico, Malaysia and Turkey (1992-2015).  HS 

1992. 

 
Source: using information from UNCOMTRADE (2018). 

 

 

 

Next, I proceed to conduct the analysis used by Hanson (2010) to justify his 

argument that Mexico was producing the same goods as China, which in turn relies on 

the analysis of revealed comparative advantage done by Chiquiar and Ramos-Francia 

(2009).  Chiquiar and Ramos-Francia conduct a Spearman correlation test of the 
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Figure 6 Spearman correlation between China’s Revealed Comparative Advantage (calculated for exports to the 

whole world) and that of Mexico, Malaysia and Turkey (1992-2015).  HS 1992. 

 
Source: using information from UNCOMTRADE (2018). 

 

 

 

Revealed Comparative Advantages (RCA) to identify its main competitors for the years 

1996-2005 (see Figure 6).41  Here I show the yearly evolution of the Spearman 

correlation for each country against China from 1992 until 2015.  Three things are worth 

noticing: 1) back in 1992, all three countries were very similar in how their exports 

compared to China; 2) Mexico experiences a sharp drop in the year 2005, the year the 

Multifiber Agreement ends, and therefore China is able to export more garments and 

                                                 
41 I am conducting it here for all the exports.  They conducted it for only manufacturing exports.  For the 

worldwide manufacturing exports, the main competitors of Mexico, in order, are: Hungary, Thailand, 

Philippines, South Korea, Turkey, Poland, and in seventh place: China.  For the U.S. manufacturing 

exports, the main competitors of Mexico, in order, are: Taiwan, Thailand, South Korea, Malaysia, Hong 

Kong, Turkey, Philippines, Indonesia, and in ninth place: China.  I consider an important validation that the 

countries mentioned in this study, following a different methodology, do correspond to the ones explored in 

this chapter. 
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textiles to the U.S.; 3) eventually, the three countries converge again at a lower Spearman 

correlation by the year 2015.  It appears that Mexico suffered immediately the impact of 

Chinese competition in the garment production. 

But the analysis also says more than what Hanson concludes.  Turkey and 

Malaysia were as similar as Mexico to China, even slightly more, however they were not 

affected as fast, nor was their economic growth hurt.  Hence, it is not enough to argue 

that Mexico was hurt because it was exporting the same goods as China.  We need to 

look further.  The next section explores whether Mexico’s main trade partner, the US, 

helps us understand Mexico’s disappointing growth.42 

 

Are Mexico, Malaysia, and Turkey exporting the same goods to the same trade 

partners as China? 

Here I will compare what that these four countries have been exporting since 

1992, but not to the World but to the U.S., Mexico´s main trade partner, and whether the 

similarities tell us something about Mexico’s underperformance.  I start by replicating the 

analysis from the previous subsection: I look at each country’s number of goods exported 

to the US and whether there is a similarity in the products exported to that destination by 

running a Spearman correlation for all the products’ RCAs of each country against China.  

The results support the idea that Mexico and Malaysia do export goods similar to those 

sent by China to the US.  That is not the case with Turkey.  A reason why Malaysia’s 

                                                 
42 It is worth recognizing that the papers by Hanson (2010) and Chiquiar and Ramos-Francia (2009) 

recognize that the impact is evident in the US market.  However, they emphasize it is a problem of the 

products exported and not a problem of trade partners.  The latter is more visible here because we have 

emphasized the differences in the trade partners of Mexico’s competitors across two decades. 
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growth was not affected by China may well be that it is not as dependent on its trade with 

the US as Mexico is.   

I start by showing the number of goods each economy exported to the USA 

between 1992 and 2015.  You can see Figure 7 is very different from Figure 5 which 

immediately tells part of the story we need to understand that Chinese exports matter to 

Mexico because they competed in the same market: the U.S.  In the figure, Mexico has 

been the country with the highest level of product diversification from the beginning and 

China has been the one converging with Mexico.  The other two countries, in contrast, 

are exporting fewer products to the U.S., and it is not yet clear whether they will 

converge with Mexico’s levels. 

 

 

 
Figure 7 Number of goods exported to the USA by China, Mexico, Malaysia and Turkey (1992-2015).  HS 1992. 

 
Source: using information from UNCOMTRADE (2018). 
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Figure 8 Spearman correlation between China’s Revealed Comparative Advantage (calculated for exports to the 

USA) and that of Mexico, Malaysia and Turkey (1992-2015).  HS 1992. 

 
Source: using information from UNCOMTRADE (2018). 

 

 

 

Another way to appreciate how Mexico is uniquely affected by Chinese exports to 

the US is by looking at the Spearman correlation between China’s Revealed Comparative 

Advantage, calculated now only for the exports to the USA.  This is shown in Figure 8.  

The figure shows a relatively high ranked correlation between China’s RCA and that of 

Malaysia and Mexico.  Turkey’s Spearman correlation is unstable and during many years 

around zero.  What does this mean?  First, that Turkey was not particularly affected by 

Chinese exports to the United States.  This would explain why Turkey’s growth may 

have not been so affected by China.  While Mexico and China mostly export computers 

and machinery to the U.S., Turkey exports textiles and metals.  Even if we look at 
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Turkey´s main trade partner, Germany, it does not directly compete against China.  While 

Turkey´s mainly exports textiles to Germany, China exports computers.   

In contrast, Malaysia and Mexico show a Spearman correlation coefficient 2 to 3 

times larger than Turkey, indicating that not only Mexico should have been affected but 

also Malaysia.  So, why did Malaysia continue growing but not Mexico? 

 

 

 
Figure 9 Proportion of exports going to the US market, by Mexico, Malaysia and Turkey (1992-2015).  HS 1992. 

 
Source: using information from UNCOMTRADE (2018). 

 

 

 

There is one clear reason why Malaysia performed better than Mexico.  Malaysia 

has a lower degree of trade dependence on the U.S. than Mexico does.  While the 

proportion of Malaysian exports going to the US was around 20% for the period 1992-

2015, for Mexico, the proportion was above 80%, as shown in Figure 9.  Hence, while 
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they were both similarly affected by Chinese exports, the impact on Mexico was much 

greater.  Furthermore, Malaysia’s main trade partner now is China, not the U.S., as it was 

two decades ago. 

 

Did China directly damage Mexico’s position in the US, or did China take 

advantage of opportunities that Mexico did not? 

In this subsection, I look at specific commodities exported to the US to answer 

whether China damaged Mexico’s position in the US or whether it took advantage of 

opportunities Mexico did not.  I do this in two steps.  First, I look at the top Mexican 

exports in the year 2004, before Multifiber Agreement (MFA) ended eliminating trade 

barriers to Chinese exports to the US, and how they evolved in the following two years.  I 

want to study whether these goods were threatened severely by Chinese exports in the 

following two years.  Second, I examine the top Chinese exports in the year 2006 and 

how our three countries under analysis were performing with these goods two years 

before. I want to study whether Mexico was simply not taking full advantage of market 

opportunities that China eventually did, by looking at the export behavior of Mexico and 

the other two countries in the two years before. 

Did China threaten the top Mexican exports?  I will start by looking at the 

commodities that represented 51% of the exports of Mexico (30 goods) in the year 

2004.43  This is a key date, it was the year when the Multifiber Agreement (MFA) ended, 

a mechanism that maintained Chinese textile and clothing exports under non-tariff-barrier 

                                                 
43.  See Appendix 6 for the list of commodities. 
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protection, particularly in the US (Brambilla et al. 2010).  I don´t do this by looking at 

their RCA and the Spearman correlation -see Appendix 6 for some limitations found in 

using them.  Instead, here I will pay attention to the total value of exports.  This allows 

me to check whether Chinese exports are substituting Mexican exports to the U.S. 

I shaded those products for which a significant drop in Mexican exports was met 

with a significant increase in Chinese exports.  By significant I mean at least $500 million 

during the period 2004-2006.  This only applied to two products: Digital computers with 

cpu and input-output units (847120) and Computer input or output units (847192).  For 

the former, Mexico’s exports to the US dropped by $1.5 billion dollars while Chinese 

exports to the US increased by $6.7 billion; for the latter, Mexico’s exports dropped $1.9 

billion, while Chinese exports increased by $1.9 billion. 

If the windows of what "significant" means is reduced to $400 million, then we 

need to add two products.  First, women’s, girls ́ trousers & shorts, of cotton, non-knit 

(620462), in which Mexico contracted by $426 million while China increased its exports 

by $425 million.  Second, Parts and accessories of data processing equipment ne 

(847330), in which Mexico contracted by $410 million, while China grew by $1,880 

million. 

Hence, with this analysis, we see that Mexico only lost a significant US market to 

China in 4 out of its top 30 export categories.  The loss accounts for $4.2 billion on 

Mexican exports, or 2% of Mexican exports in 2004.  For China, these four products 

represented an increase in $9,6 billion, or 5% of its exports to the US by 2004. 
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Table 22 RCA of the top 30 Mexican exports to the US for China, Malaysia, Mexico and Turkey (2004-2006) 

Code Description 
2004 2006 

CHN MYS MEX TUR CHN MYS MEX TUR 

220300 Beer made from malt  5   0   1,144   0   6   0   1,569   0  

270900 

Petroleum oils, oils from 

bituminous minerals, crude 
 142   291   17,030   -     540   151   27,990   -    

271000 

Oils petroleum, bituminous, 

distillates, except crude 
 132   151   1,731   99   348   105   3,242   288  

620342 

Mens, boys trousers & shorts, 

of cotton, not knit 
 51   26   1,365   47   270   33   1,494   21  

620462 

Womens, girls trousers & 

shorts, of cotton, not knit 
 66   24   1,295   138   492   23   869   61  

840734 

Engines, spark-ignition 

reciprocating, over 1000 cc 
 0   2   1,876   0   7   0   1,466   -    

847120 

Digital computers with cpu and 

input-output units 
 6,611   4,957   2,370   0   13,280   6,199   870   0  

847191 

Digital computer cpu with some 

of storage/input/outpu 
 1,461   9   2,126   1   2,555   23   2,387   0  

847192 Computer input or output units  7,945   795   3,962   0   8,521   636   2,100   0  

847199 

Automatic data processing 

machines and units, nes 
 1,039   756   1,327   0   1,070   1,217   1,169   0  

847330 

Parts and accessories of data 

processing equipment ne 
 4,787   1,700   2,359   0   6,667   4,279   1,949   0  

850140 AC motors, single-phase, nes  133   0   1,028   0   288   0   1,277   0  

851790 

Parts of line 

telephone/telegraph equipment, 

nes 

 182   44   1,004   1   300   130   1,396   0  

852510 

Transmission apparatus for 

radio, telephone and TV 
 2   1   1,127   0   7   1   363   0  

852520 

Transmit-receive apparatus for 

radio, TV, etc. 
 5,218   1,354   3,062   2   10,450   1,567   5,057   4  

852721 

Radio receivers, external 

power,sound reproduce/record 

 263   213   1,362  

 

 -     408   75   1,297   0  
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Code Description 
2004 2006 

CHN MYS MEX TUR CHN MYS MEX TUR 

 

 

852810 

Colour television 

receivers/monitors/projectors 
 1,315   769   7,508   0   5,572   532   15,020   0  

852990 

Parts for radio/tv 

transmit/receive equipment, nes 
 1,389   204   1,449   0   2,353   228   1,441   1  

853690 

Electrical switch, protector, 

connecter for < 1kV nes 
 87   62   996   0   156   107   1,182   0  

853710 

Electrical control and 

distribution boards, < 1kV 
 52   714   1,398   0   107   702   1,705   0  

854430 

Ignition/other wiring sets for 

vehicles/aircraft/ship 
 92   0   4,489   0   253   0   4,764   0  

870120 

Road tractors for semi-trailers 

(truck tractors) 
 -     -     1,178   -     -     -     836   -    

870323 

Automobiles, spark ignition 

engine of 1500-3000 cc 
 0   0   5,615   -     1   0   11,180   0  

870324 

Automobiles, spark ignition 

engine of >3000 cc 
 0   -     4,280   -     0   -     2,162   -    

870421 

Diesel powered trucks 

weighing < 5 tonnes 
 0   -     2,312   -     1   -     1,699   0  

870422 

Diesel powered trucks 

weighing 5-20 tonnes 
 -     -     1,593   0   0   0   1,880   -    

870431 

Spark ignition engine trucks 

weighing < 5 tonnes 
 3   -     2,243   -     3   -     4,141   -    

870829 

Parts and accessories of bodies 

nes for motor vehicle 
 148   0   2,631   6   322   0   3,170   5  

870899 Motor vehicle parts nes  534   5   2,313   17   897   7   2,984   22  

940190 Parts of seats  263   19   2,763   0   407   11   3,014   0  

 Total  31,920   12,096   84,936   312   55,279   16,027  109,674   404  
Source: using information from UNCOMTRADE (2018).  CHN: China. MYS: Malaysia.  MEX: Mexico. TUR: Turkey.  
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It appears that China did not really threaten most of Mexico’s top exports to the 

US.  Furthermore, for the 30 commodities we have been discussing here, both countries 

grew their total exports between 2004 and 2006 by a very similar amount: China by $23.4 

billion, and Mexico by $24.7 billion. 

This conclusion takes us to our next question: did China take advantage of 

opportunities Mexico did not?  I will look at the top 50 goods exported by China in the 

year 2006, after the end of the MFA. 44   They represent 51% of Chinese total exports in 

that year.  I want to explore if these key Chinese exports to the US grew without 

disturbing Mexico’s exports.  Again, I will look at the total value exported to the U.S., 

see Table 23. 

What does the table tell us?  First, in bold, are the top Chinese exports that 

experienced an increase of at least $500 million.  There were 14 product categories that 

experienced a significant export increase.  Only looking at these 14 categories, Chinese 

exports grew by $26 billion in two years.  However, this growth was not experienced due 

to Mexico’s losing market in the U.S.  I shaded the products for which a drop of $500 

million or more was experienced by Mexican exports to the U.S. during the period 2004-

2006.  There were only two products.  While in these two product categories China 

increased its exports to the US by $7.2 billion, Mexico decreased its exports by $3.4 

billion.  So, China grew its exports to the US in 12 of its 50 top commodities without  

 

                                                 
44.  See Appendix 6 for the list of commodities. 



 

125 

 

Table 23 RCA of the top 50 Mexican exports to the US for China, Malaysia, Mexico and Turkey (2004-2006) 

Code Description 
2004 2006 

CHN MYS MEX TUR CHN MYS MEX TUR 

847192 Computer input or output units  7,945   795   3,962   0   8,521   636   2,100   0  

847120 

Digital computers with cpu and 
input-output units 

 6,611   4,957   2,370   0   13,280   6,199   870   0  

852520 

Transmit-receive apparatus for 
radio, TV, etc. 

 5,218   1,354   3,062   2   10,450   1,567   5,057   4  

847330 

Parts and accessories of data 
processing equipment ne 

 4,787   1,700   2,359   0   6,667   4,279   1,949   0  

640399 

Footwear, sole rubber, plastics 
uppers of leather, ne 

 2,353   0   51   0   2,844   -     63   1  

852190 

Video record/reproduction 
apparatus not magnetic tape 

 2,319   172   217   0   2,085   173   130   0  

852110 

Video recording/reproducing 
apparatus, magnetic tape 

 1,652   157   40   0   1,927   326   147   0  

860900 

Cargo containers designed for 
carriage 

 1,496   -     41   9   1,430   -     65   5  

847191 

Digital computer cpu with some of 
storage/input/outpu 

 1,461   9   2,126   1   2,555   23   2,387   0  

851999 

Sound reproducing apparatus, 
non-recording, nes 

 1,455   92   69   0   2,448   49   35   -    

852990 

Parts for radio/tv transmit/receive 
equipment, nes 

 1,389   204   1,449   0   2,353   228   1,441   1  

950390 Toys nes  1,382   22   53   -     1,311   25   87   0  

852810 

Colour television 
receivers/monitors/projectors 

 1,315   769   7,508   0   5,572   532   15,020   0  

847193 Computer data storage units  1,238   785   448   0   2,321   783   500   0  

847199 

Automatic data processing 
machines and units, nes 

 1,039   756   1,327   0   1,070   1,217   1,169   0  

940360 Furniture, wooden, nes  966   227   148   3   1,424   280   141   2  
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Code Description 
2004 2006 

CHN MYS MEX TUR CHN MYS MEX TUR 

420212 

Trunks, suit-cases, etc, outer 
surface plastic/textil 

 920   1   34   0   1,167   1   26   0  

640299 

Footwear, outer soles/uppers of 
rubber or plastic, ne 

 914   1   4   0   1,206   0   9   0  

640319 

Sports footwear, except ski, uppers 
of leather 

 880   -     3   0   1,117   0   3   0  

851710 Telephone sets  814   214   393   -     815   292   325   -    

392690 Plastic articles nes  810   33   713   3   1,148   54   759   2  

950410 

Video games used with a 
television receiver 

 804   0   9   -     1,575   0   97   -    

940490 Articles of bedding nes  776   1   121   3   1,234   2   133   2  

850440 Static converters, nes  744   52   677   0   1,196   69   671   0  

950341 

Stuffed toys - animals or non-
human creatures 

 737   -     0   -     690   -     0   -    

420310 

Articles of apparel of leather or 
composition leather 

 713   -     4   12   546   0   4   14  

854211 

Monolithic integrated circuits, 
digital 

 704   841   888   0   1,507   945   814   0  

950691 

Physical exercise, gymnasium and 
athletics equipment 

 629   2   10   0   936   3   9   0  

392640 

Plastic statuettes and other 
ornamental articles 

 629   2   15   0   696   1   12   0  

871200 

Bicycles, other cycles, not 
motorized 

 616   -     0   0   663   -     1   0  

940350 Bedroom furniture, wooden, nes  602   81   97   1   907   138   106   1  

940320 Furniture, metal, nes  597   19   146   0   957   17   178   0  

732690 Articles of iron or steel, nes  574   8   383   2   858   8   525   4  

940161 

Seats with wooden frames, 
upholstered nes 

 566   21   342   1   1,091   13   349   0  
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Code Description 
2004 2006 

CHN MYS MEX TUR CHN MYS MEX TUR 

870870 

Wheels including parts/accessories 
for motor vehicles 

 545   5   395   10   1,181   1   440   16  

950510 Articles for Christmas festivities  537   -     19   0   559   -     18   0  

841510 

Air conditioners window/wall 
types, self-contained 

 537   3   33   -     918   4   31   0  

870899 Motor vehicle parts nes  534   5   2,313   17   897   7   2,984   22  

841451 

Table, window, ceiling fans, electric 
motor <125 watt 

 531   0   6   0   705   1   7   1  

630790 

Made up articles (textile) nes, 
textile dress pattern 

 523   0   361   1   693   0   377   1  

852390 

Unrecorded sound recording media 
except photo/magneti 

 520   11   89   0   614   43   94   0  

940179 Seats with metal frames, nes  518   0   12   0   702   1   12   0  

270400 

Coke, semi-coke of coal, lignite, 
peat & retort carbo 

 506   -     -     -     366   -     0   -    

611090 

Pullovers, cardigans etc of material 
nes knit 

 498   4   1   0   595   2   1   0  

711319 

Jewellery and parts of precious 
metal except silver 

 464   23   399   345   521   29   455   292  

940540 Electric lamps, lighting fittings, nes  464   0   165   0   555   0   309   0  

940510 

Chandeliers, other electric ceiling 
or wall lights 

 444   0   646   0   596   0   712   0  

851650 Microwave ovens  431   166   3   -     577   221   3   0  

401120 

Pneumatic tyres new of rubber for 
buses or lorries 

 430   0   45   1   982   15   69   7  

620469 

Womens, girls trousers, shorts, 
material nes, not kni 

 413   1   3   35   592   3   1   6  

 Total  63,549   13,492   33,558   451   95,622   18,187   40,698   381  
Source: using information from UNCOMTRADE (2018).  CHN: China. MYS: Malaysia.  MEX: Mexico. TUR: Turkey.  



 

128 

 

hurting Mexico’s position drastically: while losing $3.4 billion exports sounds significant 

against the top Chinese exports, we also have to remember that Mexico increased by 

$24.7 billion its top exports to the US during the same period. 

The above findings suggest that in the short-run, China took advantage of 

opportunities Mexico did not in the US market.  In that time, Mexico may well have not 

had the opportunity to grow more, even in the absence of Chinese exports to the US.   

 

Conclusions 

In this chapter, I explored why the impact of export destinations on economic 

growth was inconclusive for middle-income countries in the econometric analysis 

conducted in the previous chapter.  I do this by looking at three countries: Malaysia, 

Mexico, and Turkey, after looking at several criteria that would help me pick countries 

with generalizable findings.  Mexico’s growth performance lags behind the other two 

countries, despite that it was the economy with the highest income the 1980s, a 

consequence of lasting effects of the debt crisis of 1982 in this country.  However, since 

then, despite the implementation of many economic reforms, Mexico’s economy has not 

grown much.  The literature recognizes that trade may have been playing a role in 

Mexico’s growth underperformance, by pointing out that Mexico and China export 

similar products and that the former has been outcompeted by the latter.  I test this idea, 

comparing Mexico’s experience with China with that of Malaysia and Turkey.   

What I find is a different story from what the literature had concluded thus far.  

First, Mexico exports to the US goods similar to those of China, but so do Malaysia and 
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Turkey, so we would need to explain why Malaysia and Turkey were not affected in the 

same way as Mexico was.  Second, I find that part of the puzzled is solved by looking at 

Mexico’s main trade partner: the U.S.  Turkey and China do not export similar goods to 

the U.S., so that would explain why Turkey’s growth may have not been so affected by 

China.  However, Malaysia and Mexico do export similar goods to those of China to the 

U.S. If Malaysia’s growth was not affected by China, it is because it only devoted 20% of 

its exports to the U.S. in the period 1992-2015, while Mexico devoted 80%.  Third, even 

if Mexico and China export the same goods that does not mean that China took away 

growth opportunities from Mexico.  In response to this data, I do two things.  I test 

whether top Mexican exports were hurt by China, and then, whether Chinese top exports 

grew without hurting Mexican exports.  For the former, I focus on the top 51% Mexico 

exports immediately before and after China attained additional access to the US after the 

Multifiber Agreement ended in 2004.  Overall, during the period 2004-2006, the top 

Mexican exports to the US grew from $85 billion to $110 billion.  This growth was not 

only a consequence of exporting more oil (+$11 billion), but also more color televisions 

(+$8 billion) and more automobiles (+$6 billion).  For the rest of the top Mexican 

exports, I find that only two of the Mexican products faced significant substitution due to 

Chinese exports.  Regarding textiles and clothing, two categories are among the top 

Mexican exports.  Exports of men’s trousers and shorts made of cotton grew for both 

Mexico and China during the period under analysis.  In contrasts, exports of women’s 

trousers and shorts made of cotton grew only for China, while exports from Mexico 

diminished.  The evolution of the top Mexican exports to the US suggests that Mexican 
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export opportunities continued growing despite competition with China; however, there 

was some substitution on certain product categories, as shown by how the trousers made 

of cotton were affected, a key good that experienced trade liberalization after the 

Multifiber Agreement ended. 

To test whether Chinese top exports grew without hurting Mexican exports, I 

follow Chinese top exports to the US in 2006 and evaluate whether its growth was at the 

expense of Mexican exports.  In that period, the top Chinese exports to the US went from 

$63 billion to $96 billion; for those same categories, Mexican exports went from $34 

billion to $41 billion.  So, overall, both countries experienced growth for these exports, 

although China was able to grow much faster.  I find that 14 of out of the top 50 Chinese 

exports to the US experienced a significant growth, out of which, 12 grew without 

significantly hurting Mexican exports.  The two Chinese export goods that grew at the 

expense of Mexican exports were both computer related exports (code: 847192 and 

847120).  Chinese exports grew $7 billion in these two commodities while Mexican 

exports diminished by $3 billion.  Among the top 50 Chinese exports, there were no 

clothing nor textile goods that grew while harming Mexican exports. 

We see two findings here.  First, China did threaten some Mexican exports to the 

US.  However, Mexico shifted its product mix, so its total exports grew while the Chinese 

exports were also growing.  Mexico might have benefited further by diverting some of its 

exports—those challenged by China—to new destinations rather than letting that trade 

diminish.  Second, China was able to take advantage of opportunities in the US market 

that Mexico did not.  In the short-run, Mexico may well not have had the opportunity to 
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grow more, even in the absence of Chinese exports to the US.  The domestic problems 

discussed by Hanson (particularly inadequate access to credit and distortions in the 

supply of non-traded inputs), may have diminished Mexico´s ability to grow at the same 

speed as China did.   
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CHAPTER 5. CONCLUSIONS AND POLICY IMPLICATIONS 

A summary of the findings 

Economic theory has emphasized the role of exports in promoting economic 

growth.  Although the extent of this role is debatable, there is evidence that under certain 

circumstances: more exports are better; more sophisticated goods exported are better; 

and, more export diversification is better.  These actions promote resource reallocation to 

more productive activities (structural change), increase labor productivity, and reduce the 

exposure to idiosyncratic shocks, respectively.   

However, when a country needs to promote exports, and a firm decides to export 

more, a strategic decision needs to be made: to what destination(s)?  Larger, richer, and 

closer destinations would seem a good suggestion.  These countries should be able to buy 

more, buy at higher prices, and the transportation cost should be low.  However, recent 

firm-level studies found that manufacturing firms obtain higher prices and higher 

productivity by exporting to richer but more distant destinations.  While this may simply 

be a consequence of variable transportation costs, iceberg transport costs, it may also 

indicate that these are opportunities that firms in developing nations should explore. 

However, country-level impact remains unclear.  First, from a trade perspective, 

other factors may limit the benefits of exporting to these nations.  Even if a country is 

larger, richer, and farther, does not necessary mean that it will provide good growth 
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opportunities, as tariffs and non-tariff barriers may be prohibitive (e.g., exporting textiles 

and garments from China to the U.S. before 2005) or comparative advantages of both 

countries may be comparable (e.g., America’s large investments on R&D and in farm 

technology allows it to produce cheap corn; Mexico’s cheap labor also allows it to 

produce cheap corn).  Second, results may be affected several ways due to reallocation 

costs, concentration risks, and economies of scale and scope.  First, in the presence of 

high reallocation costs, resources across the economy may not go to where the 

opportunities for high profits and high growth are.  Second, in the presence of 

concentration risks, an economy may suffer an abrupt crisis if most of its exports flow to 

a narrow selection of small number of rich, distant destinations which constantly 

experience negative shocks.  Finally, in the presence of economies of scale and scope, the 

impact of exporting to richer and more distant destinations may be larger than suggested 

by firm-level studies.   

Considering this gap in the literature, this dissertation has explored whether the 

decision to pick certain export destinations impacts countries’ economic growth in a 

significant way.  I will briefly summarize the main findings from each of the previous 

four chapters 

 

Chapter 1 found that the economic literature has not explored the impact of export 

destinations on country-wide economic growth.  A hint of why this is the case is the 

growing concern over endogeneity in the trade and economic growth literature.  This may 

be the reason why no study has been published on export destinations and economic 
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growth: in the absence of a natural experiment, an RCT, or a robust IV, there is no hope 

for a paper on the topic to be published in an academic journal. 

Chapter 2 showed that trade relationships are dynamic, a necessary condition to 

conduct an econometric analysis.  Countries’ main trade relationships are not limited to 

their colonial heritage.  And, unless the country is in Europe or North America, it is also 

not limited to their neighbors.  It is even possible to detect some patterns by income level 

and economic growth.  High-income countries export more to Germany France, the UK, 

Taiwan, Canada and Belgium, while low-income countries trade more with Japan, India, 

the United Arab Emirates, Singapore, and Spain.  Fast-growth countries export more to 

Hong Kong and Taiwan, while slow-growth countries export more to China and 

Singapore.  These patterns suggest the choice of trade partners may play a role in a 

country’s economic growth.   

In Chapter 3, I proceed to measure the impact of trade partners on economic 

growth.  Using an economic convergence growth model, and a variable created to 

measure trade partners (YTPB), I find that low- and middle-income countries grow more 

slowly the more similar their bundle of trade partners is to that of high-income countries.  

This is likely due to competitive pressures: it is harder to compete against high-income 

countries.  Using an OLS fixed-effects model and a dynamic panel model, I find that 

increasing YTPB one standard deviation is equivalent to diminishing low-income 

countries economic growth from 2.0% (the average from 1965 to 2014) to 0.9%.  The 

impact for middle-income countries is smaller; and there is no impact for high-income 

countries.   
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The results are robust to: i) removing extreme values, i.e., small countries; ii) 

removing countries with highly concentrated exports; iii) different income classifications; 

iv) using a different dependent variable to represent economic development; v) using a 

different trade data set; and vi) correcting for autocorrelation; and vii) correcting for 

spatial autocorrelation.  While these results are robust, endogeneity is a concern.  

Therefore, I also conduct an exploratory instrumental variable (IV) approach, using 

population and REER as instruments, and find that the results hold for the full sample and 

are much larger than the OLS fixed-effects model and the dynamic panel model.  

However, due to the weakness of the instrument, we cannot fully guarantee that the 

instruments are exogenous, we should be careful with these results. 

In Chapter 4, I find additional evidence that one reason why export destinations 

matter is because a country may find itself exporting to a destination where it will 

compete heads-on against a more competitive country exporting similar goods.  The 

country becomes more vulnerable if most of the country’s exports are devoted to that 

export destination.  This appears to be the story of Mexico, whose income lagged behind 

while largely exporting to the U.S. and facing an important competitor there: China.  In 

the meantime, other developing countries, Turkey and Malaysia, continued growing.  

Turkey was not competing directly against the Asian giant neither in the U.S., nor in its 

main export market: Germany.  And, Malaysia, while it was exporting similar goods to 

China to the U.S. only exported 20% of its total exports to that destination.  Moreover, 

Malaysia shifted its main trade partner.  While 20 years ago it was the U.S., today it is 
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China.  What this means is that Malaysia is not only competing against China, is also 

cooperating with it. 

What are the key limitations to my findings?  First, like for most of the trade-and-

economic-growth literature, it is endogeneity.  While I do conduct an IV analysis and the 

analysis supports the main finding, it is exploratory and subject to concerns over how 

exogenous my instruments are.  Some comfort should come from the fact that the finding 

survives different samples, models, and even different definitions of the independent 

variable.  For this, further research is needed and if it is not possible to find a better 

instrument, an option is to conduct an RCT similar to that implemented with Egyptian 

rugs, in which another variable to control would be the export destination (Atkin et al. 

2017).   

Second, while I use distance to include a measure of variable costs to enter 

markets, I do not include information on the fixed-costs to enter certain markets.  By not 

controlling for this, I risk biases in my explanation that growth is affected by the level of 

import competition in a country´s export destination.  I do not make use of this control 

because I lack an adequate measure of the fixed-costs to enter foreign markets .  For 

example, to export mangoes to the U.S., a firm needs to immerse them in hot water to kill 

the fruit fly larvae.  How hot the water needs to be and for how long a time the mangoes 

need to be immersed depends on the size and variety of the mango.  Exporting countries 

may need to develop their research,45 and their protocols for the varieties they export.  

                                                 
45 For research conducted to export mangoes from Ethiopia see: Obsa Neme Angasu, Olyad Gudissa 

Dessalgne, and Tigist Nardos Tadesse (2014) 
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Also, they may also need to lobby U.S. institutions to convince them that the particular 

protocols for this country are effective.46  Likely, the protocol to enter in Europe will be 

different, and so will its fixed-cost.  Conducting case studies for particular goods and a 

limited number of export destinations may be a practical way to better understand how 

these other fixed-cost to export to different export destinations may be a problem. 

 

Policy implications 

As I mentioned in the Introduction, my goal is to identify policy 

recommendations for the three Central American countries that are part of the “Alliance 

for the Prosperity of the Northern Triangle” (A4P) by looking at the role of export 

destinations in economic growth.  The findings from the previous chapters suggest some 

policy implications that are cross-cutting for most developing countries.  I will proceed to 

discuss these general recommendations and end with some additional, more specific 

policy implications for the A4P countries.   

Developing countries need to pay attention to which countries they are exporting 

to, unless they want to experience economic growth slowdown because they find highly 

competitive competitors in those markets.  To understand the policy implications of this 

finding, we need to go back to the last sections of Chapter 1.  There, I mention how the 

literature has found that many firms in developing countries cannot easily overcome the 

challenges as needed to start and increase their exporting activities due to: information 

                                                 
46 For an example of how U.S. regulations were modified to allow the importation of mangoes from 

Jamaica into the U.S. see (Animal and Plant Health Inspection Service, USDA 2014) 
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externalities; coordination externalities; and the use of erroneous heuristics due to 

bounded rationality and uncertainty.  These three challenges may also be behind why 

firms in a developing country may pick and maintain a particular export destination while 

ignoring others more favorable to the firm´s and/or the country´s growth.47  Let me 

expand these ideas further so we can identify the policy implications of my findings. 

Information externalities may take place if, to export to a new destination or to 

increase the scale and scope of exports to an existing trade partner, a firm needs to make 

an onerous investment to gather information and experiment with new processes and 

products.  The problem is that this information eventually becomes a public good, so 

other entrepreneurs will enter the market until the rents dissipate.  This leaves the pioneer 

entrepreneur unable to recoup the investment.  Faced with this threat, many entrepreneurs 

are unwilling to be the pioneers, leaving many growth opportunities underexploited.   

How can information externalities leave underexploited opportunities regarding 

export destinations?  Here are a few examples: 

• To find a new market, the entrepreneur and/or its managers need to assess 

first where to go.  They may need to travel to the country and evaluate the 

profitability of exporting to the given destination.  This decision may be 

limited by the information available in the country and by the firm´s 

resources.48  A different path may be to find a trustworthy trade partner or 

                                                 
47 As the end of the Multifiber Agreement was near, Mexican entrepreneurs exporting women’s cotton 

trousers could have consider entering new markets.  However, as we will see below, there were reasons 

why this decision may not have been taken or successfully been executed. 
48 While the Internet makes some information available, high-quality sources may charge considerable 

prices.  And, quality may be hard to assess ex-ante.   
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distribution channel, including middlemen and retailers, which may 

require a few expensive trials to find.  How can governments help 

overcome this situation?  The government may support firms by providing 

grants to attend trade fairs and/or by creating market intelligence regarding 

distribution channels in different countries. 

• To enter into a new market, firms need to fulfill different requirements, 

such as taxes, phytosanitary regulation, and so on.  To overcome this 

obstacle, firms may need support to answer questions like how to pay 

taxes or what fringe benefits exist in this country.  However, this is also a 

technological problem because the firm needs to find ways to fulfill the 

regulation requirements in a cost-effective fashion.  Support through R&D 

grants to solve phytosanitary and similar challenges may be needed. 

• To enter into new markets, firms need to sign contracts and create product 

labels in different languages and according to different legal frameworks.  

This represents a “menu cost”.  Reducing the high language and regulatory 

fixed-costs of this barrier may be done as part of the market intelligence 

efforts usually conducted by government trade agencies.  Providing 

translation and legal support may also be useful.49 

• To enter a new market, for certain goods, firms must provide information 

not only about the firm´s quality but also about the country´s average 

                                                 
49 Here, free services, such as Google Translate and Linguee are insufficient.  Besides, there may be 

problems of supply of certain skills, e.g., probably are not enough Tagalog speaking people in Guatemala 

to help with trade negotiations. 
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quality.  Briefly: are Chilean wines good?  In the case of wine, and in 

other products, nationality matters; they compete à la Armington (1969).  

In this case, there is a collective action problem: to provide information to 

the customer about the country’s quality is expensive, and the benefits are 

diffuse among all exporters.  Therefore, not many firms are willing to 

provide this information, so they will not be able to enter new markets 

competitively.  To deal with this challenge, Chile helps small and medium 

wine producers by subsidizing free tasting of their wines in new markets.50 

Coordination externalities may accrue if, to export to a new destination, or to 

increase the scale and scope of exports to an existing trade partner, a specific non-

tradable input is required, which will not be produced until sufficient domestic demand 

exists.  How can coordination externalities leave underexploited opportunities regarding 

export destinations?  The non-tradable input may be:  

• Freight transport, through air or sea, at competitive prices.  Different 

problems may limit the availability of this input at a competitive price, 

e.g., the country is landlocked increasing the costs of using a sea port in 

neighboring countries; the existing seaports and airports are operating near 

capacity and cannot accommodate a new operator or additional ships or 

planes without a large investment that is not yet profitable; other firms or 

industries may not consider this export destination as attractive so the 

                                                 
50 I saw this in the Whole Foods in Clarendon.  Two Chileans explained me the program while giving me 

wine to taste.  I also saw Chilean efforts in Guatemala with sea food. 
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average cost of transportation is high, etc.  Here, governments may help 

through transportation infrastructure planning and competitive bids for its 

construction and operation.  Regulatory changes and temporary subsidies 

may be needed to convince companies to be willing to transport goods to 

new destinations while the cargo capacity is still small. 

• A high-quality input or an input intensive in R&D.  Let me provide an 

example.  The Central American - Dominican Republic Free Trade 

Agreement (CAFTA-DR) demands a regional value content rule for some 

goods in order to obtain preferential treatment, so most of the input value 

needs to be produced in the region.   But the input (e.g., a synthetic 

textiles) may never be produced if it requires a high investment that is not 

profitable because current demand is insufficient; and current demand is 

insufficient because it cannot obtain domestic synthetic textiles to justify a 

growing investment.  In these situations, the government may consider 

implementing vertical policies to promote the production of the input until 

it becomes sustainable. 

Erroneous heuristics may also become an obstacle to exporting to new 

destinations if the way entrepreneurs and managers make decisions introduces systematic 

biases against change.  If firms do not use perfect information and do not maximize 

profits, then how firms make decisions does matter.  Resource misallocation, or the 

finding that there are not enough resources going toward activities with high returns, may 

simply be a consequence that firms are not maximizing profits.  Considering the problem 
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of resource misallocation, it is possible that firms in developing countries make decisions 

more like small fish sellers in Ghana than like sophisticated investment banks in Wall 

Street.  Then, firms in developing countries may be following something like the 

“elimination by aspects approach”, mentioned in Chapter 1, where they evaluate whether 

the available alternatives fulfill some minimum requirements.  In doing so, firms may 

evaluate, during their analysis, different characteristics: 

• Is there still room to grow in the markets that the firm already exports to? 

• Have the top executives of the firm traveled to this place and deemed it an 

attractive market?   

• Is the new destination a country that speaks the same language that some 

of the top executives speak, to minimize problems with clients and foreign 

authorities?   

• Do the firm´s current financial institutions, middlemen, and/or logistics 

company have presence in the new destination?   

• How complicated will it be to fulfill the quality requirements to export to 

these destinations?  Here, I´m not only talking about monetary costs but 

also the non-pecuniary costs that would be required from the management 

team, such as dealing with new authorities. 

A firm may decide not to export to a more favorable market if it believes it still 

has unexploited opportunities in its existing trade relationships, or because its managers 

have never traveled to a given country, are wary of the menu costs involved in entering 

the market, or simply do not have a trusting relationship with another firm that can help 
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them access this market.  For this problem, the interventions may seem very similar to 

those already discussed for the information and coordination externalities, such as market 

intelligence.  However, for the information and coordination externalities, there is the 

implicit assumption that firms are interested in entering new markets or increasing its 

participation in the more promising ones.  In the presence of erroneous heuristics this is 

not the case: firms need to be convinced to even participate in the trade fair in the first 

place.  Here is where non-economic policies may become important, such as cultural 

exchanges that increase the knowledge of new markets to a younger generation that may 

one day consider export to new markets. 

A last policy takeaway should be that trade policy should be evaluated with 

certain frequency, at least once per decade.  International markets are in constant change, 

and with it, new opportunities and threats arise.  In the presence of information 

externalities, coordination externalities, and the use of erroneous heuristics due to 

bounded rationality and uncertainty, these opportunities may go unexploited and these 

threats may become a reality.   

 

Before concluding, I want to consider a couple of specific policy implications for 

the A4P countries.  When looking at how they chose export destinations, it is noticeable 

that these countries are more similar in their recent trade behavior to Mexico than to 

Malaysia and Turkey.  By 2017, both, El Salvador and Guatemala exported 42% to the 

US, while Honduras exported 54%.  Their high reliance on exports to the US should be a 

concern because it makes them as vulnerable as Mexico to Chinese competition.  The 
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A4P countries have two options to avoid this outcome.  One, if they are willing to find 

new markets, they should consider the recommendations described above and to 

negotiate preferential access to their products.51  Two, if they are not willing to find new 

markets, these small countries must take into consideration that they will not only be 

competing against China but also Mexico.  If that is the case, they should consider the 

Malaysian strategy: to become a partner rather than a competitor of its main threat in this 

case, the A4P countries should work hard to be part of the value chain of Mexican 

exports to the US.52  However, the latter may not be enough.  The A4P countries also 

need to find new markets because how of much they trade among themselves: El 

Salvador, 26%; Guatemala 17%, and Honduras 9%.  If they were large, high-income, or 

high-growth countries, the current strategy could possibly work, but that is not the case.  

The A4P countries will need to grow by exporting out of the region. 

 

This brief discussion should show policy-makers how it is possible, and how it 

may even be needed, to promote certain export destinations to improve their countries’ 

economic growth.  In the case of the Central American countries, what originally inspired 

me to write this dissertation, diversifying their exports away from the North- and Central-

American regions needs to be seriously considered.  An example has already been set by 

                                                 
51 Central American countries should not let the current trade war go to waste for them.  A4P could 

approach some European and Asian countries to avoid being affected by protectionist trade measures and 

even attempt to gain some preferential access. 
52 Again, the current international trade war should not go to waste.  The A4P countries currently enjoy 

trade benefits from the US through CAFTA-DR, together with three other countries.  However, they may 

be able to obtain additional benefits as part of the A4P agenda.  If the current trade war, together with the 

United States-Mexico-Canada Agreement (USMCA), is able to move some of the value chains from China 

to the North America, the A4P countries should try to be part of them. 
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Costa Rica which does not rely so heavily on these regions and instead has been shifting 

their exports.  Back in 1995, it exported only 3% to Asia, but now it exports 15%.  This 

shows that a steady shift towards a different bundle of export destinations is possible in 

the region.  And, considering the findings in this dissertation, it may be fruitful to make 

this shift. 
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APPENDIX 1. ADDITIONAL TABLES AND FIGURES FOR CHAPTER 1 

Table 24. Explaining the exporting productivity premium 

Paper Data Relevant methodological aspects Findings 

(Alvarez and 
López 2005) 

7132 Chilean 

manufacturing firms 

(1990-1996) 

Probit for SS & LTE.  OLS, OP for 

LBE, controlling for SS. 

SS is found.  LTE is 

found.  LBE is found 

(Atkin, Osman, 
and Khandelwal 
2016) 

219 Egyptian rug 

producers (2011-2014) 

Randomized experiment LBE is found 

ES is found 

(B. Y. Aw, 
Chung, and 
Roberts 2000) 

>100,000 Taiwanese 

manufacturing firms 

88,864 Korean 

manufacturing firms 

(1983-1993) 

OLS SS is found for Taiwan, 

not for Korea.  LBE is not 

found neither for Taiwan 

nor Korea. 

(Blalock and 
Gertler 2004) 

3,877 Indonesian 

manufacturing 

establishments (1990-

1996) 

OLS, Fixed effects, OP for SS & 

LBE. 

LBE is found. 

(Clerides, Lach, 
and Tybout 
1998) 

All average:  

1,354 Colombian plants 

(1981-1991).   

1,327 large Mexican 

plants (1986-1990)  

938 Moroccan plants 

(1984-1991) 

FIML and GMM. SS is found.   

(Cruz et al. 
2014) 

275 Mozambican 

manufacturing firms 

(1999-2006) 

Blinder-Oaxaca Decomposition 

(born-global firms and no export 

entry).  Propensity score matching. 

LBE is found. 

(Damijan and 
Kostevc 2006) 

1379 Slovenian 

manufacturing firms 

(1994-2002) 

Propensity score matching.  Diff-in-

diff-, GMM 

ES is found 

(Foster-
McGregor, 
Isaksson, and 
Kaulich 2014) 

3090 manufacturing and 

service firms in 19 African 

countries (2010) 

Propensity score matching.  Diff-in-

diff.  Trimmed OLS regression, 

LAD regression, MM regression 

LBE not found in OLS 

and LAD regressions.  

LBE found using the 

robust MM-estimator. 

(Isgut and 
Fernandes 
2005) 

3091 Colombian 

manufacturing firms 

(1981-1991) 

Includes some measures to control 

for labor and capital quality: skill 

intensity, wage premium, capital 

vintage.  Propensity score matching. 

OLS. Fixed effects. 

SS is not found.  LBE is 

found.  ES is found 

(although not explicitly 

mentioned). 

(Loecker 2013) 7915 Slovenian 

manufacturing firms 

(1994-200) 

Past export experience considered as 

part of an endogenous productivity 

process.  Diff-in-diff.  

Nonparametric estimation. 

LBE is found.   

(Luong 2013) Chinese automobile firms 

(1998-2007) 

1 industry. Controls for destination 

country.  Evaluates: new entrants, 

established exporters, young 

exporters.  OP.  

LBE is not found. 

Explanation: destination 

country are emerging 
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Paper Data Relevant methodological aspects Findings 

countries, so technological 

gap may not even exist. 

(Pattnayak and 
Thangavelu 
2014) 

538 Indian manufacturing 

firms (1991-2001) 

Different dummies to control for 

different export behavior, including 

past exporting experience.  Pooled 

OLS. OP. Fixed effects.  

LBE is found.  

Productivity decreases 

when firms stop exporting 

(Saxa 2009) 932 Czech manufacturing 

firms (1997-2002) 

OLS, OP, IV as an identification 

strategy: industry-specific exchange 

rate and ratio of producer prices on 

domestic and foreign markets.  

Propensity score matching. OLS. 

Fixed-effects 

LBE found for labor 

productivity using 

propensity score 

matching; not for TFP. 

LBE found for TFP using 

fixed effects IV, not for 

labor productivity.  

(Siba and 
Gebreeyesus 
2014) 

1,948* Ethiopian 

manufacturing firms 

(1996-2009) 

Probit for SS.   OLS & SYS-GMM 

for LBE. 

SS is found.  LBE is 

found. 

(Yasar et al. 
2007) 

7024 Turkish textile, 

apparel, and motor vehicle 

and parts firms (1990-

1996) 

Export intensity.  OLS LEB in the textile, apparel 

industry.  LEB is not 

found in the other 

industries.  Explanation: 

they need to compete 

domestically in 

competitive market with 

high sunk costs. 

ES: economies of scale.  LBE: learning-by-exporting.  LTE: learning-to-export.  SS: self-selection.  LAD: least absolute 

deviations.  MM: OLS: ordinary least-squares.  SYS-GMM: system generalized method of moments.  FIML: full 

information maximum likelihood. OP: Olley-Pakes and other structural models.   

*Information is not provided in the actual total amount of firms, the amount used is the highest number of firms in any 

year. 
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APPENDIX 2. ADDITIONAL TABLES AND FIGURES FOR CHAPTER 2 

Table 25. Top ten export destinations (1965-2014) - Africa 

 1965 1975 1985 1995 2005 2014 

Total 4 37 48 69 175 459 

#1 France (18%) USA (17%) Italy (20%) France (10%) USA (13%) China (11%) 

#2 United Kingdom 

(14%) Germany (FFR) (11%) France (18%) USA (8%) France (9%) Spain (7%) 

#3 

Germany (FFR) (13%) France (11%) USA (10%) 

Special Categories 

(8%) Italy (8%) India (7%) 

#4 

USA (7%) 

United Kingdom 

(11%) Netherlands (9%) Italy (8%) United Kingdom (7%) France (6%) 

#5 
Netherlands (7%) Italy (8%) Germany (FFR) (7%) United Kingdom (6%) Spain (7%) Netherlands (6%) 

#6 Belgium-Lux. (6%) Netherlands (5%) Spain (6%) Germany (6%) Netherlands (5%) Italy (5%) 

#7 Italy (6%) Japan (4%) United Kingdom (3%) Netherlands (5%) Germany (4%) USA (5%) 

#8 USSR (4%) Areas, nes (3%) Greece (2%) Japan (4%) Japan (4%) United Kingdom (4%) 

#9 Spain (2%) USSR (3%) Turkey (2%) Spain (4%) China (4%) Brazil (3%) 

#10 Czechoslovakia (2%) Spain (2%) Yugoslavia (2%) Belgium-Lux. (4%) Belgium (3%) South Africa (3%) 
Source: using information from COMTRADE (2018).  Total in billions of US$ 
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Table 26. Top ten export destinations (1965-2014) - Americas 

 1965 1975 1985 1995 2005 2014 

Total 46 185 423 1,140 2,580 5,370 

#1 USA (18%) USA (20%) USA (26%) USA (24%) USA (29%) USA (22%) 

#2 

Canada (13%) Canada (13%) Canada (11%) Canada (11%) Canada (9%) 

China, Hong Kong 

SAR (8%) 

#3 United Kingdom (7%) Japan (7%) Japan (9%) Japan (10%) Japan (6%) Canada (7%) 

#4 Japan (6%) United Kingdom (4%) United Kingdom (4%) Hong Kong SAR (5%) Hong Kong SAR (6%) Mexico (5%) 

#5 
Germany (FFR) (5%) Germany (4%) Germany (FFR) (3%) Mexico (4%) Mexico (5%) Japan (5%) 

#6 Netherlands (4%) Netherlands (3%) Mexico (3%) United Kingdom (3%) Germany (3%) China (4%) 

#7 Italy (3%) Mexico (3%) Netherlands (3%) Germany (3%) Rep. of Korea (3%) Rep. of Korea (3%) 

#8 France (3%) USSR (3%) Hong Kong SAR (2%) Rep. of Korea (3%) United Kingdom (3%) Germany (3%) 

#9 Mexico (3%) Italy (2%) France (2%) Netherlands (2%) Netherlands (3%) Netherlands (3%) 

#10 Special Categories 

(2%) France (2%) Italy (2%) Other Asia, nes (2%) China (3%) United Kingdom (2%) 
Source: using information from COMTRADE (2018).  Total in billions of US$.  Special Categories, code 839, is used when an exporting country, does not want to provide information of the 
trade partner it exports to a particular commodity.  Hong Kong: China, Hong Kong SAR 

 

 

 
Table 27. Top ten export destinations (1965-2014) - Asia 

 1965 1975 1985 1995 2005 2014 

Total 19 163 372 1,340 2,730 5,130 

#1 USA (22%) USA (13%) USA (28%) USA (22%) USA (15%) China (16%) 

#2 United Kingdom (7%) Areas, nes (13%) Areas, nes (9%) China (8%) China (14%) USA (10%) 

#3 Japan (6%) Japan (11%) Japan (7%) Japan (7%) Other Asia, nes (7%) Other Asia, nes (7%) 

#4 

Malaysia (4%) United Kingdom (4%) China (6%) 

China, Hong Kong 

SAR (7%) Japan (7%) Areas, nes (7%) 

#5 

Germany (FFR) (4%) France (3%) Germany (FFR) (4%) Singapore (5%) 

China, Hong Kong 

SAR (5%) Japan (5%) 

#6 Singapore (3%) Germany (FFR) (3%) Singapore (3%) Germany (4%) Rep. of Korea (3%) Hong Kong SAR (4%) 

#7 USSR (3%) Netherlands (3%) Hong Kong SAR (3%) Malaysia (4%) Singapore (3%) Singapore (3%) 

#8 Australia (3%) Singapore (3%) United Kingdom (3%) Other Asia, nes (4%) Areas, nes (3%) Rep. of Korea (3%) 

#9 Hong Kong SAR (3%) Rep. of Korea (2%) Rep. of Korea (3%) Rep. of Korea (4%) Germany (3%) Malaysia (2%) 

#10 Netherlands (2%) Italy (2%) Australia (2%) United Kingdom (3%) Malaysia (2%) India (2%) 
Source: using information from COMTRADE (2018).  Total in billions of US$.  “Other asia, nes”, is likely Taiwan.  Hong Kong: China, Hong Kong SAR  
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Table 28. Top ten export destinations (1965-2014) - Europe 

 1965 1975 1985 1995 2005 2014 

Total 89 401 818 2,210 4,520 6,970 

#1 Germany (13%) Germany (FFR) (11%) Germany (FFR) (12%) Germany (15%) Germany (12%) Germany (12%) 

#2 USA (7%) France (8%) USA (9%) France (9%) France (8%) France (7%) 

#3 France (7%) United Kingdom (7%) France (9%) United Kingdom (7%) USA (7%) USA (7%) 

#4 United Kingdom (6%) Netherlands (6%) United Kingdom (8%) USA (6%) United Kingdom (7%) United Kingdom (6%) 

#5 Netherlands (6%) Belgium-Lux. (6%) Netherlands (6%) Italy (6%) Italy (6%) Netherlands (5%) 

#6 Belgium-Lux. (6%) USA (5%) Italy (6%) Netherlands (6%) Netherlands (5%) Italy (5%) 

#7 Italy (4%) Italy (5%) Belgium-Lux. (5%) Belgium-Lux. (5%) Spain (5%) Belgium (4%) 

#8 Switzerland (4%) USSR (4%) USSR (4%) Spain (4%) Belgium (4%) China (4%) 

#9 Sweden (4%) Sweden (3%) Switzerland (3%) Switzerland (3%) Switzerland (3%) Spain (3%) 

#10 Special Categories 

(2%) Switzerland (3%) Sweden (3%) Austria (2%) Austria (2%) Poland (3%) 
Source: using information from COMTRADE (2018).  Total in billions of US$.  Special Categories, code 839, is used when an exporting country, does not want to provide information of the 
trade partner it exports to a particular commodity.   

 

 

 
Table 29.Top ten export destinations (1965-2014) - Oceania 

 1965 1975 1985 1995 2005 2014 

Total 4 15 29 63 125 273 

#1 United Kingdom 

(25%) Japan (27%) Japan (23%) Japan (19%) Japan (17%) China (29%) 

#2 Japan (14%) USA (10%) USA (9%) Areas, nes (13%) China (9%) Areas, nes (13%) 

#3 USA (11%) United Kingdom (8%) United Kingdom (5%) USA (6%) Areas, nes (9%) Japan (11%) 

#4 New Zealand (5%) New Zealand (4%) Areas, nes (4%) New Zealand (6%) USA (7%) Rep. of Korea (6%) 

#5 

France (4%) Germany (FFR) (4%) 

Special Categories 

(3%) Rep. of Korea (6%) Rep. of Korea (6%) USA (5%) 

#6 China (4%) France (3%) China (3%) Other Asia, nes (4%) New Zealand (5%) India (3%) 

#7 

Germany (FFR) (4%) Canada (3%) Rep. of Korea (3%) Australia (4%) 

Special Categories 

(4%) Australia (3%) 

#8 Italy (3%) USSR (3%) Australia (3%) Hong Kong SAR (4%) Australia (4%) Other Asia, nes (3%) 

#9 USSR (2%) Singapore (2%) New Zealand (3%) United Kingdom (4%) Other Asia, nes (3%) New Zealand (3%) 

#10 Malaysia (2%) Australia (2%) Germany (FFR) (3%) China (3%) United Kingdom (3%) Singapore (2%) 
Source: using information from COMTRADE (2018).  Total in billions of US$.  “Other asia, nes”, is likely Taiwan.  “Areas, nes”, refers to the situation when the trade partner is unknown to 
the country or if there is an error in how the information is provided.  Hong Kong: China, Hong Kong SAR. 
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Table 30. Hegemons and colonies under analysis 

 

Hegemon China Egypt (AR) Ethiopia Greece Pakistan 

Colonies • Mongolia • Sudan • Eritrea • Cyprus • Bangladesh 

 

Hegemon South Africa Haiti Indonesia Morocco Sweden 

Colonies 
• Namibia • Dominican 

Republic 

• Timor-Leste  • Western 

Sahara  

• Estonia 

• Finland 

 

Hegemon Belgium Denmark Italy Yugoslavia 

Colonies 

• Burundi 

• Rwanda 

• Congo (DR) 

• Faroe Islands 

• Greenland 

• Iceland 

• Eritrea 

• Libya 

• Somalia 

• Bosnia and Herzegovina 

• Slovenia 

 

Hegemon Australia Austria New Zealand 

Colonies 

• Cocos (Keeling) Islands 

• Christmas Island 

• Norfolk Island 

• Nauru 

• Papua New Guinea 

• Bosnia and Herzegovina 

• Czech Republic 

• Croatia 

• Slovak Republic 

• Slovenia 

• Cook Islands  

• Niue  

• Tokelau  

• Samoa 

 

Hegemon Japan Netherlands 

Colonies 

• Micronesia (FS) 

• Korea, Rep. 

• Northern Mariana Islands 

• Palau 

• Korea, Dem. People’s Rep. 

• Taiwan, Province of China 

• Aruba 

• Netherlands Antilles 

• Indonesia 

• Luxembourg 

• Suriname 

• South Africa 

 

Hegemon Germany Portugal United States 

• Colonies 

• Burundi 

• Micronesia (FS) 

• Northern Mariana Islands 

• Namibia 

• Nauru 

• Palau 

• Papua New Guinea 

• Poland 

• Rwanda 

• Samoa 

• Angola 

• Brazil 

• Cabo Verde 

• Guinea-Bissau 

• Macao SAR, China 

• Mozambique 

• Sao Tome and Principe 

• Timor-Leste  

• Micronesia (FS) 

• Marshall Islands 

• Northern Mariana Islands 

• Philippines 

• Palau 

• Puerto Rico 
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Hegemon 
Russian 

Federation 

Turkey Spain 

Colonies 

• Armenia 

• Azerbaijan 

• Belarus 

• Estonia 

• Finland 

• Georgia 

• Kazakhstan 

• Kyrgyz Republic 

• Lithuania 

• Latvia 

• Moldova 

• Tajikistan 

• Turkmenistan 

• Ukraine 

• Uzbekistan 

• Albania 

• Armenia 

• Bulgaria 

• Bosnia and Herzegovina 

• Cyprus 

• Egypt, Arab Rep. 

• Greece 

• Iraq 

• Lebanon 

• Libya 

• Macedonia, FYR 

• Palestine 

• Romania 

• Syrian Arab Republic 

• Tunisia 

• Yemen, Rep. 

• Yugoslavia 

• Argentina 

• Bolivia 

• Chile 

• Colombia 

• Costa Rica 

• Cuba 

• Dominican Republic 

• Ecuador 

• Western Sahara  

• Falkland Islands  

• Micronesia (FS) 

• Equatorial Guinea 

• Guatemala 

• Honduras 

• Mexico 

• Northern Mariana Islands 

• Nicaragua 

• Panama 

• Peru 

• Philippines 

• Puerto Rico 

• Paraguay 

• El Salvador 

• Uruguay 

• United States 

• Venezuela, RB 
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France United Kingdom 

• Benin 

• Burkina Faso 

• Central African Republic 

• Canada 

• Cote d'Ivoire 

• Cameroon 

• Congo, Rep. 

• Comoros 

• Djibouti 

• Dominican Republic 

• Algeria 

• Gabon 

• Guinea 

• Guadeloupe  

• French Guiana  

• Haiti 

• Cambodia 

• Lao PDR 

• Lebanon 

• Morocco 

• Madagascar 

• Mali 

• Mauritania 

• Martinique  

• Mauritius 

• New Caledonia 

• Niger 

• French Polynesia 

• Réunion  

• Senegal 

• Saint Pierre and Miquelon  

• Seychelles 

• Syrian Arab Republic 

• Chad 

• Togo 

• Tunisia 

• United States 

• Vietnam 

• Vanuatu 

• Wallis and Futuna  

• Afghanistan 

• Anguilla  

• United Arab Emirates 

• Antigua and Barbuda 

• Australia 

• Bangladesh 

• Bahrain 

• Bahamas, The 

• Belize 

• Bermuda 

• Barbados 

• Brunei Darussalam 

• Botswana 

• Canada 

• Cocos (Keeling) Islands  

• Cook Islands  

• Christmas Island  

• Cayman Islands 

• Cyprus 

• Dominica 

• Egypt, Arab Rep. 

• Eritrea 

• Fiji 

• Falkland Islands (Malvinas)  

• Ghana 

• Gibraltar 

• Gambia, The 

• Grenada 

• Guyana 

• Hong Kong SAR, China 

• India 

• Ireland 

• Iraq 

• Israel 

• Jamaica 

• Jordan 

• Kenya 

• Kiribati 

• St. Kitts and Nevis 

• Kuwait 

• St. Lucia 

• Sri Lanka 

• Lesotho 

• Maldives 

• Malta 

• Myanmar 

• Montserrat  

• Mauritius 

• Malawi 

• Malaysia 

• Nigeria 

• Niue  

• Nauru 

• New Zealand 

• Pakistan 

• Palestine 

• Pitcairn 

• Palau 

• Papua New Guinea 

• Qatar 

• Sudan 

• Singapore 

• Saint Helena, Ascension 

and Tristan da Cunha  

• Solomon Islands 

• Sierra Leone 

• Somalia 

• Swaziland 

• Seychelles 

• Turks and Caicos Islands 

• Tokelau  

• Tonga 

• Trinidad and Tobago 

• Tuvalu 

• Tanzania 

• Uganda 

• United States 

• St. Vincent and the 

Grenadines 

• British Virgin Islands 

• Vanuatu 

• Yemen, Rep. 

• South Africa 

• Zambia 

• Zimbabwe 
Source: using information from Head et al. (2010). 
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Table 31. United Kingdom, its former colonies, and their export destinations (1970 and 2014) 

Country United Kingdom(1970) United Kingdom (2014) 

Trade 

partners 

USA 11% USA 13% 

Germany (FFR) 6% Germany 11% 

Netherlands 5% Netherlands 8% 

Ireland 4% France 7% 

Sweden 4% Ireland 6% 

 

Country Afghanistan (1970) Afghanistan (2014) Antigua and Barbuda (1970) Antigua and Barbuda (2014) 

Trade 

partners 

USSR 38% Pakistan 33% N/A  United Kingdom 27% 

United Kingdom 16% India 28% N/A  USA 20% 

India, excl. Sikkim 16% Areas, nes 27% N/A  Areas, nes 10% 

East and West Pakistan 7% Iran 6% N/A  Curacao 6% 

Germany (FFR) 5% Germany 3% N/A  Saint Kitts and Nevis 5% 

 

Country Australia (1970) Australia (2014) Bahamas (1970) Bahamas (2014) 

Trade 

partners 

Japan 27% China 31% N/A  USA 83% 

USA 13% Areas, nes 16% N/A  France 4% 

United Kingdom 12% Japan 12% N/A  Ireland 4% 

New Zealand 5% Rep. of Korea 7% N/A  Canada 2% 

Papua New Guinea 3% USA 4% N/A  Ghana 1% 

 

Country Bahrain (1970) Bahrain (2014) Barbados (1970) Barbados (2014) 

Trade 

partners 

Saudi Arabia 11% Saudi Arabia 15% United Kingdom 39% Areas, nes 24% 

Japan 10% United Arab Emirates 15% USA 20% USA 17% 

Australia 10% Japan 14% Caribbean, nes 15% Trinidad and Tobago 12% 

Portugal 9% Qatar 5% Bunkers 12% Guyana 5% 

Singapore 9% Singapore 5% Canada 5% Saint Lucia 4% 

 

Country Belize (1970) Belize (2014) Bermuda (1970) Bermuda (2014) 

Trade 

partners 

N/A  USA 38% N/A  USA 79% 

N/A  United Kingdom 25% N/A  Areas, nes 12% 

N/A  Mexico 8% N/A  United Kingdom 6% 

N/A  Netherlands 5% N/A  Canada 1% 

N/A  Jamaica 4% N/A  Germany 1% 
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Country Botswana (1970) Botswana (2014) Brunei Darussalam (1970) Brunei Darussalam (2014) 

Trade 

partners 

N/A  Belgium 26% Malaysia 99% Japan 37% 

N/A  India 15% Singapore 1% Rep. of Korea 11% 

N/A  South Africa 12% Italy 0% India 9% 

N/A 

 Israel 8% 

China, Hong Kong 

SAR 0% Australia 8% 

N/A  Namibia 7% Indonesia 0% Indonesia 6% 

 

Country Canada (1970) Canada (2014) Hong Kong (SARC) (1970) Hong Kong (SARC) (2014) 

Trade 

partners 

USA 65% USA 79% USA 36% China 54% 

United Kingdom 9% China 4% United Kingdom 10% USA 9% 

Japan 5% Japan 2% Japan 7% Japan 4% 

Germany (FFR) 2% United Kingdom 1% Germany (FFR) 7% India 3% 

Netherlands 2% Mexico 1% Singapore 4% Other Asia, nes 2% 

 

Country Pakistan (1970) Pakistan (2014) Fiji (1970) Fiji (2014) 

Trade 

partners 

USA 12% USA 15% United Kingdom 33% Bunkers 15% 

United Kingdom 10% China 9% USA 17% USA 13% 

Japan 6% Afghanistan 8% Canada 12% Australia 9% 

China 5% United Kingdom 7% Bunkers 10% United Kingdom 8% 

China, Hong Kong SAR 5% United Arab Emirates 5% New Zealand 7% China 6% 

 

Country Gambia (1970) Gambia (2014) Ghana (1970) Ghana (2014) 

Trade 

partners 

United Kingdom 47% Mali 38% USA 19% N/A N/A 

Netherlands 13% Guinea 25% United Kingdom 19% N/A N/A 

Switzerland 12% Senegal 16% Germany (FFR) 10% N/A N/A 

France 9% China 7% Netherlands 10% N/A N/A 

Germany (FFR) 9% Guinea-Bissau 5% USSR 9% N/A N/A 

 

Country Guyana (1970) Guyana (2014) India (1970) India (2014) 

Trade 

partners 

USA 28% Venezuela 15% Japan 14% USA 14% 

United Kingdom 19% USA 15% USA 14% United Arab Emirates 10% 

Canada 19% United Kingdom 14% USSR 13% China 4% 

Trinidad and Tobago 8% Jamaica 6% United Kingdom 12% China, Hong Kong SAR 4% 

Norway 8% Trinidad and Tobago 5% Egypt 3% Saudi Arabia 4% 
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Country Ireland (1970) Ireland (2014) Israel (1970) Israel (2014) 

Trade 

partners 

United Kingdom 66% USA 22% USA 19% USA 27% 

USA 10% United Kingdom 13% United Kingdom 11% 

China, Hong Kong 

SAR 9% 

France 3% Belgium 13% Germany (FFR) 9% United Kingdom 6% 

Germany (FFR) 3% Germany 7% Netherlands 6% Areas, nes 5% 

Special categories 3% Switzerland 6% Belgium-Luxembourg 5% Belgium 5% 

 

Country Jamaica (1970) Jamaica (2014) Jordan (1970) Jordan (2014) 

Trade 

partners 

N/A  USA 39% Lebanon 19% USA 16% 

N/A  Canada 15% Saudi Arabia 14% Iraq 15% 

N/A  Netherlands 6% Syria 13% Saudi Arabia 12% 

N/A  United Kingdom 5% Kuwait 12% Free zones 10% 

N/A  Russian Federation 5% Iraq 11% India 8% 

 

Country Kiribati (1970) Kiribati (2014) Kuwait (1970) Kuwait (2014) 

Trade 

partners 

N/A  Malaysia 36% Japan 19% United Arab Emirates 93% 

N/A  Fiji 27% United Kingdom 17% China 1% 

N/A  Timor-Leste 10% Italy 8% India 1% 

N/A  Other Asia, nes 10% Netherlands 7% United Arab Emirates 1% 

N/A  Japan 5% France 7% Saudi Arabia 1% 

 

Country Malawi (1970) Malawi (2014) Malaysia (1970) Malaysia (2014) 

Trade 

partners 

United Kingdom 46% Belgium 13% Singapore 22% Singapore 14% 

Zimbabwe 8% Mozambique 10% Japan 18% China 12% 

Zambia 7% South Africa 8% USA 13% Japan 11% 

So. African Customs 

Union 7% Zimbabwe 7% United Kingdom 7% USA 8% 

Netherlands 4% China 5% USSR 4% Thailand 5% 

 

Country Maldives (1970) Maldives (2014) Malta (1970) Malta (2014) 

Trade 

partners 

N/A  Thailand 32% United Kingdom 38% Egypt 13% 

N/A  France 14% Bunkers 13% Bunkers 12% 

N/A  USA 9% Italy 11% Germany 8% 

N/A  Germany 6% Germany (FFR) 6% Libya 6% 

N/A  Sri Lanka 6% Netherlands 5% France 5% 
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Country Mauritius (1970) Mauritius (2014) Montserrat (1970) Montserrat (2014) 

Trade 

partners 

United Kingdom 68% France 14% N/A  USA 29% 

Canada 20% United Kingdom 14% N/A  France 23% 

USA 6% United Arab Emirates 11% N/A  Saint Kitts and Nevis 22% 

So. African Customs 

Union 3% USA 11% 

N/A 

 Trinidad and Tobago 10% 

Reunion 1% South Africa 7% N/A  Anguilla 5% 

 

Country Myanmar (1970) Myanmar (2014) New Zealand (1970) New Zealand (2014) 

Trade 

partners 

Sri Lanka 14% China 35% United Kingdom 34% China 20% 

Singapore 9% Thailand 33% USA 17% Australia 17% 

United Kingdom 9% India 7% Japan 10% USA 9% 

India, excl. Sikkim 8% Singapore 5% Australia 9% Japan 6% 

Japan 7% Japan 5% Canada 3% Rep. of Korea 4% 

 

Country Nigeria (1970) Nigeria (2014) Palau (1970) Palau (2014) 

Trade 

partners 

United Kingdom 28% India 15% N/A  Japan 41% 

Netherlands 17% Netherlands 10% N/A  USA 38% 

USA 11% Spain 9% N/A  Areas, nes 12% 

France 9% Brazil 8% N/A  Guam 2% 

Germany (FFR) 7% France 6% N/A  Other Asia, nes 2% 

 

Country Qatar (1970) Qatar (2014) Saint Kitts and Nevis (1970) Saint Kitts and Nevis (2014) 

Trade 

partners 

N/A  Japan 25% N/A  USA 76% 

N/A  Rep. of Korea 19% N/A  Trinidad and Tobago 4% 

N/A  India 13% N/A  Saint Lucia 3% 

N/A  China 8% N/A  Antigua and Barbuda 3% 

N/A  Singapore 6% N/A  Panama 2% 

 

Country Saint Lucia (1970) Saint Lucia (2014) Seychelles (1970) Seychelles (2014) 

Trade 

partners 

N/A  USA 44% N/A  United Arab Emirates 35% 

N/A  Trinidad and Tobago 15% N/A  France 24% 

N/A  United Kingdom 11% N/A  United Kingdom 20% 

N/A  Areas, nes 9% N/A  Italy 11% 

N/A  Barbados 3% N/A  Denmark 1% 



 

158 

 

 

Country Sierra Leone (1970) Sierra Leone (2014) Singapore (1970) Singapore (2014) 

Trade 

partners 

N/A  China 86% Malaysia 22% China 13% 

N/A  Guinea 3% USA 11% Malaysia 12% 

N/A 

 Netherlands 3% Japan 8% 

China, Hong 

Kong SAR 11% 

N/A  Cote d'Ivoire 2% Vietnam 7% Indonesia 9% 

N/A  Nigeria 1% United Kingdom 7% USA 6% 

 

Country Solomon Isds (1970) Solomon Isds (2014) Somalia (1970) Somalia (2014) 

Trade 

partners 

Japan 54% China 58% Saudi Arabia 52% N/A  

Australia 14% Australia 11% Italy 26% N/A  

Norway 10% United Kingdom 6% Yemen (FD) 10% N/A  

Netherlands 10% Italy 6% Kenya 2% N/A  

Germany (FFR) 8% Philippines 3% USSR 2% N/A  

 

Country South Africa (1970) South Africa (2014) Sri Lanka (1970) Sri Lanka (2014) 

Trade 

partners 

N/A  China 10% United Kingdom 23% USA 24% 

N/A  USA 7% China 13% United Kingdom 10% 

N/A  Japan 6% USA 7% India 7% 

N/A  Botswana 6% Germany (FFR) 4% Italy 5% 

N/A  Namibia 5% USSR 4% Germany 4% 

 

Country 
Tonga (1970) Tonga (2014) Trinidad and Tobago (1970) Trinidad and Tobago 

(2014) 

Trade 

partners 

N/A  New Zealand 23% USA 48% USA 45% 

N/A  China, Hong Kong SAR 18% United Kingdom 10% Brazil 5% 

N/A  Areas, nes 16& Sweden 6% Jamaica 4% 

N/A  USA 13% Bunkers 6% Spain 4% 

N/A  Japan 11% Guyana 3% Argentina 3% 
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Country USA (1970) USA (2014) Uganda (1970) Uganda (2014) 

Trade 

partners 

Canada 21% Canada 19% N/A  Canada 21% 

Japan 11% Mexico 15% N/A  Japan 11% 

Germany (FFR) 6% China 8% N/A  Germany (FFR) 6% 

United Kingdom 6% Japan 4% N/A  United Kingdom 6% 

Mexico 4% United Kingdom 3% N/A  Mexico 4% 

 

Country 
Sudan (1970) Sudan (2014) United Arab Emirates (1970) United Arab Emirates 

(2014) 

Trade 

partners 

USSR 17% N/A  N/A  Areas, nes 33% 

India, excl. Sikkim 10% N/A  N/A  Other Asia, nes 24% 

Italy 10% N/A  N/A  Iran 5% 

Germany (FFR) 10% N/A  N/A  Saudi Arabia 4% 

Japan 9% N/A  N/A  Iraq 4% 

 

Country Vanuatu (1970) Vanuatu (2014) Zambia (1970) Zambia (2014) 

Trade 

partners 

France 43% N/A  Japan 23% Switzerland 45% 

USA 36% N/A  United Kingdom 22% China 19% 

Japan 12% N/A  Germany (FFR) 12% Congo (DR) 8% 

New Caledonia 4% N/A  Italy 11% South Africa 6% 

Australia 2% N/A  France 8% Singapore 4% 

 

Country Tanzania (UR) (1970) Tanzania (UR) (2014) Zimbabwe (1970) Zimbabwe (2014) 

Trade 

partners 

N/A  India 17% N/A  South Africa 60% 

N/A  China 16% N/A  Mozambique 23% 

N/A  Kenya 10% N/A  Belgium 5% 

N/A  Congo 7% N/A  Zambia 4% 

N/A 

 Congo (DR 6% 

N/A 

 

United Arab 

Emirates 4% 
Source: using information from COMTRADE (2018) and Head et al. (2010). 

N/A Data not available. 

Note: "Special Categories" (code 839) is used by a reporting country if it does not want the partner breakdown to be disclosed. 
Other definitions available here: https://unstats.un.org/unsd/tradekb/Knowledgebase/50042/Areas-not-elsewhere-specified  

  

https://unstats.un.org/unsd/tradekb/Knowledgebase/50042/Areas-not-elsewhere-specified
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Table 32. France, its former colonies, and their export destinations (1970 and 2014) 

Country France (1970) France (2014) 

Trade 

partners 

Germany (FFR) 21% Germany 17% 

Italy 11% Belgium 7% 

Belgium-Luxembourg 11% Italy 7% 

Netherlands 6% United Kingdom 7% 

USA 5% Spain 7% 

 

Country Algeria (1970) Algeria (2014) Benin (1970) Benin (2014) 

Trade 

partners 

France 54% Spain 15% France 39% Gabon 15% 

Germany (FFR) 13% Italy 14% Japan 10% China 10% 

USSR 5% France 11% Nigeria 9% India 9% 

Italy 4% United Kingdom 8% Germany (FFR) 9% Niger 6% 

United Kingdom 4% USA 8% Netherlands 8% Nigeria 5% 

 

Country Burkina Faso (1970) Burkina Faso (2014) Cambodia (1970) Cambodia (2014) 

Trade 

partners 

Cote d'Ivoire 34% Mali 18% 

China, Hong Kong 

SAR 19% USA 29% 

Japan 15% Singapore 14% Fmr Rep. of Vietnam 13% United Kingdom 11% 

France 12% Cote d'Ivoire 11% Senegal 11% Germany 9% 

Ghana 10% France 8% Czechoslovakia 9% Canada 7% 

Italy 9% Switzerland 7% France 9% China 5% 

 

Country Cameroon (1970) Cameroon (2014) Central African R. (1970) Central African R. (2014) 

Trade 

partners 

France 30% Spain 17% France 50% China 38% 

Netherlands 24% China 15% Israel 15% Germany 33% 

Germany (FFR) 12% Netherlands 10% Belgium-Luxembourg 12% France 21% 

USA 10% India 10% Chad 5% Viet Nam 2% 

USSR 3% Italy 9% Japan 4% Austria 2% 
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Country Chad (1970) Chad (2014) Congo (1970) Congo (2014) 

Trade 

partners 

France 70% N/A  Germany (FFR) 14% China 35% 

D.R. Congo 12% N/A  Netherlands 14% Australia 9% 

Congo 5% N/A  France 13% Gabon 8% 

Nigeria 3% 

N/A  

Belgium-Luxembourg 9% 

Heard Island and 

McDonald 

Islands 7% 

Central African Rep. 3% N/A  Chad 7% Singapore 6% 

 

Country Côte d’Ivoire (1970) Côte d’Ivoire (2014) Dominican Rep. (1970) Dominican Rep. (2014) 

Trade 

partners 

France 33% Netherlands 11% N/A  USA 53% 

USA 19% USA 9% N/A  Haiti 17% 

Germany (FFR) 10% France 7% N/A  Areas, nes 7% 

Netherlands 9% South Africa 5% N/A  China 2% 

Italy 9% Nigeria 5% N/A  United Kingdom 2% 

 

Country French Guiana (1970) French Guiana (2014) Gabon (1970) Gabon (2014) 

Trade 

partners 

USA 78% China, Hong Kong SAR 29% France 42% N/A  

France 7% Japan 28% 

Neth. Antilles and 

Aruba 15% 

N/A 

 

Martinique 6% USA 11% Germany (FFR) 7% N/A  

Guadeloupe 4% France 11% Netherlands 5% N/A  

Suriname 1% Colombia 5% USA 4% N/A  

 

Country Guadeloupe (1970) Guadeloupe (2014) Guinea (1970) Guinea (2014) 

Trade 

partners 

France 68% N/A  N/A  

United Arab 

Emirates 18% 

USA 24% N/A  N/A  Spain 14% 

Tunisia 3% N/A  N/A  USA 11% 

Germany (FFR) 2% N/A  N/A  Germany 10% 

Martinique 1% N/A  N/A  Ireland 9% 
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Country Haiti (1970) Haiti (2014) Lao (PDR) (1970) Lao (PDR) (2014) 

Trade 

partners 

USA 60% N/A  Malaysia 36% Thailand 38% 

Belgium-Luxembourg 12% N/A  Thailand 27% China 23% 

France 7% N/A  Canada 21% Viet Nam 18% 

Italy 6% N/A  Singapore 4% Australia 4% 

Netherlands 5% N/A  USA 3% Germany 3% 

 

Country Madagascar (1970) Madagascar (2014) Mali (1970) Mali (2014) 

Trade 

partners 

France 34% France 23% Cote d'Ivoire 32% N/A  

USA 23% USA 8% France 17% N/A  

Reunion 11% Netherlands 7% Senegal 15% N/A  

Malaysia 6% Belgium 6% Ghana 9% N/A  

Germany (FFR) 4% Japan 6% Area, nes 6% N/A  

 

Country Martinique (1970) Martinique (2014) Mauritania (1970) Mauritania (2014) 

Trade 

partners 

France 90% N/A  France 20% China 39% 

Guadeloupe 4% N/A  United Kingdom 17% Spain 8% 

Italy 2% N/A  Italy 15% Andorra 7% 

Cuba 1% N/A  Belgium-Luxembourg 14% Germany 6% 

French Guiana 1% N/A  Germany (FFR) 13% Italy 5% 

 

Country Morocco (1970) Morocco (2014) New Caledonia (1970) New Caledonia (2014) 

Trade 

partners 

France 37% Spain 22% N/A  China 19% 

Germany (FFR) 9% France 21% N/A  Japan 15% 

Italy 7% Brazil 5% N/A  Australia 12% 

United Kingdom 6% Italy 4% N/A  Other Asia, nes 12% 

Netherlands 5% India 4% N/A  France 11% 

 

Country Niger (1970) Niger (2014) Reunion (1970) Reunion (2014) 

Trade 

partners 

France 47% France 37% France 75% N/A  

Nigeria 20% Burkina Faso 16% Italy 20% N/A  

Italy 15% Nigeria 13% Malaysia 2% N/A  

Benin 4% USA 7% USA 1% N/A  

Cote d'Ivoire 4% Areas, nes 7% Madagascar 0% N/A  
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Country Senegal (1970) Senegal (2014) Togo (1970) Togo (2014) 

Trade 

partners 

France 57% Mali 20% France 28% India 14% 

CÃ´te d'Ivoire 7% Bunkers* 10% Netherlands 26% Niger 14% 

Netherlands 6% France 5% Germany (FFR) 20% Benin 12% 

Mauritania 4% Guinea 5% Belgium-Luxembourg 7% Burkina Faso 11% 

Bunkers* 3% CÃ´te d'Ivoire 4% USSR 6% Ghana 9% 

 

Country Viet Nam (1970) Viet Nam (2014) 

Trade 

partners 

France 48% USA 19% 

Japan 12% China 10% 

United Kingdom 12% Japan 10% 

Germany (FFR) 8% Rep. of Korea 5% 

Singapore 5% China, Hong Kong SAR 4% 
Source: using information from COMTRADE (2018) and head et al. (2010). 
Note: "Free Zones" belong to the geographical and economic territory of a country but not to its customs territory. For the purpose of trade statistics the transactions between the customs 

territory and the free zones are recorded. Free zones can be commercial free zones (duty free shops) or industrial free zones.  

Note: "Bunkers" are ship stores and aircraft supplies, which consist mostly of fuels and food.  
N/A Data not available. 
  

javascript:void(0);


 

164 

 

Table 33. Spain, its former colonies, and their top 5 export destinations (1970 and 2014) 

Country Spain (1970) Spain (2014) 

Trade 

partners 

USA 14% France 16% 

Germany (FFR) 12% Germany 10% 

France 10% Portugal 8% 

United Kingdom 9% Italy 7% 

Italy 7% United Kingdom 7% 

 

Country Argentina (1970) Argentina (2014) Boliva (PS) (1970) Boliva (PS) (2014) 

Trade 

partners 

Italy 15% Brazil 21% United Kingdom 38% Brazil 33% 

Netherlands 10% China 7% USA 35% Argentina 22% 

USA 9% USA 6% Japan 10% Colombia 6% 

Brazil 8% Chile 4% Argentina 5% USA 6% 

United Kingdom 7% Venezuela 3% Netherlands 3% Peru 5% 

 

Country Chile (1970) Chile (2014) Colombia (1970) Colombia (2014) 

Trade 

partners 

Netherlands 15% China 25% USA 37% USA 25% 

USA 14% USA 12% Germany (FFR) 14% China 11% 

United Kingdom 12% Japan 10% Netherlands 5% Panama 7% 

Japan 12% Rep. of Korea 6% Spain 5% Spain 6% 

Germany (FFR) 11% Brazil 5% Peru 4% India 5% 

 

Country Costa Rica (1970) Costa Rica (2014) Ecuador (1970) Ecuador (2014) 

Trade 

partners 

USA 42% USA 38% USA 43% USA 42% 

Germany (FFR) 8% Netherlands 6% Japan 18% Chile 9% 

Nicaragua 6% Panama 5% Germany (FFR) 9% Peru 6% 

Netherlands 5% Nicaragua 4% Belgium-Luxembourg 3% Panama 6% 

Honduras 5% Guatemala 4% Italy 3% Colombia 4% 

 

Country El Salvador (1970) El Salvador (2014) Guatemala (1970) Guatemala (2014) 

Trade 

partners 

Germany (FFR) 25% USA 46% USA 28% USA 36% 

USA 21% Honduras 14% El Salvador 13% El Salvador 12% 

Guatemala 17% Guatemala 13% Germany (FFR) 11% Honduras 8% 

Japan 11% Nicaragua 6% Honduras 10% Nicaragua 5% 

Costa Rica 9% Costa Rica 5% Costa Rica 7% Mexico 4% 
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Country Honduras (1970) Honduras (2014) Mexico (1970) Mexico (2014) 

Trade 

partners 

USA 55% USA 42% USA 70% USA 80% 

Germany (FFR) 11% Germany 7% Japan 6% Canada 3% 

Italy 5% El Salvador 6% Germany (FFR) 2% China 2% 

Costa Rica 4% Guatemala 5% Switzerland 2% Spain 1% 

Guatemala 4% Nicaragua 5% Venezuela 2% Brazil 1% 

 

Country Nicaragua (1970) Nicaragua (2014) Paraguay (1970) Paraguay (2014) 

Trade 

partners 

USA 33% USA 48% Argentina 27% USA 20% 

Japan 14% Mexico 13% USA 14% Colombia 14% 

Germany (FFR) 12% Venezuela 9% Netherlands 9% Venezuela 11% 

Costa Rica 11% El Salvador 5% United Kingdom 7% Areas, nes 10% 

Honduras 7% Honduras 3% Spain 6% Costa Rica 5% 

 

Country Peru (1970) Peru (2014) Philippines (1970) Philippines (2014) 

Trade 

partners 

USA 33% China 21% USA 42% Japan 23% 

Germany (FFR) 15% USA 17% Japan 40% USA 14% 

Japan 14% Brazil 5% Netherlands 4% China 13% 

Netherlands 10% Japan 5% Rep. of Korea 3% 

China, Hong 

Kong SAR 9% 

Belgium-Luxembourg 5% Chile 5% Germany (FFR) 2% Singapore 7% 

 

Country Uruguay (1970) Uruguay (2014) Venezuela (1970) Venezuela (2014) 

Trade 

partners 

Germany (FFR) 13% Free zones 18% USA 35% N/A  

Italy 10% Brazil 18% 

Neth. Antilles and 

Aruba 20% 

N/A 

 

Netherlands 9% China 13% Canada 11% N/A  

USA 9% Argentina 5% United Kingdom 5% N/A  

United Kingdom 8% USA 5% Trinidad and Tobago 3% N/A  
Source: using information from COMTRADE (2018) and head et al. (2010). 

N/A Data not available. 
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Table 34. Top ten export destinations (1965-2014) – Top income tertile for each year 

 1965 1975 1985 1995 2005 2014 

Total 115 547 1,220 3,670 7,110 11,300 

#1 Germany (FFR) (10%) Germany (FFR) (8%) USA (17%) USA (13%) USA (13%) USA (10%) 

#2 USA (9%) USA (8%) Germany (FFR) (8%) Germany (10%) Germany (8%) China (9%) 

#3 United Kingdom (7%) France (6%) United Kingdom (6%) France (6%) China (6%) Germany (7%) 

#4 Canada (6%) United Kingdom (6%) France (5%) United Kingdom (6%) France (6%) France (5%) 

#5 France (5%) Netherlands (6%) Canada (5%) Netherlands (4%) United Kingdom (5%) United Kingdom (4%) 

#6 Netherlands (5%) Japan (5%) Netherlands (4%) Japan (4%) Canada (4%) Other Asia, nes (4%) 

#7 Belgium-Lux. (5%) Canada (5%) Belgium-Lux. (4%) Canada (4%) Netherlands (4%) Netherlands (3%) 

#8 Italy (4%) Italy (5%) Italy (4%) Italy (4%) Italy (4%) Canada (3%) 

#9 Japan (3%) Belgium-Lux. (5%) Japan (4%) Belgium-Lux. (4%) Japan (3%) Belgium (3%) 

#10 Sweden (3%) Sweden (3%) Areas, nes (3%) China (3%) Belgium (3%) Mexico (3%) 
Source: using information from COMTRADE (2018).  Income tertiles: exporting countries are divided in three according to their income per capita for each of the years in the table.  Here, I 
use the output-side real GDP using chained (real) purchasing power parity (PPPs) in millions of US$ from the year 2011, found in PWT9.  Total in billions of US$.  “Other asia, nes”, is likely 

Taiwan.  “Areas, nes”, refers to the situation when the trade partner is unknown to the country or if there is an error in how the information is provided. 

 

 

 
Table 35.Top ten export destinations (1965-2014) – Middle income tertile for each year 

 1965 1975 1985 1995 2005 2014 

Total 31 181 283 701 1,630 5,360 

#1 USA (21%) USA (18%) USA (21%) USA (23%) USA (22%) USA (16%) 

#2 Germany (FFR) (9%) Areas, nes (11%) Germany (FFR) (8%) Germany (8%) Germany (7%) Hong Kong (7%) 

#3 United Kingdom (8%) Germany (FFR) (8%) France (8%) Japan (8%) Italy (5%) Germany (5%) 

#4 France (4%) United Kingdom (6%) United Kingdom (6%) Singapore (4%) Japan (4%) Japan (5%) 

#5 Netherlands (4%) France (5%) Netherlands (6%) Special Categories (4%) Netherlands (4%) Netherlands (4%) 

#6 Italy (2%) Fmr USSR (3%) Japan (5%) United Kingdom (3%) Areas, nes (3%) China (4%) 

#7 Japan (2%) Netherlands (3%) Italy (4%) Hong Kong (3%) China (3%) Areas, nes (3%) 

#8 Canada (2%) Japan (3%) Areas, nes (4%) Italy (3%) France (3%) Rep. of Korea (3%) 

#9 Neth. Antilles and 

Aruba (2%) Canada (2%) China (3%) Netherlands (3%) 

United Kingdom 

(3%) Italy (3%) 

#10 Belgium-Lux. (2%) Belgium-Lux.(2%) Fmr USSR (3%) France (3%) Singapore (2%) United Kingdom (2%) 
Source: using information from COMTRADE (2018).  Income tertiles: exporting countries are divided in three according to their income per capita for each of the years in the table.  Here, I 
use the output-side real GDP using chained (real) purchasing power parity (PPPs) in millions of US$ from the year 2011, found in PWT9.  Total in billions of US$.  “Other asia, nes”, is likely 

Taiwan.  “Areas, nes”, refers to the situation when the trade partner is unknown to the country or if there is an error in how the information is provided.  Hong Kong: China, Hong Kong SAR.   
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Table 36.Top ten export destinations (1965-2014) – Lower income tertile for each year 

 1965 1975 1985 1995 2005 2014 

Total 11 46 133 332 1,200 1,240 

#1 USA (19%) USA (17%) USA (21%) USA (17%) USA (20%) USA (12%) 

#2 United Kingdom (9%) Japan (16%) Japan (14%) Japan (15%) Hong Kong (11%) China (9%) 

#3 Japan (8%) Germany (FFR) (6%) Hong Kong (6%) Hong Kong (12%) Japan (10%) Japan (5%) 

#4 France (7%) Netherlands (5%) Germany (FFR) (5%) Germany (5%) Rep. of Korea (4%) India (4%) 

#5 Germany (FFR) (6%) France (5%) France (4%) Rep. of Korea (4%) Germany (4%) United Arab Em.(3%) 

#6 Fmr USSR (5%) Fmr USSR (5%) Fmr USSR (4%) Italy (3%) Netherlands (3%) Netherlands (3%) 

#7 Belgium-Lux.(4%) United Kingdom (5%) Italy (4%) Netherlands (3%) Singapore (3%) Singapore (3%) 

#8 Netherlands (3%) Italy (3%) Netherlands (4%) United Kingdom (3%) United Kingdom (3%) Spain (3%) 

#9 Italy (3%) Singapore (2%) Singapore (4%) France (3%) China (3%) Italy (3%) 

#10 Singapore (3%) Spain (2%) United Kingdom (3%) Singapore (3%) Italy (2%) Germany (3%) 
Source: using information from COMTRADE (2018).  Income tertiles: exporting countries are divided in three according to their income per capita for each of the years in the table.  Here, I 
use the output-side real GDP using chained (real) purchasing power parity (PPPs) in millions of US$ from the year 2011, found in PWT9.  Total in billions of US$.  “Other asia, nes”, is likely 

Taiwan.  “Areas, nes”, refers to the situation when the trade partner is unknown to the country or if there is an error in how the information is provided.  Hong Kong: China, Hong Kong SAR 

 

 

 
Table 37.Top ten export destinations (1965-2014) – Countries without income category 

 1965 1975 1985 1995 2005 2014 

Total 5 27 58 114 195 317 

#1 Fmr USSR (15%) Fmr USSR (22%) Fmr USSR (30%) USA (23%) China (21%) China (26%) 

#2 Germany (FFR) (11%) USA (13%) Italy (9%) Hong Kong (23%) Hong Kong (16%) Hong Kong (13%) 

#3 USA (10%) Germany (FFR) (9%) Germany (FFR) (5%) Japan (12%) USA (15%) USA (11%) 

#4 United Kingdom (6%) Italy (8%) Poland (5%) Singapore (4%) Japan (8%) Singapore (6%) 

#5 Italy (6%) Germany FDR (5%) France (4%) Germany (3%) Singapore (4%) Japan (6%) 

#6 Czechoslovakia (5%) Poland (3%) Germany FDR (3%) Netherlands (3%) Rep. of Korea (3%) Rep. of Korea (4%) 

#7 Fmr Dem. Rep. of 

Germany (4%) France (3%) Hungary (3%) Thailand (3%) Netherlands (3%) Viet Nam (3%) 

#8 Japan (4%) Japan (3%) Czechoslovakia (3%) Malaysia (3%) Germany (2%) Philippines (3%) 

#9 Poland (3%) United Kingdom (3%) Netherlands (3%) Rep. of Korea (2%) Philippines (2%) Malaysia (3%) 

#10 France (3%) Spain (2%) Bulgaria (3%) United Kingdom (2%) Malaysia (2%) Germany (2%) 
Source: using information from COMTRADE (2018).  Income tertiles: exporting countries are divided in three according to their income per capita for each of the years in the table.  Here, I 

use the output-side real GDP using chained (real) purchasing power parity (PPPs) in millions of US$ from the year 2011, found in PWT9.  Total in billions of US$.  “Other asia, nes”, is likely 
Taiwan.  “Areas, nes”, refers to the situation when the trade partner is unknown to the country or if there is an error in how the information is provided.  Hong Kong: China, Hong Kong SAR 



 

168 

 

Table 38. Recent (5-year) high-growth countries and their export destinations (1965-2014) 

Measure 1965 1975 1985 1995 2005 2014 

Mean number of trade 

partners       

Highest tertile recent growth 92 92 103 142 130 134 

Middle tertile recent growth 112 98 128 142 150 158 

Lowest tertile recent growth 68 77 94 86 125 151 

No income data group 57 40 49 53 58 63 

Exports to top trade 

partner       

Highest tertile recent growth 

(top 5) 

Germany FFR 

(14%) 

USA (12%) 

UK (7%) 

France (5%) 

Belgium-Lux. (4%) 

USA (13%) 

Germany FFR 

(11%) 

France (7%) 

UK (6%) 

Japan (6%) 

USA (21%) 

Canada (10%) 

Japan (9%) 

UK (6%) 

Germany FFR (5%) 

USA (19%) 

Germany (7%) 

Japan (7%) 

China (7%) 

Hong Kong (6%) 

USA (14%) 

China (9%) 

Japan (7%) 

Hong Kong (6%) 

Other Asia, nes 

(5%) 

USA (11%) 

Hong Kong (8%) 

Other Asia, nes 

(7%) 

Japan (5%) 

Areas, nes (5%) 

Middle tertile recent growth 

(top 5) 

USA (10%) 

Germany FFR (9%) 

UK (8%) 

Canada (7%) 

Netherlands (6%) 

USA (13%) 

Germany FFR (7%) 

France (6%) 

Areas, nes (6%) 

UK (6%) 

USA (18%) 

France (8%) 

Germany FFR (6%) 

Netherlands (5%) 

UK (5%) 

USA (11%) 

Germany (10%) 

France (7%) 

UK (6%) 

Canada (5%) 

USA (21%) 

Germany (8%) 

France (8%) 

UK (5%) 

Italy (5%) 

China (9%) 

USA (8%) 

Germany (8%) 

France (5%) 

Netherlands (4%) 

Measure 1965 1975 1985 1995 2005 2014 

Lowest tertile recent growth 

(top 5) 

USA (17%) 

UK (6%) 

Germany FFR (6%) 

France (5%) 

Netherlands (4%) 

Canada (11%) 

Japan (8%) 

Germany FFR (6%) 

USA (6%) 

UK (5%) 

USA (16%) 

Germany FFR (15%) 

UK (7%) 

Areas, nes (7%) 

France (6%) 

USA (25%) 

Germany (8%) 

Special Cat. (6%) 

Japan (5%) 

Malaysia (5%) 

USA (9%) 

Germany (8%) 

Canada (7%) 

UK (5%) 

China (5%) 

USA (15%) 

China (10%) 

Germany (6%) 

Canada (5%) 

UK (4%) 

No income data group (top 

5) 

USSR (15%) 

Germany FFR 

(11%) 

USA (10%) 

UK (6%) 

Italy (6%) 

USSR (22%) 

USA (13%) 

Germany FFR (9%) 

Italy (8%) 

Germany (FFR) 

(5%) 

USSR (30%) 

Italy (9%) 

Germany FFR (5%) 

Poland (5%) 

France (4%) 

USA (23%) 

Hong Kong (23%) 

Japan (12%) 

Singapore (4%) 

Germany (3%) 

China (21%) 

Hong Kong (16%) 

USA (15%) 

Japan (8%) 

Singapore (4%) 

China (26%) 

Hong Kong 

(13%) 

USA (11%) 

Singapore (6%) 

Japan (6%) 

HHMCI (recent growth)       

Highest tertile  0.0149 0.0090 0.0325 0.0143 0.0123 0.0171 

Middle tertile  0.0143 0.0161 0.0161 0.0110 0.0151 0.0064 

Lowest tertile  0.0109 0.0170 0.0159 0.0297 0.0118 0.0123 

No income data group 0.0238 0.0332 0.0418 0.1253 0.1013 0.1098 
Note: Hong Kong: China, Hong Kong SAR.  UK: United Kingdom . Special Cat.: Special categoriesSource: using information from COMTRADE (2018). 
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Table 39. Future (5-year) high-growth countries and their export destinations (1965-2014) 

Measure 1965 1975 1985 1995 2005 

Mean number of trade 

partners      

Highest tertile recent growth 97 95 118 117 130 

Middle tertile recent growth 97 104 123 130 147 

Lowest tertile recent growth 71 72 86 105 128 

No income data group 57 40 49 53 58 

Exports to top trade 

partner      

Highest tertile recent growth 

(top 5) 

USA (14%) 

Germany (FFR) (12%) 

United Kingdom (6%) 

Italy (4%) 

Belgium-Lux. (4%) 

USA (11%) 

France (8%) 

Netherlands (7%) 

Germany (FFR) (6%) 

United Kingdom (5%) 

USA (20%) 

France (8%) 

Germany (FFR) (7%) 

United Kingdom (6%) 

Netherlands (5%) 

Germany (15%) 

USA (13%) 

United Kingdom (7%) 

France (6%) 

Belgium-Lux. (5%) 

USA (15%) 

Japan (7%) 

Hong Kong (7%) 

Other Asia, nes (6%) 

Germany (5%) 

Middle tertile recent growth 

(top 5) Germany (FFR) (12%) 

United Kingdom (10%) 

USA (9%) 

France (8%) 

Netherlands (7%) 

Germany (FFR) (11%) 

USA (11%) 

Canada (8%) 

United Kingdom (6%) 

Japan (6%) 

Germany (FFR) (14%) 

USA (11%) 

United Kingdom (6%) 

Italy (6%) 

Belgium-Luxembourg 

(6%) 

USA (13%) 

Germany (7%) 

Japan (7%) 

France (7%) 

Canada (6%) 

USA (10%) 

France (8%) 

Germany (7%) 

United Kingdom (6%) 

Italy (5%) 

Measure 1965 1975 1985 1995 2005 

Lowest tertile recent growth 

(top 5) 

USA (15%) 

Canada (11%) 

United Kingdom (6%) 

Germany (FFR) (5%) 

Japan (5%) 

Areas, nes (16%) 

USA (10%) 

Japan (8%) 

United Kingdom (7%) 

France (5%) 

USA (23%) 

Canada (9%) 

Japan (8%) 

Areas, nes (7%) 

United Kingdom (5%) 

USA (23%) 

China (9%) 

Singapore (6%) 

Japan (5%) 

Germany (5%) 

USA (18%) 

Germany (9%) 

China (6%) 

Canada (5%) 

United Kingdom (5%) 

No income data group (top 

5) USSR (15%) 

Germany (FFR) (11%) 

USA (10%) 

United Kingdom (6%) 

Italy (6%) 

USSR (22%) 

USA (13%) 

Germany (FFR) (9%) 

Italy (8%) 

Germany (FFR) (5%) 

USSR (30%) 

Italy (9%) 

Germany (FFR) (5%) 

Poland (5%) 

France (4%) 

USA (23%) 

China, Hong Kong SAR 

(23%) 

Japan (12%) 

Singapore (4%) 

Germany (3%) 

China, Hong Kong SAR 

(16%) 

USA (15%) 

Japan (8%) 

Singapore (4%) 

HHMCI (recent growth)      

Highest tertile  0.0174 0.0091 0.0178 0.0103 0.0158 

Middle tertile  0.0112 0.0168 0.0103 0.0140 0.0082 

Lowest tertile  0.0232 0.0248 0.0350 0.0260 0.0127 

No income data group 0.0682 0.1423 0.1227 0.7678 0.1033 
Note: Hong Kong: China, Hong Kong SAR.  UK: United Kingdom . Source: using information from COMTRADE (2018) 
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APPENDIX 3. ADDITIONAL TABLES AND FIGURES FOR CHAPTER 3 

Table 40. Top and Bottom YPartner (competition environment) for different years 

Year Top/Bottom Country YPartner 

2010 Top 1 Greenland 40,367 

2010 Top 2 Saint Pierre and Miquelon  36,710 

2010 Top 3 South Georgia and the South Sandwich Islands 32,468 

2010 Top 4 Republic of Korea 31,862 

2010 Top 5 Macao, China 31,357 

2010 Bottom 5 Niger 2,173 

2010 Bottom 4 Rwanda 2,052 

2010 Bottom 3 Pitcairn 827 

2010 Bottom 2 Guam 377 

2010 Bottom 1 Northern Mariana Islands 336 

2005 Top 1 Antartica 35,278 

2005 Top 2 Falkland Islands 33,483 

2005 Top 3 Faroe Islands 32,854 

2005 Top 4 Holy See (Vatican City State) 31,551 

2005 Top 5 Greenland 28,422 

2005 Bottom 5 Western Sahara 1,437 

2005 Bottom 4 American Samoa 1,044 

2005 Bottom 3 Tokelau 861 

2005 Bottom 2 Fiji 557 

2005 Bottom 1 Comoros 174 

1995 Top 1 United States 63,420 

1995 Top 2 Netherlands Antilles 30,192 

1995 Top 3 Faroe Islands 29,569 

1995 Top 4 Greenland 28,914 

1995 Top 5 Micronesia (FS) 27,888 

1995 Bottom 5 Djibouti 1,330 

1995 Bottom 4 Bangladesh 1,245 

1995 Bottom 3 Benin 995 

1995 Bottom 2 Comoros 819 

1995 Bottom 1 Tuvalu 383 

1985 Top 1 Solomon Islands 1,423,497 

1985 Top 2 Canada 148,157 

1985 Top 3 Brazil 137,351 

1985 Top 4 Hong Kong (China) 132,152 

1985 Top 5 Korea, Democratic Republic 130,957 

1985 Bottom 5 Madagascar 1,901 

1985 Bottom 4 Guadeloupe 1,557 
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Year Top/Bottom Country YPartner 

1985 Bottom 3 Martinique 671 

1985 Bottom 2 Comoros 565 

1985 Bottom 1 Pacific Islands 269 

1975 Top 1 Turksand Caicos Islands 1,132,446 

1975 Top 2 South Africa 176,365 

1975 Top 3 Philippines 137,267 

1975 Top 4 Argentina 122,605 

1975 Top 5 Mexico 117,086 

1975 Bottom 5 Côte d'Ivoire  1,417 

1975 Bottom 4 Zimbabwe 1,416 

1975 Bottom 3 Martinique 1,114 

1975 Bottom 2 Wallis and Futuna 962 

1975 Bottom 1 Djibouti 751 

1965 Top 1 Saint Pierre and Miquelon  14,379 

1965 Top 2 Samoa 14,211 

1965 Top 3 Suriname 13,192 

1965 Top 4 Vanuatu 13,105 

1965 Top 5 Mexico 12,688 

1965 Bottom 5 Mongolia 565 

1965 Bottom 4 Dominica 441 

1965 Bottom 3 Seychelles 305 

1965 Bottom 2 Maldives 305 

1965 Bottom 1 Antigua and Barbuda 110 
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Table 41. Top and Bottom YTPB (income of competitors) for different years 

Year Top/Bottom Country YTPB 

2010 Top 1 Iraq 26,197 

2010 Top 2 Venezuela (Bolivarian Republic of) 25,618 

2010 Top 3 Kuwait 25,522 

2010 Top 4 Saudi Arabia 24,857 

2010 Top 5 Bahrain 23,858 

2010 Bottom 5 Benin 9,529 

2010 Bottom 4 Mali 9,508 

2010 Bottom 3 Senegal 9,137 

2010 Bottom 2 Gambia 9,076 

2010 Bottom 1 Lesotho 7,994 

2005 Top 1 Saudi Arabia 21,042 

2005 Top 2 Bahrain 20,501 

2005 Top 3 Qatar 19,682 

2005 Top 4 United Arab Emirates 19,448 

2005 Top 5 Iran (Islamic Republic of) 18,342 

2005 Bottom 5 Bhutan 8,655 

2005 Bottom 4 State of Palestine 8,387 

2005 Bottom 3 Swaziland 8,295 

2005 Bottom 2 Togo 5,931 

2005 Bottom 1 Burkina Faso 4,828 

1995 Top 1 Kuwait 137,139 

1995 Top 2 Qatar 100,099 

1995 Top 3 Bermuda 96,813 

1995 Top 4 Bahrain 91,392 

1995 Top 5 Saudi Arabia 79,428 

1995 Bottom 5 Republic of Moldova 10,359 

1995 Bottom 4 Gambia 10,134 

1995 Bottom 3 Guinea-Bissau 9,730 

1995 Bottom 2 Niger 3,147 

1995 Bottom 1 Burkina Faso 2,648 

1985 Top 1 Bermuda 135,607 

1985 Top 2 United States 52,452 

1985 Top 3 China 51,738 

1985 Top 4 Paraguay 47,743 

1985 Top 5 China, Macao SAR 44,638 

1985 Bottom 5 Grenada 17,118 

1985 Bottom 4 Brunei Darussalam 16,876 

1985 Bottom 3 Hungary 16,051 

1985 Bottom 2 Bolivia (Plurinational State of) 14,830 

1985 Bottom 1 Jordan 14,709 

1975 Top 1 Iran (Islamic Republic of) 177,777 

1975 Top 2 Antigua and Barbuda 111,781 

1975 Top 3 Chad 104,027 

1975 Top 4 Bermuda 99,657 

1975 Top 5 D.R. of the Congo 65,873 

1975 Bottom 5 Hungary 12,574 

1975 Bottom 4 Mali 10,309 

1975 Bottom 3 Egypt 8,569 
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Year Top/Bottom Country YTPB 

1975 Bottom 2 Burkina Faso 6,885 

1975 Bottom 1 Niger 6,619 

1965 Top 1 Denmark 6,610 

1965 Top 2 Sweden 6,578 

1965 Top 3 Norway 6,434 

1965 Top 4 United States 6,381 

1965 Top 5 Venezuela (Bolivarian Republic of) 6,188 

1965 Bottom 5 Cambodia 3,208 

1965 Bottom 4 Lao People's DR 2,250 

1965 Bottom 3 Burkina Faso 1,996 

1965 Bottom 2 Brunei Darussalam 1,774 

1965 Bottom 1 Mali 1,731 
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Table 42. Small countries excluded per year (population <=1 million inhabitants) 

Country 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2014 

Anguilla  1 1 1 1 1 1 1 1 1 1 

Antigua and Barbuda  1 1 1 1 1 1 1 1 1 1 

Aruba  1 1 1 1 1 1 1 1 1 1 

Bahamas  1 1 1 1 1 1 1 1 1 1 

Bahrain  1 1 1 1 1 1 1 1   

Barbados 1 1 1 1 1 1 1 1 1 1 1 

Belize  1 1 1 1 1 1 1 1 1 1 

Bermuda  1 1 1 1 1 1 1 1 1 1 

Bhutan  1 1 1 1 1 1 1 1 1 1 

Botswana 1 1 1 1        

British Virgin Islands  1 1 1 1 1 1 1 1 1 1 

Brunei Darussalam  1 1 1 1 1 1 1 1 1 1 

Cabo Verde 1 1 1 1 1 1 1 1 1 1 1 

Cayman Islands  1 1 1 1 1 1 1 1 1 1 

China, Macao SAR  1 1 1 1 1 1 1 1 1 1 

Comoros 1 1 1 1 1 1 1 1 1 1 1 

Curacao         1 1 1 

Cyprus 1 1 1 1 1 1 1 1 1 1 1 

Djibouti  1 1 1 1 1 1 1 1 1 1 

Dominica  1 1 1 1 1 1 1 1 1 1 

Equatorial Guinea 1 1 1 1 1 1 1 1 1 1 1 

Fiji 1 1 1 1 1 1 1 1 1 1 1 

Gabon 1 1 1 1 1 1      

Gambia 1 1 1 1 1 1      

Grenada  1 1 1 1 1 1 1 1 1 1 

Guinea-Bissau 1 1 1 1 1       

Iceland 1 1 1 1 1 1 1 1 1 1 1 

Kuwait  1          

Lesotho 1           

Luxembourg 1 1 1 1 1 1 1 1 1 1 1 

Maldives  1 1 1 1 1 1 1 1 1 1 

Malta 1 1 1 1 1 1 1 1 1 1 1 

Mauritius 1 1 1 1        

Montenegro      1 1 1 1 1 1 

Montserrat  1 1 1 1 1 1 1 1 1 1 

Namibia 1 1 1         

Oman  1 1         

Qatar  1 1 1 1 1 1 1 1   

Saint Kitts and Nevis  1 1 1 1 1 1 1 1 1 1 

Saint Lucia  1 1 1 1 1 1 1 1 1 1 

Sao Tome and Principe  1 1 1 1 1 1 1 1 1 1 

Seychelles 1 1 1 1 1 1 1 1 1 1 1 

Sint Maarten (Dutch part)         1 1 1 

St. Vincent and the 

Grenadines 

 1 1 1 1 1 1 1 1 1 1 

Suriname  1 1 1 1 1 1 1 1 1 1 

Swaziland  1 1 1 1 1 1     

Trinidad and Tobago 1 1          

Turks and Caicos Islands  1 1 1 1 1 1 1 1 1 1 

United Arab Emirates  1 1         

Note: 1 indicates when a country had population information and it was below 1 million inhabitants, and 

hence was excluded from the analysis. 

 
  



 

175 

 

Table 43. Fixed-effects regressions excluding single-commodity-dependent countries (1965-2014) 

  

VARIABLES 

Excluding single-commodity  

Lowest Middle Highest 

(1) (2) (3) 

        

YTPB -0.803** -0.430*** -0.0491 

 (0.330) (0.156) (0.109) 

    

Observations 265 308 348 

R-squared 0.152 0.183 0.103 

Countries 46 49 44 

Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust 

standard errors in parentheses.  Using income per capita in PPP US$0,000 from 2011. The average income 

for each tertile, in 1990, from the lowest to the highest was: $1,546; $6,506; and $69,588.  All the 

regressions also include: constant, initial income, human capital, product sophistication, and product 

diversification.  I exclude single-commodity-dependent countries: 50% of their total exports are explained 

by one commodity, using SITC rev 1 5-digits classification.   

*** p<0.01, ** p<0.05, * p<0.1 

 
Table 44. Fixed-effects regression with income tertiles from 2010 (1965-2014) 

  

VARIABLES 

Fixed-effects by tertiles 

Lowest Middle Highest 

(1) (2) (3) 

        

YTPB -0.656** -0.694*** -0.169 

 (0.305) (0.212) (0.160) 

    

Observations 323 299 389 

R-squared 0.250 0.238 0.126 

Countries 52 43 48 

Note: Economic growth: future 5-year growth, except for the last period 2010-2014.  SITC rev 1.  Robust 

standard errors in parentheses.  Using income per capita in PPP US$0,000 from 2011. All the regressions 

also include: constant, initial income, human capital, product sophistication, and product diversification.  

The average income in PPP $2011 for each tertile, in 2010, from the lowest to the highest was: $2,876; 

$11,618; and $37,644. 

*** p<0.01, ** p<0.05, * p<0.1 
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Table 45. Convergence - OLS and fixed-effects regressions; also includes fixed-effects regressions divided by tertiles (1965-2014) 

  

VARIABLES 

OLS Fixed-effects 

Fixed-effects by tertiles 

Lowest Middle Highest 

(1) (2) (3) (4) (5) 

            

YTPB -0.754* -0.941*** -0.332** -0.830*** -1.279** 

 (0.415) (0.196) (0.146) (0.195) (0.480) 

      

Observations 1,011 1,011 294 346 371 

R-squared 0.869 0.661 0.739 0.585 0.691 

Countries   143 47 49 47 

Note: Convergence is defined as a country’s income divided by the United States income in that year, multiplied by 100.  The dependent variable uses 

the economic convergence 5-years into the future.  SITC rev 1.  Robust standard errors in parentheses.  Covariates: initial convergence human capital 

index, and product sophistication and product diversification.  The average income for each tertile, in 1990, from the lowest to the highest was: $1,546; 

$6,506; and $69,588.   

*** p<0.01, ** p<0.05, * p<0.1 

 

 

  



 

177 

 

Table 46. Convergence - Fixed-effects regressions excluding small countries (1965-2014) 

  

VARIABLES 

OLS Fixed-effects 

Fixed-effects by tertiles 

Lowest Middle Highest 

(1) (2) (3) (4) (5) 

            

YTPB -0.937*** -1.042*** -0.333** -0.889*** -1.756*** 

 (0.225) (0.199) (0.147) (0.194) (0.486) 

      

Observations 918 918 291 321 306 

R-squared 0.903 0.756 0.738 0.584 0.828 

Countries   133 47 46 40 

Note: Convergence is defined as a country’s income divided by the United States income in that year, multiplied by 100.  The dependent variable uses 

the economic convergence 5-years into the future.  SITC rev 1.  Robust standard errors in parentheses.  Covariates: initial convergence human capital 

index, and product sophistication and product diversification.  The average income for each tertile, in 1990, from the lowest to the highest was: $1,546; 

$6,506; and $69,588.   

*** p<0.01, ** p<0.05, * p<0.1 

Small countries: less than 1 million inhabitants. 
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Table 47. Convergence - Fixed-effects regressions excluding oil-dependent and single-commodity-dependent countries (1965-2014) 

VARIABLES Excluding oil-dependent Excluding single-commodity 

 

Lowest Middle Highest Lowest Middle Highest 

(1) (2) (3) (3) (4) (5) 

             

YTPB -0.292* -0.504*** -1.364** -0.313** -0.578*** -1.402** 

 (0.147) (0.181) (0.654) (0.152) (0.192) (0.640) 

       

Observations 272 307 341 265 308 348 

R-squared 0.797 0.585 0.749 0.803 0.589 0.765 

Countries 46 48 43 46 49 44 

Note: Convergence is defined as a country’s income divided by the United States income in that year, multiplied by 100.  The dependent variable uses 

the economic convergence 5-years into the future.  SITC rev 1.  Robust standard errors in parentheses.  Covariates: initial convergence human capital 

index, and product sophistication and product diversification.  The average income for each tertile, in 1990, from the lowest to the highest was: $1,546; 

$6,506; and $69,588.  Columns 1-3: I exclude oil-dependent countries.  Here this means: 50% of their total exports are crude petroleum and natural gas.  

Columns 4-6: I exclude single-commodity-dependent countries: 50% of their total exports are explained by one commodity, using SITC rev 1 5-digits 

classification.  *** p<0.01, ** p<0.05, * p<0.1 
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Table 48. OLS and Fixed-effects regressions using HS trade dataset (1992-2014).  Dependent variable using 5 time horizons. 

  

VARIABLES 

Y: 1-year growth Y: 2-year growth Y: 3-year growth Y: 4-year growth Y: 5-year growth 

OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects 

          

            

YTPB 0.0458 0.0134 0.254 0.0874 -0.509 -0.806 -1.031** 

-

1.310*** -0.339** -0.437** 

 (0.324) (0.346) (0.542) (0.640) (0.812) (1.088) (0.429) (0.445) (0.147) (0.175) 

Initial income -

0.611*** 

-

2.531*** 

-

0.661*** 

-

2.639*** 

-

0.702*** 

-

2.831*** 

-

0.548*** 

-

3.031*** 

-

0.702*** 

-

4.267*** 

 (0.183) (0.746) (0.207) (0.747) (0.212) (0.824) (0.199) (0.728) (0.254) (0.850) 

Human capital 1.066*** 8.270*** 1.016** 7.834*** 0.917** 9.238*** 1.180*** 8.850*** 1.633*** 13.18***  

(0.387) (1.630) (0.414) (1.610) (0.432) (2.513) (0.427) (1.804) (0.495) (2.863) 

Product sophistication 

0.117 -0.139 0.342 0.0456 0.958 -0.249 0.250 -0.0553 0.201 0.112 

(0.177) (0.201) (0.328) (0.206) (0.638) (1.227) (0.288) (0.170) (0.143) (0.0771) 

Product diversification 

4.656*** 4.365 4.711** 6.947* 3.911** 7.533** 3.984** 6.535 5.909** -4.008 

(1.639) (4.212) (1.836) (3.951) (1.893) (3.536) (1.950) (4.485) (2.530) (3.723) 

Constant 1.231 

-

12.97*** 0.700 

-

12.52*** 1.254 

-

14.07*** 2.284** 

-

12.15*** -0.0128 

-

21.15*** 

 (0.951) (3.431) (0.997) (3.549) (0.995) (5.120) (1.044) (4.132) (1.162) (6.604) 

           

Observations 2,512 2,512 1,242 1,242 787 787 577 577 347 347 

R-squared 0.016 0.027 0.028 0.057 0.033 0.101 0.048 0.165 0.083 0.281 

Countries  139  139  138  138  135 

Note: Economic growth: future 1-, 2-, 3-, 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. HS version 1992.  Robust standard 

errors in parentheses.  All the regressions also include: constant, initial income, human capital, product sophistication, and product diversification.   

*** p<0.01, ** p<0.05, * p<0.1  
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Table 49. OLS and Fixed-effects regressions excluding small countries using HS trade dataset (1992-2014) .  Dependent variable using 5 time horizons. 

  

VARIABLES 

Y: 1-year growth Y: 2-year growth Y: 3-year growth Y: 4-year growth Y: 5-year growth 

OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects 

          

            

YTPB 0.177 0.283 0.565 0.755 -0.390 0.373 -0.800* -0.916** -0.329** -0.393** 

 (0.334) (0.364) (0.570) (0.680) (0.824) (1.155) (0.447) (0.428) (0.146) (0.174) 

           

Observations 2,315 2,315 1,142 1,142 727 727 530 530 319 319 

R-squared 0.027 0.043 0.055 0.083 0.069 0.116 0.078 0.178 0.139 0.325 

Countries  129  129  128  128  124 

Note: Economic growth: future 1-, 2-, 3-, 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. HS version 1992.  Robust standard 

errors in parentheses.  All the regressions also include: constant, initial income, human capital, product sophistication, and product diversification.   

*** p<0.01, ** p<0.05, * p<0.1.  Small countries: less than 1 million inhabitants. 
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Table 50. Fixed-effects regressions excluding oil-dependent countries using HS trade dataset (1992-2014) .  Dependent variable using 5 time horizons. 

  

VARIABLES 

Y: 1-year growth Y: 2-year growth Y: 3-year growth Y: 4-year growth Y: 5-year growth 

OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects 

          

            

YTPB 0.340 0.178 0.889 0.537 1.306* 0.694 -0.305 -0.596 -0.366** -0.380 

 (0.380) (0.406) (0.564) (0.674) (0.771) (1.055) (0.408) (0.386) (0.175) (0.239) 

           

Observations 2,225 2,225 1,101 1,101 697 697 511 511 313 313 

R-squared 0.014 0.016 0.033 0.036 0.042 0.049 0.047 0.097 0.086 0.297 

Countries   126   125   122   123   123 

Note: Economic growth: future 1-, 2-, 3-, 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. HS version 1992.  Robust standard 

errors in parentheses.  All the regressions also include: constant, initial income, human capital, product sophistication, and product diversification.  I 

exclude oil-dependent countries, this means 50% of their total exports are classified as: (2709) Petroleum oils and oils obtained from bituminous 

minerals; crude; (2710) Petroleum oils, oils from bituminous minerals, not crude; preparations n.e.s. containing less than 70% petroleum oils, oils from 

bituminous minerals; these being the basic constituents of the preparations; (2711) Petroleum gases and other gaseous hydrocarbons; (2712) Petroleum 

jelly; paraffin wax, micro-crystalline petroleum wax, slack wax, ozokerite, lignite wax, peat wax, other mineral waxes, similar products obtained by 

synthesis, other processes; coloured or not; and (2713) Petroleum coke, petroleum bitumen; other residues of petroleum oils or oils obtained from 

bituminous minerals.  *** p<0.01, ** p<0.05, * p<0.1  
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Table 51. Fixed-effects regressions excluding single-commodity-dependent countries using HS trade dataset (1992-2014) .  Dependent variable using 5 time 

horizons. 

  

VARIABLES 

Y: 1-year growth Y: 2-year growth Y: 3-year growth Y: 4-year growth Y: 5-year growth 

OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects 

          

            

YTPB 0.399 0.317 0.968* 0.765 1.640* 0.694 -0.382 -0.640 -0.412** -0.262 

 (0.381) (0.412) (0.565) (0.658) (0.859) (1.048) (0.407) (0.391) (0.190) (0.237) 

           

Observations 2,192 2,192 1,084 1,084 682 682 500 500 301 301 

R-squared 0.008 0.036 0.015 0.078 0.020 0.086 0.028 0.221 0.058 0.297 

Countries   130   128   126   125   122 

Note: Economic growth: future 1-, 2-, 3-, 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. HS version 1992.  Robust standard 

errors in parentheses.  All the regressions also include: constant, initial income, human capital, product sophistication, and product diversification.   

I exclude single-commodity-dependent countries: 50% of their total exports are explained by one commodity, using HS 6-digits classification.   

*** p<0.01, ** p<0.05, * p<0.1 
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Table 52. Horse Race.  OLS and Fixed-effects regressions using HS trade dataset (1992-2014).  Dependent variable using 5 time horizons. 

  

VARIABLES 

Y: 1-year growth Y: 2-year growth Y: 3-year growth Y: 4-year growth Y: 5-year growth 

OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects 

          

            

YTPB 0.0657 0.0414 0.264 0.0869 -0.541 -0.779 -1.009** -1.28*** -0.324** -0.467** 

 (0.324) (0.350) (0.547) (0.637) (0.820) (1.103) (0.434) (0.453) (0.146) (0.181) 

Partners ́ average 

distance 

-6.26 -11.1 -3.27 -0.055 -4.79 -11.6* -4.16 -11.5 -3.06 7.48 

(0.0039) (0.0074) (0.0036) (0.0059) (0.0041) (0.0061) (0.0055) (0.0104) (0.0032) (0.0097) 

Initial income -0.61*** -2.51*** -0.65*** -2.64*** -0.68*** -2.85*** -0.54*** -3.09*** -0.70*** -4.28*** 

 (0.185) (0.725) (0.209) (0.746) (0.214) (0.800) (0.201) (0.705) (0.259) (0.858) 

Human capital 0.931** 7.897*** 0.934** 7.790*** 0.823* 8.932*** 1.075** 8.486*** 1.529*** 13.22***  

(0.386) (1.626) (0.409) (1.590) (0.423) (2.493) (0.419) (1.785) (0.494) (2.869) 

Product sophistication 

0.0742 -0.175 0.304 0.0455 0.875 -0.373 0.220 -0.104 0.193 0.122 

(0.173) (0.211) (0.323) (0.201) (0.655) (1.233) (0.279) (0.171) (0.142) (0.0798) 

Product diversification 

5.034*** 5.016 4.888*** 6.950* 4.222** 8.061** 4.211** 7.295* 6.043** -4.437 

(1.675) (4.187) (1.858) (3.912) (1.930) (3.419) (1.984) (4.363) (2.534) (3.826) 

Constant 1.801* -11.5*** 1.032 -12.4*** 1.770* -12.66** 2.682** -10.7*** 0.324 -21.4*** 

 (0.971) (3.442) (1.013) (3.473) (0.969) (4.988) (1.068) (4.063) (1.159) (6.629) 

           

Observations 2,481 2,481 1,227 1,227 777 777 570 570 343 343 

R-squared 0.017 0.028 0.029 0.057 0.035 0.106 0.049 0.171 0.084 0.284 

Countries   137   137   136   136   133 

Note: Economic growth: future 1-, 2-, 3-, 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. HS version 1992.  Robust standard 

errors in parentheses.  All the regressions also include: constant, initial income, human capital, product sophistication, and product diversification.  

Partners ́ average distance is in thousands of kilometers. 

*** p<0.01, ** p<0.05, * p<0.1  
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Table 53. Horse Race.  OLS and Fixed-effects regressions excluding small countries using HS trade dataset (1992-2014) .  Dependent variable using 5 time 

horizons. 

  

VARIABLES 

Y: 1-year growth Y: 2-year growth Y: 3-year growth Y: 4-year growth Y: 5-year growth 

OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects 

          

            

YTPB 0.195 0.292 0.570 0.741 -0.475 0.406 -0.761 -0.865* -0.304** -0.375** 

 (0.336) (0.368) (0.586) (0.677) (0.836) (1.178) (0.474) (0.440) (0.145) (0.187) 

Partners ́ average 

distance 

-11.0** -5.2 -9.0** 2.4 -10.0*** -9.0 -11.0** -14.0** -8.7* -9.3 

(0.0048) (0.0056) (0.0042) (0.0059) (0.0045) (0.0060) (0.0051) (0.0064) (0.0046) (0.0187) 

           

Observations 2,284 2,284 1,127 1,127 717 717 523 523 315 315 

R-squared 0.030 0.044 0.059 0.084 0.076 0.119 0.087 0.186 0.150 0.329 

Countries   127   127   126   126   122 

Note: Economic growth: future 1-, 2-, 3-, 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. HS version 1992.  Robust standard 

errors in parentheses.  All the regressions also include: constant, initial income, human capital, product sophistication, and product diversification.  

Partners ́ average distance is in thousands of kilometers.  *** p<0.01, ** p<0.05, * p<0.1.  Small countries: less than 1 million inhabitants. 
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Table 54. Horse Race.  Fixed-effects regressions excluding oil-dependent countries using HS trade dataset (1992-2014) .  Dependent variable using 5 different 

time horizons. 

  

VARIABLES 

Y: 1-year growth Y: 2-year growth Y: 3-year growth Y: 4-year growth Y: 5-year growth 

OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects 

          

            

YTPB 0.372 0.208 0.916 0.547 1.333* 0.777 -0.287 -0.566 -0.355** -0.411* 

 (0.379) (0.408) (0.566) (0.674) (0.770) (1.093) (0.409) (0.394) (0.176) (0.245) 

Partners ́ average 

distance 

-3.8 -9.1 -2.5 -1.8 -2.8 -12.1 -1.5 -10.6 -1.0 6.1 

(0.0037) (0.0070) (0.0034) (0.0052) (0.0043) (0.0077) (0.0056) (0.0099) (0.0032) (0.0096) 

           

Observations 2,194 2,194 1,086 1,086 687 687 504 504 309 309 

R-squared 0.014 0.017 0.032 0.036 0.041 0.054 0.045 0.104 0.083 0.301 

Countries   124   123   120   121   121 

Note: Economic growth: future 1-, 2-, 3-, 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. HS version 1992.  Robust standard 

errors in parentheses.  All the regressions also include: constant, initial income, human capital, product sophistication, and product diversification.  I 

exclude oil-dependent countries, this means 50% of their total exports are classified as: (2709) Petroleum oils and oils obtained from bituminous 

minerals; crude; (2710) Petroleum oils, oils from bituminous minerals, not crude; preparations n.e.s. containing less than 70% petroleum oils, oils from 

bituminous minerals; these being the basic constituents of the preparations; (2711) Petroleum gases and other gaseous hydrocarbons; (2712) Petroleum 

jelly; paraffin wax, micro-crystalline petroleum wax, slack wax, ozokerite, lignite wax, peat wax, other mineral waxes, similar products obtained by 

synthesis, other processes; coloured or not; and (2713) Petroleum coke, petroleum bitumen; other residues of petroleum oils or oils obtained from 

bituminous minerals.  Partners ́ average distance is in thousands of kilometers.  *** p<0.01, ** p<0.05, * p<0.1  
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Table 55. Horse Race.  Fixed-effects regressions excluding single-commodity-dependent countries using HS trade dataset (1992-2014) .  Dependent variable 

using 5 different time horizons. 

  

VARIABLES 

Y: 1-year growth Y: 2-year growth Y: 3-year growth Y: 4-year growth Y: 5-year growth 

OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects OLS 

Fixed-

effects 

          

            

YTPB 0.421 0.335 0.980* 0.759 1.652* 0.763 -0.356 -0.613 -0.398** -0.305 

 (0.380) (0.411) (0.567) (0.653) (0.863) (1.060) (0.411) (0.402) (0.190) (0.245) 

Partners ́ average 

distance 

-3.7 -6.4 -1.4 1.5 -3.6 -11.0* -2.9 -10.8 -1.7 12.5* 

(0.0042) (0.0065) (0.0036) (0.0039) (0.0047) (0.0066) (0.0060) (0.0106) (0.0032) (0.0073) 

           

Observations 2,161 2,161 1,069 1,069 672 672 493 493 297 297 

R-squared 0.008 0.037 0.015 0.078 0.020 0.090 0.028 0.226 0.057 0.303 

Countries   128   126   124   123   120 

Note: Economic growth: future 1-, 2-, 3-, 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. HS version 1992.  Robust standard 

errors in parentheses.  All the regressions also include: constant, initial income, human capital, product sophistication, and product diversification.   

I exclude single-commodity-dependent countries: 50% of their total exports are explained by one commodity, using HS 6-digits classification.   

Partners ́ average distance is in thousands of kilometers. 

*** p<0.01, ** p<0.05, * p<0.1 

 

 



 

187 

 

Table 56. Dealing with geography: cross-section analysis for several years.  Using HS1992. (1990-2010) 

 

 

VARIABLE 

Year Moran test (Ho: 

error is i.d.d.) 

Prob > chi2 

Bi-variate 

coefficient 

YTPB 

Multi-variate 

coefficient 

YTPB 

Future 4y growth 1990 0.0000 IO IO 

1998 0.8945 0.511 0.641 

2006 0.0002 -0.773* 0.247 

2010 0.1226 -0.345 0.723 

Future 5y growth 1990 0.0000 IO IO 

1995 0.9851 -0.293 -0.260 

2000 0.0598 -0.200 0.346 

2005 0.0001 0.773* 1.580*** 

2010 0.0001 -0.532 1.239** 

Note: Economic growth: future 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. 

HS version 1992.   

I implement a spatial autoregressive (SAR) model using the command spregress in STATA 15 (StataCorp 

2017).  The SAR model estimates a Generalized Spatial Two Stage Least Squares (GS2SL) cross sections 

regression.
53

  GS2SL uses instrumental variables and the Generalized Method of Moments (GMM) to 

estimate the parameters.  To conduct the analysis, first, I generate a weighting matrix defining how the 

error spreads throughout the observations.  The weighting matrix I built is based on contiguity: when both 

countries are neighbors the cell has a value of 1, else is 0.
54

   

Moran test, null hypothesis (Ho) is that the error is independent and identically distributed (i.d.d.), that is, 

the error is uncorrelated with neighboring observations.  If this is the case, then we do not need to conduct a 

spatial autoregressive model. 

The bi-variate regression runs YTPB against economic growth.  Both economic growth and YTPB are in 

natural logs.   

The multi-variate regression includes as additional variables: initial income, human capital, product 

sophistication, and product diversification.   

IO: insufficient observations 

*** p<0.01, ** p<0.05, * p<0.1 

 

                                                 
53 To take advantage of the panel data structure of my dataset I also ran the command spxtregress in 

STATA 15. This command is used to run a fixed-effects model with a spatial autoregressive model.  To 

estimate the coefficients the model relies on a quasi-maximum likelihood (QML) estimator (Lee and Yu 

2010).  However, the optimization failed.  This should not come as a surprise.  The QML estimator was 

designed for a large n, something we lack in the dataset. 
54 I excluded small countries from the analysis.  The dataset became smaller as some data points are 

missing. 
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Table 57. Spatial autoregressive model biases results with a small sample.  Multi-variate regression for a cross-section analysis for several years.  Using 

HS1992. (different years after 1990) 

  

VARIABLES 

4-year growth 5-year growth 

1998 2006 2010 1995 2000 2005 2010 

         

YTPB 0.641 0.247 0.723 -0.260 0.346 1.580*** 1.239** 

 (0.521) (0.531) (0.489) (0.203) (0.543) (0.513) (0.567) 

Initial income 0.0972 -0.431*** -0.214*** 0.111 -0.159 -0.425*** -0.263** 

 (0.281) (0.102) (0.0820) (0.168) (0.104) (0.107) (0.111) 

Human capital 0.618 0.244 0.281 -0.122 0.398** 0.123 0.188 

 (0.430) (0.202) (0.188) (0.282) (0.180) (0.202) (0.227) 

Product sophistication 1.936*** 0.0503 -0.359 0.00733 -0.0967 0.0840 -0.668** 

 (0.662) (0.240) (0.247) (0.0312) (0.280) (0.255) (0.304) 

Product diversification 0.641 0.529 0.421 0.997 2.094*** -0.793 -0.398 

 (0.521) (0.560) (0.528) (0.826) (0.451) (0.542) (0.611) 

Constant 

 

-0.0283 0.760* 0.856** 1.174** 0.0802 0.687 0.717 

(0.618) (0.440) (0.390) (0.578) (0.404) (0.433) (0.487) 

        

Pseudo-squared 0.1415 0.2782 0.2001 0.0172 0.2213 0.2730 0.2907 

Countries 79 101 109 69 100 107 98 

Note: Economic growth: future 4-, 5-year growth.  Using income per capita in PPP US$0,000 from 2011. HS version 1992.   

I implement a spatial autoregressive (SAR) model using the command spregress in STATA 15 (StataCorp 2017).  The SAR model estimates a 

Generalized Spatial Two Stage Least Squares (GS2SL) cross sections regression.
55

  GS2SL uses instrumental variables and the Generalized Method of 

Moments (GMM) to estimate the parameters.  To conduct the analysis, first, I generate a weighting matrix defining how the error spreads throughout the 

observations.  The weighting matrix I built is based on contiguity: when both countries are neighbors the cell has a value of 1, else is 0.
56

   

Moran test, null hypothesis (Ho) is that the error is independent and identically distributed (i.d.d.), that is, the error is uncorrelated with neighboring 

observations.  If this is the case, then we do not need to conduct a spatial autoregressive model.  Both economic growth and YTPB are in natural logs.   

*** p<0.01, ** p<0.05, * p<0.1 

                                                 
55 To take advantage of the panel data structure of my dataset I also ran the command spxtregress in STATA 15. This command is used to run a fixed-

effects model with a spatial autoregressive model.  To estimate the coefficients the model relies on a quasi-maximum likelihood (QML) estimator (Lee 

and Yu 2010).  However, the optimization failed.  This should not come as a surprise.  The QML estimator was designed for a large n, something we 

lack in the dataset. 
56 I excluded small countries from the analysis.  The dataset became smaller as some data points are missing. 
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APPENDIX 4. TRADE VARIABLE DEFINITION 

Trade partner size 

Is it possible that it is a trade partner’s population or income per capita what is 

driving the results?  The trade partner size uses the weighted average of export 

destinations ́ size, whether it is measured via population or income per capita.  The 

formula is the following. 

Equation 5. Trade partner importance (size) variable 

𝑆𝑖𝑧𝑒𝑃𝑎𝑟𝑡𝑛𝑒𝑟𝑖𝑡 = ∑ (
𝑥𝑖𝑝𝑡

𝑋𝑖𝑡
) ∗ 𝑠𝑖𝑧𝑒𝑝𝑡 

where 𝑋𝑖𝑡 is total exports of country i on time t, 𝑥𝑖𝑝t is exports country i to partner p, and 

sizept is population or income per capita of trade partner p. 

 

Trade partner average distance 

For each country, this variable is the average distance of its export destinations.  

The distance, in kilometers, is between the countries ́ most populated cities, as contained 

in CEPII’s “dist_cepii” dataset, as described here: 

http://www.cepii.fr/PDF_PUB/wp/2011/wp2011-25.pdf.  For example, the distance 

between the US and France is 5,838 kilometers, the distance between New York and 

Paris, their most populated cities.  I use each distance observations for the following 

formula: 

http://www.cepii.fr/PDF_PUB/wp/2011/wp2011-25.pdf
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Equation 6. Trade partner average distance 

𝐷𝑖𝑠𝑡𝑎𝑛𝑐𝑒𝑖𝑡 =
(

𝑥𝑖𝑝𝑡

𝑋𝑖𝑡
) ∗ 𝑑𝑖𝑠𝑡𝑖𝑝𝑡

𝑛𝑖
 

where 𝑋𝑖𝑡 is total exports of country i on time t, 𝑥𝑖𝑝t is exports country i to partner 

p,  𝑑𝑖𝑠𝑡𝑖𝑝𝑡 is the distance between the most populated city of the trade partner p and the 

exporting country i.  𝑛𝑖 is the number of export destinations. 

 

Average income of neighbor 

Another way to account for the relevance of export destinations is by considering 

the role of neighbors.  This variable will account for the average income of each 

country’s neighbors. 

Equation 7. Trade partner importance (size) variable 

𝑁𝑒𝑖𝑔ℎ𝑏𝑜𝑟𝑖𝑡 =
∑ 𝑌𝑖𝑝𝑡

𝑛𝑖
∗ 𝐶𝑜𝑛𝑡𝑖𝑔𝑖𝑝𝑡 

where 𝐶𝑜𝑛𝑡𝑖𝑔𝑖𝑝𝑡is a dummy variable that takes the value of 1 if the trade partner 

p is a contiguous neighbor of country i.  𝑌𝑖𝑝𝑡 is income per capita of trade partner p of 

country i on time t, 𝑛𝑖 is the number of export destinations. 

 

Trade partner continental location 

The trade partner location is a time-varying way to account for distance.  It uses 

the proportion of exports to each continent. 

Equation 8. Trade partner location variable 

𝐿𝑜𝑐𝑎𝑡𝑖𝑜𝑛𝑖𝑐𝑡 = ∑ (
𝑥𝑖𝑐𝑡

𝑋𝑖𝑡
) 



 

191 

 

where 𝑋𝑖𝑡 is total exports of country i on time t, 𝑥𝑖𝑝t is exports country i to 

continent c. 

 

Trade policy and trade partners 

Here we take into consideration the role of trade policy, particularly the signing of 

free trade agreements.  Free trade agreements may signal a trade policy oriented to 

promote economic growth.  The variable used takes into account the proportion of 

exports that is linked to free trade agreements: 

Equation 9. Trade partner policy (free trade agreements) 

 

𝐹𝑇𝐴𝑖𝑡 = ∑ (
𝑥𝑖,𝑓𝑡𝑎,𝑡

𝑋𝑖𝑡
) ∗ 𝑌𝑓𝑡𝑎,𝑡 

where 𝑋𝑖𝑡 is total exports of country i on time t, 𝑥𝑖,𝑓𝑡𝑎,t is exports country i to 

country with a free trade agreement in time t.  Yfta,t is the income per capita of trade 

partner with FTAs. 

 

Trade partner diversification - HHMCI 

The first variable for trade partner diversification is the Hirschman-Herfindahl 

Market Concentration Index (HHMCI), following (The World Bank 2013). 

Equation 10. Hirschman-Herfindahl Market Concentration Index (HHMCI) 

HHMCI𝑖 =  
∑ (

𝑥𝑖𝑝

𝑋𝑖𝑡
)2𝑛𝑖

𝑝=1 −
1
𝑛𝑖

1 −
1
𝑛𝑖
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where 𝑋𝑖𝑡 is total exports from the exporting country i on time t, x is the exports 

to trade partner p, and n is the number of export destinations that country i exports to.   

 

Trade partner diversification – Number of Partners 

The second variable for trade partner diversification is the number of export 

destinations a country has. 

Equation 11. Number of export destinations 

 

𝑁𝑢𝑚𝑏𝑒𝑟𝑃𝑎𝑟𝑡𝑛𝑒𝑟𝑠 = 𝑛𝑖 

where 𝑛𝑖 is the number of export destinations that country i exports to 

 

Descriptive statistics 

Below we have a table with the descriptive statistics which is followed by a table 

showing the results of running the different variables developed here for different 

models: OLS, country fixed-effects, and country-fixed effects by income-tertile. 
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Table 58 Descriptive Statistics for additional trade variable variables (1965-2014) 

 Obs mean sd min max 

Partners ́ population  1169 113.54 112.57 0.0 1,102 

Partners ́ income  1169 21.7 12.4 0.0 18.9 

Partners ́ average distance 1154 68.40 85.98 0.2 1375 

Average income neighbor 1750 152.93 271.53 0.0 3,179 

(%) Export - Africa 1169 0.06 0.12 0.0 1 

(%) Export - Americas 1169 0.24 0.25 0.0 1 

(%) Export - Asia 1169 0.19 0.21 0.0 1 

(%) Export - Europe 1169 0.42 0.27 0.0 1 

(%) Export - Oceania 1169 0.01 0.03 0.0 0 

(%) Export - FTAs 1750 0.9 1.8 0.0 8.7 

HHMCI 1168 0.17 0.15 0.0 1 

Number of trade partners 1169 112.29 59.17 1.0 231 
Note: income per capita for partners and the FTA variable in PPP US$0,000 from 2011.   

Population in millions of inhabitants. 
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APPENDIX 5. ON RCTS AND NATURAL EXPERIMENTS 

The ideal methodology for this study would overcome the endogeneity problems.  

There would be an assignment of their export destinations that would not be dependent 

on key variables connecting economic growth and trade, such as geographic location and 

country’s economic and population size.  The profit-maximization behavior of firms that 

is behind the decision to pick export destinations may become an obstacle to this 

randomization condition: no firm picks export destinations randomly because in a world 

of imperfect enforcement of business contracts57 and price differences58, this would 

potentially diminish their profits. 

It would be possible to overcome the endogeneity problem if we had a natural 

experiment.  For example: countries with different economic incomes in different regions 

in the world become independent due to non-economic reasons, such as religious or 

ethnic motivations.  This would allow us to use different income levels and different 

groups of neighbors to diminish the concerns over endogeneity.  It would also allow us to 

understand how exporting to these new countries would affect the exporters ́ growth.   

However, there are two main problems to conduct this type of analysis that would 

limit its usefulness.  First, independence does not behave randomly across geographic 

                                                 
57 As suggested by research conducted by (La Porta, Lopez-de-Silanes, and Shleifer 2008; The World Bank 

2018) 
58 As suggested by the new trade theory mentioned in Chapter 1. 
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locations and economic income, two aspects that theoretical and empirical analysis have 

shown to be important when studying trade and economic growth.  Since 1990, 32 

countries have achieved independence, 47% of them former Union of Soviet Socialist 

Republics and 16% are former Yugoslavia republics.59  Moreover, all of them, except one 

country, Slovenia, were low or middle-income countries at their time of their 

independence.60 

The following graphs show the income of recently independent countries, those 

achieving independence after 1990.  It shows the concentration of countries in Eastern 

Europe and Central Asia connected to the former U.S.S.R.  It also shows that, out of 32 

countries becoming independent during the period under analysis, only 1 was a high-

income country: Slovenia. 

The second problem is that even this type of experiment suffers from path-

dependence or auto-correlation: firms in the new country have pre-existing trade 

relationship with firms in other countries.  Therefore, this would potentially constrain (by 

an unknown degree) how much we can learn from the formation of new countries. 

 

                                                 
59 There are different ways to account for new independent countries.  Here we will only take into 

consideration countries that split from previous countries because they need to form new international 

political alliances.  This is not the case of merging countries, as in the case of North and South Yemen; East 

and West Germany. 
60 The lack of randomness may not necessarily change any time soon even if new independent rich 

countries in Europe and the Americas appear.  We should take into consideration the attempts of rich 

regions in developed countries Catalonia, Quebec, and Scotland.   
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Figure 10. New Independent Countries since 1990. U.S.S.R. former republics 1 

 
 

 

 
Figure 11. New Independent Countries since 1990. U.S.S.R. former republics 2 
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Figure 12. New Independent Countries since 1990. Other Eastern European republics 

 
 

 

 
Figure 13. New Independent Countries since 1990. Countries in Africa and the South Pacific 
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Another possibility would be to design a randomized control trial (RCT).  The 

idea is not completely implausible as has been recently demonstrated by (Atkin, 

Khandelwal, and Osman 2017).  As mentioned in Chapter 2, they conducted an RCT to 

test if a firm’s productivity has increased as a consequence of being exposed to exporting 

opportunities, or learning-by-exporting.  In their RCT, a U.S. nongovernmental 

organization (NGO), Aid to Artisans (ATA), received funding from the U.S. Agency for 

International Development (USAID) to develop an export-promotion program in Egypt.  

ATA evaluated Egyptian hand-made products that considering their quality and price 

could be sold in high-income countries.  Once the product was identified, in this case 

rugs, a local intermediary was found to identify and organize small-scale producers.  

ATA had the connections with buyers in high-income countries and participates in 

exhibition booths in international trade shows. 

An RCT to test the impact of export market destinations on economic growth 

would take into consideration the experiment by Atkins and coauthors but would need a 

more sophisticated design to account for the different countries firms would export goods 

to.  To do this, the design would require support from development agencies or NGOs 

from high-income countries and from high-growth countries across different regions in 

the world.  That is required in order to have adequate information on the distribution 

channels for the products to export to these destinations.  The coordination that this 

would require may not be possible to achieve unless it was coordinated by a multilateral 

development bank with sufficient leverage to coordinate different country donors.  An 

alternative would be to have at least one developing country willing to use its export 
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promotion agency to fund the RCT and to contact key distribution channels in different 

countries willing to participate in the experiment.  However, as Atkins and coauthors 

experience show this is a project that may take several years, in their case from 2009 to 

2014, which may be a problem for developing nations, unless they were able to access 

support from a multilateral development bank.  The main problem with both RCT 

scenarios is that neither of them has been conducted in the past to use their information to 

conduct an analysis. 

 

As was discussed in this section, neither natural experiments nor RCT are 

currently an option to conduct the analysis of the impact of export destinations on 

economic growth.   
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APPENDIX 6. ADDITIONAL TABLES AND FIGURES FOR CHAPTER 4 

Figure 14 shows the limitations of using YTPB (the variable created in Chapter 3 

to represent the bundle of export destinations) for middle-income countries. There was 

not much difference in the YTPB scores across the three countries for the period when 

Mexico starts diverging (2000-2014).  In the graph it shows that Malaysia, the country 

growing the most during the period 2000-2014 was the country with the highest YTPB, 

but in general, the three countries are very close together.  Therefore, these countries 

show well the inability of YTPB to predict middle-income countries.  I want to pursue a 

deeper analysis to see whether export destinations may have had an impact that is not 

being capture by YTPB. 

 

 

 
Figure 14 YTPB for Malaysia, Mexico and Turkey 2000(5)2014.   

 
Notes: YTPB (expected income of a country considering its export destinations basket) calculated using 

Equation 4, as described in Chapter 3.  In light blue: +/- 1 standard deviation. 
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Table 59. Countries after population, land area and income criteria applied 

Country Name Population (2017) Land area, sq km High-income? 

Afghanistan 35,530,081   652,860  
No 

Angola 29,784,193  1,246,700  No 

Burundi 10,864,245  25,680  No 

Benin 11,175,692   112,760  No 

Burkina Faso 19,193,382   273,600  No 

Bolivia 11,051,600  1,083,300  No 

Cote d'Ivoire 24,294,750   318,000  No 

Cameroon 24,053,727   472,710  No 

Colombia 49,065,615  1,109,500  No 

Cuba 11,484,636   104,020  No 

Dominican Republic 10,766,998  48,310  No 

Ecuador 16,624,858   248,360  No 

Egypt, Arab Rep. 97,553,151   995,450  No 

Ethiopia 104,957,438  1,000,000  No 

Ghana 28,833,629   227,540  No 

Guinea 12,717,176   245,720  No 

Guatemala 16,913,503   107,160  No 

Haiti 10,981,229  27,560  No 

Iran, Islamic Rep. 81,162,788  1,628,760  No 

Iraq 38,274,618   434,128  No 

Kenya 49,699,862   569,140  No 

Cambodia 16,005,373   176,520  No 

Sri Lanka 21,444,000  62,710  No 

Morocco 35,739,580   446,300  No 

Madagascar 25,570,895   581,800  No 

Mexico 129,163,276  1,943,950  No 

Mali 18,541,980  1,220,190  No 

Myanmar 53,370,609   653,080  No 

Mozambique 29,668,834   786,380  No 

Malawi 18,622,104  94,280  No 

Malaysia 31,624,264   328,550  No 

Niger 21,477,348  1,266,700  No 

Nepal 29,304,998   143,350  No 

Peru 32,165,485  1,280,000  No 

Philippines 104,918,090   298,170  No 

Korea, Dem. People’s Rep. 25,490,965   120,410  No 

Romania 19,586,539   230,080  No 

Rwanda 12,208,407  24,670  No 

Senegal 15,850,567   192,530  No 

Somalia 14,742,523   627,340  No 

Syrian Arab Republic 18,269,868   183,630  No 

Chad 14,899,994  1,259,200  No 

Thailand 69,037,513   510,890  No 

Tunisia 11,532,127   155,360  No 

Turkey 80,745,020   769,630  No 

Tanzania 57,310,019   885,800  No 

Uganda 42,862,958   200,520  No 

Ukraine 44,831,159   579,290  No 

Uzbekistan 32,387,200   425,400  No 

Venezuela, RB 31,977,065   882,050  No 

Vietnam 95,540,800   310,070  No 

Yemen, Rep. 28,250,420   527,970  No 

South Africa 56,717,156  1,213,090  No 

Zambia 17,094,130   743,390  No 

Zimbabwe 16,529,904   386,850  No 

Source: using information from (The World Bank 2019).    
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Table 60. Harmonized System 1992 – Top 30 goods (level 6) exported by Mexico to the US in 2004, before China 

was granted access to WTO 

Position Code Description (%) exports 

1 270900 Petroleum oils, oils from bituminous minerals, crude 10.2% 

2 852810 Colour television receivers/monitors/projectors 4.5% 

3 870323 Automobiles, spark ignition engine of 1500-3000 cc 3.4% 

4 854430 Ignition/other wiring sets for vehicles/aircraft/ship 2.7% 

5 870324 Automobiles, spark ignition engine of >3000 cc 2.6% 

6 847192 Computer input or output units 2.4% 

7 852520 Transmit-receive apparatus for radio, TV, etc. 1.8% 

8 940190 Parts of seats 1.7% 

9 870829 Parts and accessories of bodies nes for motor vehicle 1.6% 

10 847120 Digital computers with cpu and input-output units 1.4% 

11 847330 Parts and accessories of data processing equipment ne 1.4% 

12 870899 Motor vehicle parts nes 1.4% 

13 870421 Diesel powered trucks weighing < 5 tonnes 1.4% 

14 870431 Spark ignition engine trucks weighing < 5 tonnes 1.3% 

15 847191 Digital computer cpu with some of storage/input/outpu 1.3% 

16 840734 Engines, spark-ignition reciprocating, over 1000 cc 1.1% 

17 271000 Oils petroleum, bituminous, distillates, except crude 1.0% 

18 870422 Diesel powered trucks weighing 5-20 tonnes 1.0% 

19 852990 Parts for radio/tv transmit/receive equipment, nes 0.9% 

20 853710 Electrical control and distribution boards, < 1kV 0.8% 

21 620342 Mens, boys trousers & shorts, of cotton, not knit 0.8% 

22 852721 Radio receivers, external power,sound reproduce/recor 0.8% 

23 847199 Automatic data processing machines and units, nes 0.8% 

24 620462 Womens, girls trousers & shorts, of cotton, not knit 0.8% 

25 870120 Road tractors for semi-trailers (truck tractors) 0.7% 

26 220300 Beer made from malt 0.7% 

27 852510 Transmission apparatus for radio, telephone and TV 0.7% 

28 850140 AC motors, single-phase, nes 0.6% 

29 851790 Parts of line telephone/telegraph equipment, nes 0.6% 

30 853690 Electrical switch, protector, connecter for < 1kV nes 0.6% 

Source: using information from UNCOMTRADE (2018).   
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Table 61 RCA of the top 30 Mexican exports to the US for China, Malaysia, Mexico and Turkey (2004-2006) 

Code Description 
2004 2005 2006 

CHN MYS MEX TUR CHN MYS MEX TUR CHN MYS MEX TUR 

220300 Beer made from malt 0.0 0.0 5.0 0.0 0.0 0.0 4.7 0.0 0.0 0.0 5.1 0.0 

270900 

Petroleum oils, oils from bituminous 

minerals, crude 

0.0 0.1 3.8  0.0 0.1 6.2 0.0 0.0 0.0 2.9  

271000 

Oils petroleum, bituminous, distillates, 

except crude 

0.0 0.3 2.0 0.3 0.1 0.1 2.6 1.6 0.1 0.2 4.1 0.9 

620342 

Mens, boys trousers & shorts, of 

cotton, not knit 

0.5 1.2 41.2 4.2 2.4 1.4 42.7 3.4 1.9 1.4 42.0 1.7 

620462 

Womens, girls trousers & shorts, of 

cotton, not knit 

0.6 1.1 38.9 12.4 3.6 0.7 33.9 8.1 3.8 1.0 25.8 5.3 

840734 

Engines, spark-ignition reciprocating, 

over 1000 cc 

0.0 0.1 44.1 0.0 0.0 0.0 45.4  0.1 0.0 44.0  

847120 

Digital computers with cpu and input-

output units 

23.6 83.7 27.0 0.0 25.2 89.6 15.8 0.0 27.9 79.9 7.4 0.0 

847191 

Digital computer cpu with some of 

storage/input/outpu 

16.6 0.5 76.7 0.1 23.0 0.2 64.1 0.0 20.6 1.1 75.2 0.0 

847192 Computer input or output units 28.6 13.4 45.0 0.0 27.8 16.6 37.3 0.0 29.0 13.1 27.9 0.0 

847199 

Automatic data processing machines 

and units, nes 

11.9 40.6 48.5 0.0 9.0 66.5 24.1 0.0 9.1 63.0 38.5 0.0 

847330 

Parts and accessories of data 

processing equipment ne 

12.9 21.0 18.7 0.0 12.7 21.6 13.9 0.0 12.0 47.7 14.1 0.0 

850140 AC motors, single-phase, nes 7.4 0.1 181.0 0.0 7.5 0.0 179.7  9.9 0.0 170.9 0.0 

851790 

Parts of line telephone/telegraph 

equipment, nes 

3.4 3.8 59.2 0.2 3.2 4.4 55.6 0.1 3.2 8.4 58.0 0.0 

852510 

Transmission apparatus for radio, 

telephone and TV 

0.1 0.1 188.4 0.0 0.1 0.0 190.8 0.0 0.5 0.3 94.8 0.2 

852520 

Transmit-receive apparatus for radio, 

TV, etc. 

20.3 24.3 37.7 0.1 24.0 22.7 35.9 0.1 25.9 23.8 48.4 0.1 

852721 

Radio receivers, external power,sound 

reproduce/recor 

9.5 36.2 155.8  12.5 22.3 147.2  12.8 14.1 157.0 0.0 

852810 

Colour television 

receivers/monitors/projectors 

7.7 21.5 139.4 0.0 12.3 18.6 138.8 0.0 15.5 8.8 157.7 0.0 

852990 

Parts for radio/tv transmit/receive 

equipment, nes 

17.1 11.8 56.1 0.0 16.9 10.0 63.9 0.0 19.6 11.6 47.0 0.1 

853690 

Electrical switch, protector, connecter 

for < 1kV nes 

3.0 10.0 108.2 0.1 3.0 6.0 108.1 0.1 3.5 14.7 103.7 0.1 

853710 

Electrical control and distribution 

boards, < 1kV 

1.3 82.7 109.1 0.1 1.1 124.6 91.2 0.1 1.9 73.6 114.8 0.1 
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Code Description 
2004 2005 2006 

CHN MYS MEX TUR CHN MYS MEX TUR CHN MYS MEX TUR 

854430 

Ignition/other wiring sets for 

vehicles/aircraft/ship 

1.7 0.0 261.2 0.0 1.8 0.0 266.7 0.0 3.4 0.0 247.4 0.0 

870120 

Road tractors for semi-trailers (truck 

tractors) 

  166.7  0.0  96.2    81.0  

870323 

Automobiles, spark ignition engine of 

1500-3000 cc 

0.0 0.0 39.7  0.0 0.0 53.3  0.0 0.0 65.4 0.0 

870324 

Automobiles, spark ignition engine of 

>3000 cc 

0.0  20.2  0.0 0.0 14.9  0.0  10.2  

870421 

Diesel powered trucks weighing < 5 

tonnes 

0.0  358.4  0.0  345.5  0.0  350.0 0.1 

870422 

Diesel powered trucks weighing 5-20 

tonnes 

  204.1 0.0   215.8  0.0 0.0 193.3  

870431 

Spark ignition engine trucks weighing 

< 5 tonnes 

0.0  81.9  0.0  94.8  0.0  137.0  

870829 

Parts and accessories of bodies nes for 

motor vehicle 

2.1 0.0 119.4 0.8 2.6 0.0 118.7 0.8 3.5 0.0 134.4 0.6 

870899 Motor vehicle parts nes 4.1 0.2 55.0 1.2 4.3 0.2 53.5 1.2 4.5 0.2 59.0 1.3 

940190 Parts of seats 7.2 2.5 239.5 0.1 7.7 3.4 233.7 0.1 8.1 1.4 232.6 0.1 

Source: using information from UNCOMTRADE (2018).  CHN: China. MYS: Malaysia.  MEX: Mexico. TUR: Turkey.  
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The previous table that shows the RCA for the top 30 Mexican exports to the US 

in the period 2004-2006, for China, Malaysia, Mexico, and Turkey.  In the table I shaded 

the instances when the Chinese RCA increased while the Mexican RCA decreased, to 

indicate a possible Mexican industry that China could have potentially hurt.  As you can 

see, out of 30 commodities, those representing 51% of Mexican exports, only 7 are in this 

situation.  For the most part, the Mexican drop in competitiveness was not so drastic 

when a Chinese RCA increased.  Then, the RCA analysis does not tell the complete story. 

The RCA analysis has two serious limitations that need to be considered.  First, 

the access of China to the WTO which became particularly important after the expiration 

of the Multi-Fiber Agreement, was not the only thing that was taking place in the period 

2004-2006.  During that period one important priced changed for Mexico: oil.  This can 

be seen in one of the top 30 commodities exported by Mexico, HS 1992 code 270900, as 

shown in the next table.  While the oil price increased 59% between 2006 and 2004, 

Mexican petroleum oil exports increased 64%.  This was a significant increase, as it 

explains 18% of the export growth between 2004 and 2006.  However, Mexico’s RCA of 

exporting oil to the US decreased 24%.  This important to consider, as oil prices 

continued to increase until July 2008, and, for the most part, the price was above 2004 

levels until the year 2015, except for a brief period in the year 2009.  At its peak, in 2008, 

the average yearly price was 140% that of 2004.  However, the Mexican supply became 

inelastic, as the quantity supplied only increased a 108%.  So, at the same time Mexico 



 

206 

 

was suffering Chinese competition in the US market, it was also experiencing an increase 

in oil prices, a commodity for which it has a limited supply response. 61 

Table 62 Limits to using RCA.  Example: Mexican exports of Petroleum oils, oils from bituminous minerals, 

crude to the US (2004-2006) 

  2004 2005 2006 

Oil price - (year average) 

Crude Oil Prices: West Texas Intermediate (WTI) - 

Cushing, Oklahoma 

41.51 56.64 66.05 

RCA for Mexico’s exports to the US 3.78 6.21 2.89 

Mexican exports to the US (US$ millions) 17,030 22,270 27,990 

Mexican total exports (US$ millions 188,000 214,000  250,000 

Source: using information from U.S. Energy Information Administration and Federal Reserve Bank of St. 

Louis (1986) and UNCOMTRADE (2018).  Commodity code: 270900 

 

At the same time, another oil product, commodity code 271000, had a more 

elastic supply and almost doubled in production in two years, and so did its RCA.  

However, its contribution to total exports was negligible.   

Table 63 Limits to using RCA.  Example: Mexican exports of Oils petroleum, bituminous, distillates, except 

crude to the US (2004-2006) 

  2004 2005 2006 

Oil price - (year average) 

Crude Oil Prices: West Texas Intermediate (WTI) - 

Cushing, Oklahoma 

41.51 56.64 66.05 

RCA for Mexico’s exports to the US 1.96 3 4.10 

Mexican exports to the US (US$ millions)  1,731   2,682   3,242  

Mexican total exports (US$ millions 188,000 214,000  250,000 

Source: using information from U.S. Energy Information Administration and Federal Reserve Bank of St. 

Louis (1986) and UNCOMTRADE (2018).  Commodity code: 271000 

 

The second limitation of doing the RCA analysis should already be obvious: it 

also matters how important is the total value of the good; its relative importance to total 

exports, and how much the total value changed, as the differences between the two 

previous products show.  This explains why in the text we will mostly focus our attention 

to differences in total value exported. 

                                                 
61 Mexico has grown slower than Chile in the last 15 years, as Hanson (2010) shows.  Chile has not shied 

away from taking advantage of sharp commodity price increases.  In Chile’s case: copper.  However, 

Chile’s approach has been criticized recently due to its “stagnant productivity and export sophistication” 

(Cherif and Hasanov 2019).  Despite this, Mexico’s productivity evolution is even lower than that of Chile. 
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Table 64. Harmonized System 1992 – Top 50 goods (level 6) exported by China to the US in 2006, after China 

was granted access to WTO 

# Code Description (%) exports 

1 847192 Computer input or output units 6.3% 

2 847120 Digital computers with cpu and input-output units 5.3% 

3 852520 Transmit-receive apparatus for radio, TV, etc. 4.2% 

4 847330 Parts and accessories of data processing equipment ne 3.8% 

5 640399 Footwear, sole rubber, plastics uppers of leather, ne 1.9% 

6 852190 Video record/reproduction apparatus not magnetic tape 1.9% 

7 852110 Video recording/reproducing apparatus, magnetic tape 1.3% 

8 860900 Cargo containers designed for carriage 1.2% 

9 847191 Digital computer cpu with some of storage/input/outpu 1.2% 

10 851999 Sound reproducing apparatus, non-recording, nes 1.2% 

11 852990 Parts for radio/tv transmit/receive equipment, nes 1.1% 

12 950390 Toys nes 1.1% 

13 852810 Colour television receivers/monitors/projectors 1.1% 

14 847193 Computer data storage units 1.0% 

15 847199 Automatic data processing machines and units, nes 0.8% 

16 940360 Furniture, wooden, nes 0.8% 

17 420212 Trunks, suit-cases, etc, outer surface plastic/textil 0.7% 

18 640299 Footwear, outer soles/uppers of rubber or plastic, ne 0.7% 

19 640319 Sports footwear, except ski, uppers of leather 0.7% 

20 851710 Telephone sets 0.7% 

21 392690 Plastic articles nes 0.6% 

22 950410 Video games used with a television receiver 0.6% 

23 940490 Articles of bedding nes 0.6% 

24 850440 Static converters, nes 0.6% 

25 950341 Stuffed toys - animals or non-human creatures 0.6% 

26 420310 Articles of apparel of leather or composition leather 0.6% 

27 854211 Monolithic integrated circuits, digital 0.6% 

28 950691 Physical exercise, gymnasium and athletics equipment 0.5% 

29 392640 Plastic statuettes and other ornamental articles 0.5% 

30 871200 Bicycles, other cycles, not motorized 0.5% 

31 940350 Bedroom furniture, wooden, nes 0.5% 

32 940320 Furniture, metal, nes 0.5% 

33 732690 Articles of iron or steel, nes 0.5% 

34 940161 Seats with wooden frames, upholstered nes 0.5% 

35 870870 Wheels including parts/accessories for motor vehicles 0.4% 

36 950510 Articles for Christmas festivities 0.4% 

37 841510 Air conditioners window/wall types, self-contained 0.4% 

38 870899 Motor vehicle parts nes 0.4% 

39 841451 Table, window, ceiling fans, electric motor <125 watt 0.4% 

40 630790 Made up articles (textile) nes, textile dress pattern 0.4% 

41 852390 Unrecorded sound recording media except photo/magneti 0.4% 

42 940179 Seats with metal frames, nes 0.4% 

43 270400 Coke, semi-coke of coal, lignite, peat & retort carbo 0.4% 

44 611090 Pullovers, cardigans etc of material nes knit 0.4% 

45 711319 Jewellery and parts of precious metal except silver 0.4% 

46 940540 Electric lamps, lighting fittings, nes 0.4% 

47 940510 Chandeliers, other electric ceiling or wall lights 0.4% 

48 851650 Microwave ovens 0.3% 

49 401120 Pneumatic tyres new of rubber for buses or lorries 0.3% 

50 620469 Womens, girls trousers, shorts, material nes, not kni 0.3% 

Source: using information from UNCOMTRADE (2018).   
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