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“Exports Under the Flicker of Northern Lights” by Helga Kristjánsdóttir 

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 interest 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. 
Although Iceland is indeed a very specific case and the country is small, that suits the purpose of my research perfectly.  In the introduction, I do point out that the purpose for using Iceland was as a way to test the scientific models to the limit, so as to see if they still hold true. Also, by using an extreme case, one gets the opportunity to peel away layers of complications and allows me to focus on more specific factors.

In general, empirical trade economists would be hesitant to estimate models as the one in equation (1) now. 

I agree with the reviewer that this model is not sufficient for the purpose of this paper, which is why I modify it so much and extend it in later sections.  

Equation (1) is a baseline specification of the gravity model, and used as to introduce the concept of it and the relationship between basic model factors.  I do not estimate the exact version of Equation (1).  
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. 
I include fixed “sector-trade-bloc” effects, since my main research interest is the interaction of trade-blocs.  I didn’t do “sector-country-pair effects” since it serves a completely different purpose. To do justice to this topic I would have to write a whole new paper, so I decided not to get into it.
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. 
The whole point of doing this type of research is to see what happens, when trying different equation combination and see what happens.  I this case I did not always get the results I expected, but that does not make the research fruitless.
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. 

I agree with the referee that the Heckman model is not appropriate for this case, which is why I specifically say I don’t use the Heckman model in the introduction to the paper.  
While I agree that Silva and Tenreyro (2006) provide an interesting way of dealing with the problem, I have confidence that my choice of equations applies well in the case I am studying.  The inverse hyperbolic sine (ihs) function data transformation provides an opportunity to account for zeros and negatives.  
Minor comments

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

Thank you very much, these have now been corrected.
