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Database construction
C.

 SEQ Heading2 1
Trade data

Trade data was taken from the UN Comtrade database for the period 1970-2008 (data are available for 1962 to 2009, but is less complete outside the selected time period). Total trade, in thousands of current US dollars, for all available reporters and all available partner countries in both the import and export direction was downloaded. 

Obtaining as much data as possible means that some bilateral links (for example, trade between Australia and the United States) may have up to four recorded trade flows for a particular year (exports to Australia and imports from Australia, reported by the United states, and vice versa), while others may only have one (imports to Bermuda from Kazakhstan, reported by Kazakhstan). In the case where both trade partners report the same trade flow, they never report the same value. This is a well known feature of international trade flows (Feenstra et al. 2005).

Some studies use a decision rule (for example, only use trade flows reported by the importer) to remove observations which do not match — in practice sometimes removing half of the potential observations. The asymmetric structure of the fixed effects detailed in appendix A allows us to include flows reported by both the importer and the exporter, without excluding any observations. Further, the broad results are not sensitive to the exclusion of either export or import flows from the full complement of data.
Once obtained, the raw trade flow data are transformed in three steps:

1. The native format of the Comtrade database is to report an import or export trade flow from the perspective of a ‘reporter’ and a ‘partner’. The nomenclature is modified so that the trade flows are reported as a trade flow from an ‘exporter’ to an ‘importer’, retaining the information about which party is reporting the trade flow.

2. A number of observations pertaining to country aggregations and anomalies are removed from the data, such as ‘world’, ‘bunkers’, ‘special categories’, amongst others.

3. The raw Comtrade data does not include zero trade flows; these are generated based on the principle that if a country was recorded as receiving at least one export or import flow in a particular year, but it is not recorded as trading with another country, a zero-trade flow is inserted. In that way, changes to the country composition of the world (for example, the break up of the USSR) are reflected each year.

C.

 SEQ Heading2 2
GDP values

GDP and GDP per capita are taken from the World Bank’s World Development Indicators and matched to the bilateral trade flow data so that the bilateral trade flow observations include GDP and GDP per capita for both importer and exporter. Current price GDP in US dollars is used, matching the current US dollar valuation of the dependent variable and avoiding the potential biases inherent with using price indices as identified by Baldwin & Taglioni (2006).

The three GDP related variables are:

· Log of sum of GDPs - 
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· Log of absolute differences in GDP - 
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· Difference of the logs of GDP per capita - 
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[i denotes the exporter, j the importer and t the year].
C.

 SEQ Heading2 3
Dynamic coding of BRTAs
Following Adams et al. (2003), the BRTAs included in the analysis are coded into the database using three dummy variables as described in appendix A. The variables are coded dynamically so that they reflect the starting (and ending) years of agreements and include changes in membership as they happen.

Each BRTA is coded into the database using three variables (figure C.1):

· The first captures the change in trade between members of the agreement and takes the value of one if both importer and exporter are members of the BRTA in that year and zero otherwise (D1).
· The second captures the change in imports to members of the agreement from non-members and takes the value of one if the importer is a member of the BRTA and the exporter is not a member of the agreement and zero otherwise (D2).
· The third captures the change in exports from members of the agreement to non-members and takes the value of one if the exporter is a member of the BRTA and the importer is not a member of the agreement and zero otherwise (D3).
Figure C.

 SEQ Figure \* ARABIC 1
BRTA variable coding, US–Canada example
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C.

 SEQ Heading2 4
Summary statistics

Table C.

 SEQ Table \* ARABIC 1
Summary statistics, full country sample
	Variable name
	Observations
	Mean
	Standard dev.
	Min.
	Max.

	
	
	
	
	
	

	Trade, thousands of US dollars, current prices
	1139283
	245852
	2930102
	0
	4.E+08

	SGDP
	1139283
	11.14
	1.97
	3.49
	16.77

	SIMILAR
	1139283
	-2.42
	1.74
	-11.63
	-0.69

	REL_INC
	1139283
	1.76
	1.26
	0.00
	6.71


Table C.

 SEQ Table \* ARABIC 2
Summary statistics, top 65 countries only

	Variable name
	Observations
	Mean
	Standard dev.
	Min.
	Max.

	
	
	
	
	
	

	Trade, thousands of US dollars, current prices
	217539
	1201755
	6612906
	0
	4.E+08

	SGDP
	217539
	12.61
	1.38
	6.32
	16.77

	SIMILAR
	217539
	-1.42
	0.87
	-7.60
	-0.69

	REL_INC
	217539
	1.48
	1.09
	0.00
	5.89



































�	It should be noted that results are sensitive to a change in GDP valuation (for example, constant price valuation). Most sensitivity occurs in the year dummy variables (more so than the BRTA variables), leading us to suspect that the year dummy variables are ‘soaking up’ some of the variability in valuation (a price effect). See Baldwin and Taglioni (2006) for further details.
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