Empirical Analysis — The Extended Gravity Models
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In order to find out the trade creation and diversion of AANZFTA, the Gravity model in
equation (2) is further modifies by including 3 dummy variables denoting the regional
effect of AANZFTA’s export and import creation or diversion, and trade creation or
diversion, respectively. The 3 dummy variable will be added one by one to verify the
robustness of variable. The other 3 equations are specified as:
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Source: Laopoonpittaya (2016), A Gravity Model For Trade Creation and Trade Diversion



Denotation of Variables

Dependent Variable Xij The value of export from country i to j in US$
Core Independent GDP,GDF Nominal value of gross domestic product of country 7 and j in current US$
Variable DIs;; Distance between the capital city of country i and j in kilometers
Additional Independent | POP, POP, Population of country i and j
Variable
exAANZFTA;; | The dummy variable to capture the effect of export creation or diversion
(=1 if only export country i is a member of AANZFTA, = 0 otherwise)
Tﬁaﬁ:ﬂ Independent | imAANZFTA; | The dummy variable to capture the effect of import creation or diversion
(Dummy Variable) (=1 if only import country j is a member of AANZFTA, = 0 otherwise)
AANZFTA,; The dummy variable to capture the effect of export creation or diversion

(=1 if both countries i and j are members of AANZFTA, = 0 otherwise)
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Source : Yang and Martinez-Zarzoso (2013)
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R-squared 0.7562 0.7792 0.7793 0.7817 0.7830
P-value of F-test 0.0000 0.0000 0.0000 0.0000 0.0000
No. of Observation | 5, 2081 2081 2081 2081
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