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A Gravity Investigation
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Abstract Democracy has various effects on the trade volumes of developing countries.

Previous works suggest that an importer’s democratization could reduce trade barriers and

hence increase its imports. Simultaneously, a democratic country could become a favorable

exporter possibly due to more reliable quality of products fostered by its better institutions. In

this

paper | estimate a revised gravity equation with democracy. Using a rich panel data and

clearly controlling for the endogeneity issue of democratization, various empirical evidence

confirms that the democratization could foster bilateral trade for developing countries. Partic-

ularly, democratization of trading partners contributes about 6%—13% to bilateral trade

growth.
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