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A blessing or a curse? Causal link between primary 
exports and institutional quality
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Department of Agricul tural Economics – Universi ty of Vicosa, Brazi l



Introduction
Many researches have long investigated how institutions could affect long-term

growth;

But we wanted to take one step back and try and understand what could

determine institutions
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Introduction
We also know that (based on the HO model) resource-rich countries tend to

export primary product goods;

Then we argued whether the relationship between resource endowments and

institutions also holds for the association between primary exports and

institutions;

We know that such a connection might differ between developing and more

advanced economies.



Introduction
To evaluate the impact of primary product exports on institutional quality for a

set of countries from 1997 to 2019.



Identification strategy
Since countries’ commodity exports might, at the same time, cause and be

affected by institutional quality, it is crucial to search for exogenous natural

variations in primary product exports in combination with econometric modeling

techniques.



Identification strategy
The identification strategy in this paper uses China’s accession to the WTO in

2001 as a natural experiment to study the relationship between primary trade

and the quality of a country’s institutions.



Identification strategy
Chen (2009) stresses that the accession of China to the WTO means that the

country’s imports would all face the same tariffs and barriers to trade, thus

making each country’s commerce with China a reflex of its comparative

advantages, not its political power.



Empirical strategy
Our baseline model is:

𝐼𝑛𝑠𝑡%& = 𝛼) + 𝛼+𝑙𝑛𝑋%& + ∑𝛽𝑉�� + 𝜀%&



Empirical strategy
Our baseline model is:

IV approach through the 2SLS. The first- and second-stage econometric models

follow:

𝐼𝑛𝑠𝑡%& = 𝛼) + 𝛼+𝑙𝑛𝑋%& + ∑𝛽𝑉�� + 𝜀%&

𝑙𝑛𝑋%& = 𝜆) + 𝜆+𝑙𝑛𝑐ℎ𝑖𝑛𝑎𝑀& + ∑𝜂𝑉�� + 𝜐%&

𝐼𝑛𝑠𝑡%& = 𝛼) + 𝛼+𝑙𝑛𝑋;%& + ∑𝛽𝑉�� + 𝜀%&
Exclusion restriction



Data
Institutional quality (i.e. voice and accountability; political stability and absence

of violence; government effectiveness; regulatory quality; rule of law; and control

of corruption) – World Bank WGI

Trade flows – WITS

GDP and resource rent – World Bank

Latitude and landlocked dummy – CEPII



Results



Results



Concluding remarks
Our results indicate that as countries focus upon commodity based exporting

goods, they cause a reduction in the effectiveness of their institutions.

We expand the aforementioned

association to the ‘foreign trade of

primary goods – institutional

framework’ nexus

We use a natural experiment

to identify the causal effect of

primary trade on institutional

quality

We measure the quality

of institutions from

multiple dimensions



Concluding remarks
This paper is helpful to policymakers aiming to improve a country’s level of

institutional quality through trade specialization.

A trade policy focused on a more diverse exporting agenda requires investment

in technology, human capital, etc. We know this comes at a price, but our results

show that these investments could enjoy the benefits of stronger, more effective

institutions.



What we are working on
Expanding the timespan;

Considering a larger number of economies;

Disaggregating exports into different product categories

...
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