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Executive Summary

The gravity model is the workhorse of the applied international trade literature. It has been

used in literally thousands of research papers and published articles covering all areas of

trade. It is of particular interest to policy researchers because it makes it possible to estimate the

trade impacts of various trade-related policies, from traditional tariffs to new “behind-the-border”

measures. With data increasingly available for developing, as well as developed countries, the

gravity model has come to be the starting point for a wide variety of research questions with

a policy component.

Although first put forward as an intuitive explanation of bilateral trade flows, the gravity model

has more recently acquired a range of micro-founded theoretical bases. These approaches are

important to policy researchers because they affect the data, specification, and econometric

technique used to estimate the gravity model. Use of a theoretically-grounded gravity model can

lead to substantially different results and interpretations from those obtained via a “naive”

formulation, and high quality policy research and advice increasingly needs to be based on

a rigorously established methodology.

The purpose of this User Guide is to provide a “hands-on” introduction to gravity modeling for

applied policy researchers. It is designed to be used in conjunction with a dataset of bilateral trade

in services available for free download, and readers are encouraged to replicate the results

presented here using the Stata code provided in the text. Although some basic knowledge of Stata

is required as a pre-requisite, more advanced commands and techniques are introduced in the

text as necessary. Once the basic techniques have been mastered, readers are encouraged to

extend the results presented here using alternative specifications and methodologies.

The User Guide first presents the intuition behind the gravity model, relying on descriptive

statistics and graphical methods in addition to simple regressions. The next section of the Guide

then presents the theory behind recent, more rigorously specified gravity models, focusing on the

“gravity with gravitas” model that is now a benchmark in the applied international trade literature.

Section 3 focuses on the basic econometrics of the gravity model, including estimation and testing

using theoretically grounded gravity models. Section 4 discusses alternative econometric

estimators that have been proposed in the recent literature, and the rationale behind them. Finally,

the User Guide concludes with a discussion of how the gravity model can be used in applied

trade policy research.


