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Theoretical Analysis

Introduction

Most of the theories of international trade show that a larger economy exports
more in absolute terms than a smaller economy, However, trade theories differ in

Priva Brata Dutta analyzing the fact as to how larger economies export more. Models that assume
Armington’s (1969) kind of national differentiation emphasize on the concept
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5. FDI mA . vs FDLin C y AT %0 of intensive margin. It implies that an economy, when twice the size of another
Rashmi Ahuja economy, exports twice that of the other economy, it does not export a wider
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=~

[

o

Model of Monopolistic Competition
Dambar Uprety and Sajal Lahiri

. Trade, Factor Flows, and Product Variety in a Small Open Economy "7

Anwesha Aditya

Product Differentiation, Quality of Innovation, and Capital Mobility: A 149
General Equilibrium Analysis

Sudeshna Mitra, Tonmoy Chatterjee, and Kausik Gupta

Cross-Border Mergers and International Trade: A Vertical GOLE Model 163
Hamid Beladi, Avik Chakrabarti, and Sugata Marjit

of Krugman (1981) stress on the extensive margin, that is, economies twice the
size of another country produce and export twice the range of goods of the other

y. Vertical diffe iation models, such as those proposed by Flam and
Helpman (1987) and Grossman and Helpman (1991), feature a quality margin,
namely that richer countries produce and export higher-quality goods. The large
extensive margins are inconsistent with Armington’s (1969) type of models, which
have no extensive margin and imply that larger economies face lower export prices.
In contrast, Krugman'’s (1981) style of models with firm-level pfm.!ucl di rfgmmiatifm
predict that larger economies will produce and export more varicties, consistent with

the observed large extensive margins ( a strictly g p

i ization: i . inan International Conference
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responsible for any remaining error in the chapter.
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