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Cultural proximity: a source of 
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Abstract

While the significant influence of cultural proximity on bilateral trade flows has been 
extensively documented in the literature, its possible role in times of crisis has not yet 
been raised. Relying on a panel estimation of a gravity model incorporating cultural 
proximity parameters, we evidence the existence of a significant surge in the impact of 
the different components of cultural proximity during economic recession. The trade 
resilience among countries sharing a cultural bond is not a pure composition effect as it 
also appears within product categories. To understand this unexpected effect, we discuss 
different mechanisms that emphasize the potential mitigating influence of cultural 
proximity on some determinants of the trade collapse, namely the uncertainty shock, 
the increased moral hazard and the emergence of ethnocentric preferences.  

Keywords: Bilateral trade, cultural proximity, financial crisis, trade resilience.

JEL Classification: F10, F14, Z10

Acknowledgements

The authors are very grateful to Marcelo Olarreaga, Robert Staiger and Farid Toubal for their helpful comments. This paper benefited 
from the financial support of the FERDI (Fondation pour les Etudes et Recherches sur le Développement International) and of the 
program “Investissement d’Avenir” (reference ANR-10-LABX-14-01) of the French government.

Maria Masood thanks the Fondation de Famille Sandoz for funding under the “Sandoz Family Foundation - Monique de Meuron” 
Programme for Academic Promotion.

 Maria Masood, University of Geneva  | E-mail: Maria.Masood@unige.ch

Development Polic
i e

s

Working Paper

201
September  

2017



“Sur quoi la fondera-t-il l’économie du monde qu’il veut 
gouverner? Sera-ce sur le caprice de chaque particulier? Quelle 
confusion! Sera-ce sur la justice? Il l’ignore.” 

Pascal
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Figure 3: evolution of the share of differentiated goods in total trade during crisis time, 
1995-2015 
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