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Question 1: The Gravity Equation

1. Exercise 1: Imports versus Size

There is a positive relationship between imports and the size of a country (Figure 1).

Larger the country the larger its imports.
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Figure 1: Imports versus Size

2. Exercise 2: Market Share and Size

There is a positive relationship between the size of a country and its share in for-

eign markets (Figure 2). Bigger countries tend to have larger market shares in other

countries.

3. Exercise 3: Distance and Trade Volume

There is an inverse relationship between distance and trade after controllling for size

(Figure 3).
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Figure 2: Market Share versus Size
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Figure 3: Trade versus Distance
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