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Abstract

This paper estimates the trade elasticity using bilateral tariff data for 63 importing and 135
exporting countries at the product level from 2001 to 2010. We use the Helpman et al. (2008)
(HMR) two-stage approach that controls for self-selection and firm heterogeneity with many
zero observations of trade flows. To apply the HMR approach at the product level estima-
tion, we propose new exclusion restriction variables that vary across products using the entry
and exit decisions model in exporting markets learning literature such as Fernandes and Tang
(2014). We found substantial upward bias in the estimates of the trade elasticity in previous
studies that only use positive trade flows. Accounting for zero trade flows and firm heterogene-
ity at the product level substantially lowers the product level (HS-2 digit) estimate of the trade
elasticity from -3.65 to -2.26, which imply much larger welfare gains from trade. We also find
large heterogeneity in the trade elasticity across the income level of country-pairs.
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