























trade as well as intra-industry trade will increase. Therefore, we expect a positive coefficient for this
variable.

Product Quality Differences ( PRQOD ): Following Torstensson (1991), Greenaway, Hine, and Milner

(1994), Ballance, Forstner and Sawyer (1992), and Blanes and Martin (2000), we measure product
quality differences in product i by the ratio between the unit value of U.S. exports and the unit value of
U.S. imports. Product quality is expected to have a positive effect on both horizontal and vertical intra-
industry trade.

The estimated model is as follows:
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where SIIT, is the share of total /IT in gross trade (exports + imports) of industry i with country ;j and

all the explanatory variables are defined above. We also estimated two other models with the share of
horizontal intra-industry trade (SHI[T,.I.) and the share of vertical intra-industry trade (SVIIT)) as the

dependent variable. Since these shares take values from 0 to 1, the regression equation may have
predicted values for the dependent variable that lie outside the feasible interval. So, to restrict the
predicted values between 0 and 1, following Stone and Lee (1995), Caves (1981), Bergstrand (1983), and
Loertscher and Wolter (1980), we have used a Logit transformation of the dependent variable. In this
case, we estimate the following model:

SHT.
In| —2—|=8Z+u (6)
1 - SIIT,

where Z is the vector of explanatory variables including a constant, g is the corresponding vector of
coefficients and u is the random error term.

3.4 Data

This study is based on detailed trade data desegregated at 10-digit Harmonized System (HS) industries,
covering the period from 1990 to 2005. The 33 member countries of FTA4 (excluding the United States)
include Antigua and Barbuda, Argentina, Bahamas, Barbados, Belize, Bolivia, Brazil, Canada, Chile,
Colombia, Costa Rica, Dominica, Dominican Republic, Ecuador, El Salvador, Grenada, Guatemala,
Guyana, Haiti, Honduras, Jamaica, Mexico, Nicaragua, Panama, Paraguay, Peru, St. Kitts and Nevis, St.
Lucia, St. Vincent and the Grenadines, Suriname, Trinidad and Tobago, Uruguay, and Venezuela. The
trade data was obtained from the Global Trade Information Services (GTIS)'s World Trade Atlas
Database that uses primary data provided by the U.S. Department of Commerce’'s Foreign Trade
Division.

Data on GDP and PCI are from the International Monetary Fund’s World Economic Outlook Database.
The data on geographic distance (DIST) is obtained from the CEPII's distance measures database
available at http://www.cepii.fr/anglaisgraph/bdd/distances.htm. Data on industry concentration ( /{CON ) is
from the 2002 Economic Census. Data on trade intensity (TINT ), trade imbalance (T/MB ), and product
quality differences (PRQOD ) are from the Global Trade Information Services (GTIS)'s World Trade Atlas

Database. Data on vertical product differentiation (¥PD ), as measured by advertising-to-sales ratio, is
from Schonfeld & Assiciates, Inc., Advertising Ratios and Budgets 2004. Additional information on trade
was taken from the International Monetary Fund's, Direction of Trade Statistics Yearbook and U.S.
Department of Commerce’s International Trade Administration. The data on other relevant variables were
taken from the International Monetary Fund'’s, International Financial Statistics Yearbook 2005 and the
World Bank, World Development Report 2005.
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