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Overview
This paper uses panel econometric methods to estimate the determinants of Iceland’s bilateral exports at the industry level. 
Major comments

I am very critical about this paper. Let me summarize the reasons for that in the sequel. 

Originality of the research question and the findings I am not sure how large the in​terest of a broader readership in Icelandic exports would be. You should formulate a general question and use some data (maybe Icelandic but, without very good reasons, better not) to answer it. 

In general, empirical trade economists would be hesitant to estimate models as the one in equation (1) now. Overall, I guess that fixed sector-country-pair effects would be appropriate. With just one exporter (Iceland), such an approach boils down to one with fixed sector-by-country effects. I presume that the presented models would be rejected against that one. 

Presentation of the results

It seems odd to spend a whole section on the sector-only and bloc-only fixed effects estimates each, given that they are found to be inconsistent later on. 

Data
Part of your emphasis was on the case of zeros. You said that your transformation could handle smaller portions of zeros easily. Fine, but how could you exclude the majority of possible trading partner first? It can not be good advice to restrict the sample to mainly non-zero trade flows and then apply a method which is suitable for such data. In general, I think that the Heckman model is very problematic, irrespective of the fraction of zeros in the data. Santos Silva and Tenreyro (REStat 2006; “The log of gravity”) presented an approach that should be used due to its robustness to unknown forms of heteroskedasticity. 

Minor comments

There are minor errors in the indexation of equation (1). 

