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1. Introduction 

Researchers have shown considerable interest in the effects of the internet on different aspects of the 

economy such as economic growth, inflation, productivity, and trade (Choi, 2003; 2010). Development 

and increased use of the internet generally has a positive and significant effect on trade. A 10 per cent 

increase in the number of internet users in a country leads to a 2 per cent increase in FDI (Choi, 2003), 

while it results in a 0.2 to 0.4 per cent growth in exports (Freund & Weinhold, 2004; Bojnec & Ferto, 

2009; Choi, 2010). Clarke and Wallsten (2006) add that an increase in internet development 

significantly increases developing countries' exports only to developed countries. 

These studies are based on Freund and Weinhold's (2004) model in which the internet reduces the fixed 

costs of entry into a market by the reduction of search costs. Building on this model, Fink et al. (2005) 

show that communication affects fixed and variable costs of trade due to suppliers and consumers 

exchanging information after fixed costs are incurred. Lawless (2010) translates this into a 

heterogeneous firm productivity model wherein fixed and variable trade costs negatively affect the 

extensive margin and ambiguously affect the intensive margin. She finds that an increase in the number 

of internet users has a positive effect on the extensive margin, and a negative effect on the intensive 

margin. Here, lowering trade costs increases the sales of continuing exporters and introduces new 

marginal exporters with lower average sales. 

Trade costs arise from differences in informal constraints such as socially shared rules, and in 

differences in formal constraints such as official rules and procedures (North, 1990). Trade costs thus 

stem in part from informal constraints relating to culture (North, 1990). As such, cultural differences 

are a source of communication costs and for this reason many international trade studies feature aspects 

of language (e.g. Melitz & Toubal, 2014; Egger & Lassmann, 2015), religion (e.g. Lewer & van den 

Berg, 2007), and broader indicators of shared cultural values such as Hofstede's (1980) dimensions of 

culture (e.g. Lankhuizen et al., 2011). The internet being a communication tool, it can be expected that 

it can alleviate communication barriers imposed by such cultural differences.  

As outcomes of fixed and variable costs of trade1, the extensive and intensive margins form the link 

between trade costs and the extent to which the internet fosters new trade rather than more trade in 

existing relationships. Within this context, research into how the internet increases trade along the 

extensive and intensive margins consists only of Lawless' (2010) cross-sectional study. Moreover, the 

margins of trade may clarify the source of trade displacement that Clarke and Wallsten (2006) speak 

of. Furthermore, while Freund and Weinhold (2004) and Bojnec and Ferto (2009) investigate the role 

of the internet with respect to the effect of distance on trade, an assessment of its effect on the costs of 

communication arising from cultural barriers remains absent. Using panel data, this study contributes 

                                                      

1 Where the negative relationship between the extensive margin and fixed and variable trade costs is unambiguous in the Melitz (2003) model 
while this is not the case for the intensive margin (Dutt et al, 2013; Lawless, 2010) 
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to the existing literature by investigating the extent to which the trade increase from internet usage 

comes about from an increase in the extensive and intensive margins, and looking at whether internet 

use alleviates the negative effects of communication costs caused by cultural differences. 

This paper is divided into four sections. In Section 2 we present our estimation methodology and data. 

Section 3 presents and discusses our results, and Section 4 concludes. 

2. Methodology and data 

To assess the effect of internet use on the margins of trade, we specify the following estimation model: 

(1) ln(Xij,k) = β0 + β1ln(AvgInternetij,t) + β2LangDistij,t + β3RelDistij,t + β4ln(GDPi,t * GDPj,t) + 

β5ln(Distij,t) + βZ∙Z + ui + uj + ut + εij,t 

Here, i denotes the trade flow's origin country, j is its destination, and t is the subscript for time. The 

subscript k in our trade variable Xij,k differentiates between three trade flows: unidirectional total 

exports, the extensive margin, and the intensive margin. To construct these variables we use the UN 

Comtrade database. The data we use is 4-digit level SITC exports data comprising 786 product codes. 

Based on commonly used definitions (e.g. Dennis & Shepherd, 2011; Dutt et al, 2013) the extensive 

margin is a count of the number of product exported, and the intensive margin is the average value of 

exports per product. 

With regard to our control variables, AvgInternetij,t is the average number of internet users per 100 

people between two countries, the data for which comes from the World Bank's World Development 

Index. To denote informal institutional differences between countries, we use two variables. First, 

LangDistij,t is a measure of linguistic distance between two countries. To construct this variable we 

invert the aggregate common language variable from Melitz and Toubal (2014). Second, we invert 

Melitz and Toubal's (2014) religious proximity variable to create our measure of religious distance 

RelDistij,t
2. The data for GDP and population-weighted distance Distij,t come from the CEPII database. 

This also applies to Z, which is a vector of dummy variables for contiguity, colonial relations, common 

coloniser, FTA membership, and common legal origin. This CEPII data is available until 2006; we 

extend and, where necessary, update the variables for 2007 and beyond. 

Finally, the u-terms are fixed effects for exporter, importer, and year, which account for multilateral 

resistance terms (Anderson & van Wincoop, 2004) as well as cross-sectional and time-series 

correlation3. 

                                                      

2 The advantage of both of these variables over the use of more commonly used dummy variables lies in their continuous nature and in their 

specificity of measurement. We use these two variables to denote cultural distance and in doing so, we forego the use of broad cultural 
variables such as those developed by Hofstede (1980). Our motivation for this is that such broad indicators for culture are 

accompanied by conceptual and methodological criticism (e.g. McSweeney, 2002; Tung & Verbeke, 2010). Moreover, there is 

extensive empirical evidence regarding the role of linguistic and religious aspects in trade. 
3 We utilised time-varying country fixed effects as well and the results are highly similar. 
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With these three datasets we have information from 1998 to 2014 for 157 exporters and 171 importers. 

Table 1 displays the summary statistics. 

Table 1      

Summary statistics      

  Obs Mean Std. Dev. Min Max 

Total Exports 285890 5.82E+08 5.40E+09 0 3.97E+11 

Total Exports (log) 240,983 15.555 3.714 0 26.707 

Extensive Margin 285,890 99.254 158.435 0 763.000 

Extensive Margin (log) 240,271 3.427 1.934 0 6.637 

Intensive Margin 285,890 2.90E+06 11.50E+07 0 2.49E+10 

Intensive Margin (log) 240,271 12.077 2.272 0 23.939 

Internet use 285,890 28.791 21.418 0 97.230 

Internet use (log) 285,890 2.869 1.275 -5.714 4.577 

Linguistic Distance 285,890 0.859 0.174 0 1 

Religious Distance 285,890 0.835 0.224 0 1 

Geographic Distance (Log) 285,890 8.622 0.822 4.546 9.886 

GDP (log) 273,371 21.580 3.019 9.563 32.767 

Contiguity 285,890 0.024 0.152 0 1 

Colony 285,890 0.019 0.136 0 1 

Common Coloniser 285,890 0.090 0.286 0 1 

Trade Agreement 285,890 0.114 0.318 0 1 

Common Legal Origin 285,890 0.319 0.466 0 1 

 

Equation (1) is shown in log-linear form and our main specification is thus based on OLS. In our dataset, 

zero trade flows comprise around 15 per cent of total trade flows and it is likely that these zero trade 

flows are the result of economically meaningful selection rather than them being too small to report 

(Anderson, 2010). We estimate equation (1) using Poisson Pseudo Maximum Likelihood (PPML) to 

allow for their incorporation into our estimation (Santos Silva & Tenreyro, 2006). 

While our main results assess equation (1) for our entire dataset, later we extend our analysis to look at 

the potential heterogeneity that exists in trade among and between developing and developed countries. 

As such, where equation (1) will shed light on the effect of internet use on the extensive and intensive 

margins of trade and adds to Lawless' (2010) findings, the division into development levels will shed 

light on the trade displacement effect to which Clarke and Wallsten (2006) allude. To examine whether 

internet use decreases barriers of informal institutional differences, we follow Freund and Weinhold 

(2004) in specifying a dummy variable for 'high distance' and interacting it with our internet use 

variable, where this interaction term is added to equation (1). We do so for linguistic and religious 

differences separately, where 'high distance' is unity if the distance between two countries exceeds the 

average distance between all countries. In addition, we look at the continuous form of our linguistic and 

religious difference variables which allows for an assessment of the marginal effects of these distance 

variables on trade, conditional on our internet use variable. 
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3. Results 

3.1. Main results 

Table 2 shows the results for equation (1) for total exports in column (1), the extensive margin in column 

(2), and the intensive margin in column (3). Columns (4), (5) and (6) show the same for PPML. Our 

models fit the data well with the R-squared ranging from 0.556 to 0.9. 

Our OLS specification shows that the average number of internet users across two countries is 

insignificant for total exports, positive and significant at the 1 per cent level with a coefficient of 0.051 

for the extensive margin, and negative and significant at the 1 per cent level for the intensive margin 

with a coefficient of -0.049. This suggests that a 10 per cent increase in the number of internet users 

across two countries results in a 0.52 per cent increase in export diversification, and a 0.48 per cent 

decrease in average exports per product. These results confirm Lawless' (2010) cross-sectional findings, 

although in our panel data setting the magnitude of the effect is six times smaller for the extensive 

margin, and three times smaller for the intensive margin. In particular, the results indicate that increased 

internet use lowers trade costs such that it promotes an increase in exports of goods not previously 

traded. At the same time, this introduces new marginal exporters whose exports are relatively low 

resulting in a lower average volume of goods traded overall upon their entry into new markets. 

Utilising a PPML specification alters the results found above. In column (4), the effect of the number 

of internet users on total exports is now significant at the 1 per cent level with a coefficient of 0.129, 

suggesting that a 10 per cent increase in the number of internet users increases total exports by 1.38 per 

cent. Moreover, column (5) indicates that the coefficient for the number of internet users on the 

extensive margin is now 0.084, suggesting an increase along that margin of 0.88 per cent with a 10 per 

cent increase in the number of internet users. In column (6), the effect on the intensive margin has 

become insignificant. Thus, the inclusion of zero trade flows, which arise from fixed costs of entry 

(Anderson, 2010), magnifies the role of the internet as an alleviator of these fixed costs as represented 

by the increase of the extensive margin relative to column (2). This aligns with Freund and Weinhold's 

(2004) model and further specifies the results from the OLS specification above and from Lawless 

(2010). 

The behaviour and signs of our control variables in the OLS and PPML specifications are as expected 

(see e.g. Santos Silva et al., 2014). We draw attention to the religious distance variable, which is 

insignificant in our OLS specification in column (3) and positive and significant in our PPML 

specification in column (6), suggesting that an increase in religious distance increases the intensive 

margin of trade. A closer inspection of our data indicates that this is a result of country pairs in the 

highest regions of our intensive margin variable. As a robustness check, we exclude these top 2 per cent 

of observations and present the results in Table A1 in the Appendix. In this robustness check, religious 

distance becomes negative and significant for the intensive margin in the OLS specification (Table A1, 

column 3) where it was previously insignificant in its counterpart in Table 2, column (3). More 
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importantly, religious distance becomes negative and significant in the PPML estimation (Table A1, 

column 6) where it was previously positive and significant in Table 2, column (6). Lastly, in this 

robustness check, the effect of internet use on the intensive margin becomes negative and significant in 

the PPML specification (Table A1, column 6) where it was previously insignificant in Table 2, column 

(6). As such, this result strengthens our OLS results in Table 2 and highlights that outliers only have a 

major effect on religious distance, whereas the effect of outliers on internet use is in line with our main 

results. 

Table 2 

Main results 
  OLS    PPML  

 (1) (2) (3)  (4) (5) (6) 
 (Log of) (Log of) (Log of)     

 Total Exports Extensive Margin Intensive Margin  Total Exports Extensive Margin Intensive Margin 

        

Internet use (log) -0.004 0.051*** -0.049***  0.129*** 0.084*** -0.101 
 (0.016) (0.009) (0.012)  (0.039) (0.011) (0.223) 

Linguistic Distance -1.371*** -1.024*** -0.338***  -0.285* -0.599*** -1.816*** 

 (0.089) (0.054) (0.064)  (0.156) (0.062) (0.245) 
Religious Distance -0.303*** -0.259*** -0.040  -0.080 -0.138*** 1.018*** 

 (0.059) (0.032) (0.043)  (0.104) (0.037) (0.216) 

Geographic Distance (Log) -1.595*** -0.938*** -0.630***  -0.725*** -0.537*** 0.015 
 (0.023) (0.014) (0.016)  (0.040) (0.018) (0.080) 

GDP (log) 0.627*** 0.179*** 0.452***  0.590*** 0.084*** 0.549** 

 (0.019) (0.009) (0.016)  (0.030) (0.008) (0.254) 
Contiguity 0.504*** 0.111 0.405***  0.401*** -0.198*** 1.057*** 

 (0.097) (0.074) (0.053)  (0.064) (0.053) (0.136) 

Colony 0.950*** 0.589*** 0.384***  0.112 0.378*** 0.791*** 
 (0.086) (0.064) (0.053)  (0.089) (0.049) (0.142) 

Common Coloniser 0.752*** 0.550*** 0.218***  0.341** 0.376*** 0.048 

 (0.055) (0.029) (0.040)  (0.144) (0.036) (0.274) 
Trade Agreement 0.512*** 0.132*** 0.400***  0.611*** 0.137*** 1.329*** 

 (0.041) (0.024) (0.029)  (0.073) (0.025) (0.164) 

Common Legal Origin 0.291*** 0.169*** 0.121***  0.161*** 0.148*** -0.237* 
 (0.028) (0.015) (0.020)  (0.048) (0.018) (0.133) 

        

Observations 231,564 230,881 230,881  272,279 272,279 272,279 
R-squared 0.756 0.785 0.556  0.900 0.710 0.538 

Notes: 

Robust standard errors (clustered on country pair) in parentheses. 
Intercepts and fixed effects for origin, destination, and year omitted for brevity. 

*** p<0.01, ** p<0.05, * p<0.1. 

 

3.2. Accounting for development levels 

Because the internet may have heterogeneous effects on countries with different development levels, 

we estimate equation (1) for four subsamples: among lower-income countries, among higher-income 

countries, and between lower- and higher-income countries (in both directions).  

Table 3 presents the results for the effect of internet use on total exports, the extensive margin, and the 

intensive margin for our OLS and PPML specifications. This is an aggregate table, wherein each row 

contains only our variable of interest from one of four subsamples. In row (a) we investigate the effect 

of internet use on exports from low-income to other low-income countries. Row (b) contains results for 

the subsample where low-income countries export to high-income countries. Rows (c) and (d) contain 

results for exports from high-income countries to low-income and high-income countries, respectively. 

In these specifications our threshold for transitioning from low-income to high-income countries is a 
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static US$10,000 per capita. The results in Table 3 do not change when applying a dynamic threshold, 

nor do they change when adopting the differentiation between high- and low-income countries used by 

the World Bank. 

The results for the subsample in row (a) suggest that increased internet use decreases the extensive 

margin of exports (column 2) from low-income to other low-income countries, and increases the 

intensive margin (column 3). When accounting for zero trade flows, the effect on the intensive margin 

becomes insignificant in column (6) and the effect on the extensive margin in column (5) remains 

negative and significant, but less so than in column (2). Looking at the effect of internet use on exports 

from low-income to high-income countries the extensive margin is strongly significant and positive in 

column (5). Combined with row (a), this suggests that an increase in the number of internet users in 

low-income countries allows exporters to make the switch from exporting in low-income countries to 

exporting in high-income countries.  

In row (c), columns (2) and (5), a similar pattern emerges for high-income countries. The extensive 

margin for exports to low-income countries decreases with an increase in the number of internet users. 

As internet access increases, high-income countries prefer to trade with other high-income countries 

due to higher information availability. However, the effect of internet use on exports from high-income 

to other high-income countries in row (d) is always insignificant. This suggests that exports from high-

income to other high-income countries are not affected by an increase in the number of internet users, 

which is due to information already being available to such an extent that a marginal increase in the 

number of internet users makes no difference4. 

Table 3 

Effect of internet use on trade by development level 

  OLS  PPML 

  (1) (2) (3)  (4) (5) (6) 

  (Log of) (Log of) (Log of)     

  
Total 

Exports 
Extensive 
Margin 

Intensive 
Margin 

 
Total 

Exports 
Extensive 
Margin 

Intensive 
Margin 

(a) Internet use (log) -0.019 -0.065*** 0.057***  -0.135*** -0.041** -0.177 

 (Low-income to low-income) (0.027) (0.014) (0.021)  (0.047) (0.017) (0.140) 

         
(b) Internet use (log) 0.067 0.030 0.046  0.120 0.097*** 0.115 

 (Low-income to high-income) (0.056) (0.025) (0.049)  (0.092) (0.019) (0.548) 
         

(c) Internet use (log) -0.141*** -0.099*** -0.021  -0.082 -0.086*** -0.596 

 (High-income to low-income) (0.038) (0.019) (0.031)  (0.074) (0.015) (0.570) 
         

(d) Internet use (log) 0.013 0.003 0.018  0.083 -0.003 0.435 

 (High-income to high-income) (0.091) (0.046) (0.073)  (0.075) (0.022) (0.383) 

Notes: 

Robust standard errors (clustered on country pair) in parentheses. 

*** p<0.01, ** p<0.05, * p<0.1. 

Estimations based on equation (1) for different levels of development. Rows (a) to (d) contain results for equation (1) and row-column 
intersects are coefficients for the variable of interest from individual regressions that include our control variables as before, as well as fixed 

effects for origin, destination, and year. The control variables and fixed effects are omitted for brevity. 

                                                      

4 The results in Table 3 are robust to our earlier robustness check in which we remove the top 2 per cent of country pairs in terms of trade. 

Results are not reported in the interest of brevity, they are available upon request. 
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3.3. Internet use and the marginal effects of linguistic and religious distance 

We assess whether internet use reduces the effect of linguistic and religious distance on trade in two 

ways. First, we add a dummy variable that denotes whether linguistic or religious distance between two 

countries is above the average for all countries and interact it with our internet use variable, adding this 

to equation (1). Second, we add the interaction between our internet use variable and the continuous 

linguistic and religious distance variables, which allows for an assessment of their marginal effects 

conditioned by the number of internet users. 

Table 4 presents our results for the interaction between our internet use variable and the dummy variable 

for high linguistic and religious distance in columns (1) to (3) for total exports, the extensive margin, 

and the intensive margin. The effect of the interaction between internet use and linguistic distance is 

positive and significant for the extensive margin, and negative and significant for the intensive margin, 

suggesting that an increase in the number of internet users decreases the negative effect of high 

linguistic distance on the extensive margin, and increases the negative effect of high linguistic distance 

on the intensive margin. The interaction between internet use and the dummy variable for high religious 

distance indicates that an increase in the number of internet users decreases the negative effect of high 

religious distance on total exports and on the extensive margin, but does not significantly affect the 

effect of high religious distance on the intensive margin. 

Table 4 

Interaction of internet users and linguistic and religious distance 
 (1) (2) (3) (4) (5) (6) 

 (Log of) (Log of) (Log of) (Log of) (Log of) (Log of) 
 Total Exports Extensive Margin Intensive Margin Total Exports Extensive Margin Intensive Margin 

       

Internet use (log) -0.036* -0.010 -0.018 -0.297*** -0.317*** 0.031 

 (0.019) (0.010) (0.014) (0.038) (0.025) (0.026) 
Linguistic Distance -1.413*** -1.116*** -0.281*** -2.150*** -2.024*** -0.112 

 (0.095) (0.057) (0.068) (0.150) (0.093) (0.110) 
Internet use (log) * High Linguistic Distance 0.012 0.026*** -0.016**    

 (0.010) (0.005) (0.007)    

Internet use (log) * Linguistic Distance    0.264*** 0.339*** -0.077** 
    (0.042) (0.028) (0.030) 

Religious Distance -0.469*** -0.540*** 0.084 -0.480*** -0.456*** -0.009 

 (0.079) (0.045) (0.058) (0.107) (0.056) (0.082) 
Internet (log) * High Religious Distance 0.034*** 0.057*** -0.025***    

 (0.011) (0.007) (0.008)    

Internet (log) * Religious Distance    0.066** 0.073*** -0.012 
    (0.031) (0.017) (0.023) 

Geographic Distance (Log) -1.597*** -0.942*** -0.628*** -1.590*** -0.932*** -0.631*** 

 (0.023) (0.014) (0.016) (0.023) (0.014) (0.016) 
GDP (log) 0.622*** 0.171*** 0.456*** 0.615*** 0.165*** 0.455*** 

 (0.019) (0.009) (0.016) (0.019) (0.009) (0.016) 

Contiguity 0.497*** 0.100 0.410*** 0.494*** 0.100 0.407*** 
 (0.097) (0.073) (0.053) (0.096) (0.072) (0.053) 

Colony 0.963*** 0.611*** 0.374*** 0.971*** 0.614*** 0.379*** 

 (0.086) (0.063) (0.053) (0.086) (0.063) (0.053) 
Common Coloniser 0.754*** 0.554*** 0.215*** 0.738*** 0.532*** 0.222*** 

 (0.055) (0.029) (0.040) (0.055) (0.029) (0.040) 

Trade Agreement 0.510*** 0.129*** 0.402*** 0.518*** 0.140*** 0.398*** 
 (0.041) (0.023) (0.029) (0.041) (0.023) (0.029) 

Common Legal Origin 0.291*** 0.168*** 0.122*** 0.292*** 0.170*** 0.121*** 

 (0.028) (0.015) (0.020) (0.028) (0.015) (0.020) 
       

Observations 231,564 230,881 230,881 231,564 230,881 230,881 

R-squared 0.756 0.786 0.556 0.756 0.787 0.556 

Notes: 
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Columns (1) to (3) add the interaction between internet users and a dummy variable for high linguistic distance to equation (1). Columns (4) 

to (6) interact our internet use variable with our continuous linguistic distance variable. 

Robust standard errors (clustered on country pair) in parentheses. 

Intercepts and fixed effects for origin, destination, and year omitted for brevity. 

*** p<0.01, ** p<0.05, * p<0.1. 

 

To investigate these results further, columns (4) to (6) include the interactions between our internet use 

variable and the continuous variables for linguistic and religious distance, which follow the same pattern 

as in columns (1) to (3). To fully understand these coefficients we include graphs of the marginal effects 

of linguistic and religious distance on total exports, the extensive margin, and the intensive margin in 

Figures 1, 2, and 3. Each of these figures juxtapose the marginal effects of linguistic and religious 

distance in two graphs, and each graph includes a horizontal line at zero and the 95 per cent confidence 

intervals.  

Both Figure 1 and 2 underline results we found earlier in that an increase in the number of internet users 

decreases the negative effect of linguistic and religious distance on total exports and the extensive 

margin. With regards to total exports, as the number of internet users increases, the negative effect of 

religious distance on trade diminishes, and the same goes for the effect of linguistic distance on the 

extensive margin. As for the intensive margin, the marginal effect of religious distance is always 

insignificant, while the marginal effect of linguistic distance increases as the number of internet users 

does5. 

These results mean that an increase in the number of internet users works to affect fixed costs caused 

by communication barriers in such a way that an increase in the number of internet users strongly 

reduces these barriers to allow for more diversified exports. Meanwhile, the new exporters export 

relatively low volumes such that the overall average of export volume per good traded decreases. While 

the internet alleviates communication barriers for the extensive margin, it increases the effects of 

linguistic barriers on the intensive margin. One possible explanation is that more internet access makes 

it easier to export to linguistically proximate countries, which are often neighbouring countries as well. 

This explanation finds support in Table 3, row (a), where increased internet use in lower-income 

countries increases the intensive margin of their exports to other lower-income countries. 

 

 

 

 

 

 

 

 

 

                                                      

5 The results in Table 4 and Figures 1, 2 and 3 are robust to our earlier robustness check in which we remove the top 2 per cent of country 

pairs in terms of trade. Results are not reported in the interest of brevity, they are available upon request. 
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Figure 1 

Marginal effect of linguistic and religious distance on total exports (95% confidence interval) 

 

Figure 2 

Marginal effect of linguistic and religious distance on the extensive margin (95% confidence interval) 

 

Figure 3 

Marginal effect of linguistic and religious distance on the intensive margin (95% confidence interval) 
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4. Conclusion 

We use panel data for 157 countries exporting to 171 destination from 1998 to 2014 to investigate the 

effect of internet use on the margins of trade, and to assess whether internet use bridges the cultural gap 

in trade. Using OLS and PPML with country and time fixed effects, we find that an increase in internet 

users stimulates export diversification, and decreases the average sales per good exported. Splitting our 

sample into development levels, we find that an increase in the number of internet users is especially 

beneficial to lower-income countries' exports to higher-income countries. More specifically, we find 

that increased internet use allows exporters from lower-income countries to make the switch from 

exporting in other lower-income countries to higher-income countries due to increased access to 

information. These results support Lawless' (2010) model of how communication costs affect the fixed 

costs of trade, and they specify the results in Clarke and Wallsten (2006) to identify the way in which 

trade displacement between lower and higher-income countries takes place along the extensive margin 

of trade. Moreover, we show that an increase in the number of internet users decreases the effect of 

linguistic and religious distance on total exports and on the extensive margin. While Freund and 

Weinhold (2004) find that the internet does not reduce geographical distance, our results differ in that 

we assess the internet as a communication tool to find that it alleviates fixed costs of trade that arise 

from barriers of communication.  

Our results suggest that an investment in internet infrastructure has larger marginal benefits for lower-

income countries than for higher-income countries and thus indicates a course of action that lower-

income countries' policymakers may undertake to increase the competitiveness of their exporters. We 

also highlight how the internet bridges the cultural divide in trade and demonstrate that an increase in 

the number of internet users especially benefits exports from lower-income countries to higher-income 

countries. Moreover, increased internet use stimulates exports between culturally distant countries by 

lowering the fixed costs of entry that stem from communication barriers for exporters who may 

otherwise not have established export channels. 
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6. Appendix 

Table A1 

Main results excluding outliers 
  OLS    PPML  

 (1) (2) (3)  (4) (5) (6) 

 (Log of) (Log of) (Log of)     

 Total Exports Extensive Margin Intensive Margin  Total Exports Extensive Margin Intensive Margin 

        
Internet use (log) -0.019 0.028*** -0.043***  0.103*** 0.056*** -0.103*** 

 (0.016) (0.008) (0.012)  (0.029) (0.010) (0.018) 

Linguistic Distance -1.446*** -1.072*** -0.368***  -0.670*** -0.686*** -0.147* 
 (0.087) (0.050) (0.061)  (0.103) (0.050) (0.076) 

Religious Distance -0.327*** -0.239*** -0.088**  0.031 -0.073** 0.049 

 (0.057) (0.031) (0.041)  (0.060) (0.034) (0.051) 
Geographic Distance (Log) -1.622*** -0.975*** -0.620***  -0.949*** -0.634*** -0.399*** 

 (0.022) (0.013) (0.015)  (0.028) (0.013) (0.018) 
GDP (log) 0.608*** 0.188*** 0.423***  0.518*** 0.093*** 0.431*** 

 (0.019) (0.009) (0.016)  (0.027) (0.009) (0.019) 

Contiguity 0.789*** 0.421*** 0.382***  0.315*** -0.115*** 0.237*** 
 (0.094) (0.061) (0.052)  (0.058) (0.044) (0.048) 

Colony 0.926*** 0.558*** 0.393***  0.520*** 0.349*** 0.257*** 

 (0.084) (0.058) (0.050)  (0.060) (0.040) (0.046) 
Common Coloniser 0.779*** 0.548*** 0.248***  0.447*** 0.369*** 0.138** 

 (0.054) (0.029) (0.038)  (0.079) (0.035) (0.056) 

Trade Agreement 0.523*** 0.146*** 0.397***  0.329*** 0.088*** 0.297*** 
 (0.041) (0.023) (0.027)  (0.046) (0.021) (0.030) 

Common Legal Origin 0.292*** 0.175*** 0.115***  0.279*** 0.172*** 0.090*** 

 (0.027) (0.015) (0.019)  (0.031) (0.015) (0.024) 
        

Observations 225,959 225,276 225,276  266,674 266,674 266,674 

R-squared 0.750 0.795 0.533  0.739 0.754 0.514 

Notes: 
Robust standard errors (clustered on country pair) in parentheses. 

Intercepts and fixed effects for origin, destination, and year omitted for brevity. 

*** p<0.01, ** p<0.05, * p<0.1. 

 

 


