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-PXFSFE #FBDIIFBE $PTU JO B 4JNQMJpFE

XJUIl )FUFSPHFOFPVT '"JYFE $PTUT
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*OUSPEVDUJPO

*O UIF MJUFSBUVSF PG NPOPQPMJTUJD DPNQFUJUJPO USBEF
PSNT UIFSF BSF TPNF GFBUVSFT XIJDI BSF EJ$ZFSFOU GSPN L
DPNQFUJUJPO USBEF NPEFM

*O UIF USBEJUJPOBM NPOPQPMJTUJD DPNQFUJUJPO USBE
HPPET BSF DPOTVNFE TP UIFSF BSF OPO USBEFE HPPET 00
IFUFSPHFOFPVT pSNT  MJUFSBUVSF pYFE USBOTQPSU DPTU P
JODPSQPSBUFE JOUP NPEFMHOMZ TPNF pSNT FYQPSU UIFJS HI
QFPQMF DBOOPU DPOTVNF OPO USBEFE HPPET QSPEVDFE BCS

4FDPOEMZ JO IFUFSPHFOFPVT pSNT MJUFSBUVSF MPXF:

USBOTQPSU DPTU VSHFT pSNT UP FYQPSU UIFJS HPPET BOE .

*BN HSBUFGVM UP %BP ;IJ ;FOH S5PIPLVY 60JWFSTJUZ GPS JOTJHIUGVM L
BOE BMTP UIBOL UP ,FOUBSP /BLBKJNB 5PIPLV 60JWFSTJUZ GPS VTFGVM
8FTUFSO &DPOPNJD "TTPDJBUJPO *OUFSOBUJPOBM Ul #JFOOJBM 1BDJpD

BOE UP .FSFEJUI .BSUJO 60JWFSTJUZ PG 4PVUI '"MPSJEB GPS B MPU |
SFNBJOJOH FSSPST BSF NJOF 1MFBTF BEESFTT DPSSFTQPOEFODF UP )

&DPOPNJDT ,VTIJSP 1VCMJD 60JWFSTJUZ PG &DPOPNJDT "TIJOP ,VT

1SFG +BQBO RJINBUBILVTIIJSP QV BD KQ

'PS USBEJUJPOBM NPEFMT 4FF ,SVHNBO YEMQNBO BOE ,SVHNBO
BOE GPS IFUFSPHFOFPVT pSNT' MJUFSBUVSF .FMJU] #BMEXJO

'PSTMJE %FNJEPWB 3FEEJOH BOE .FMJU[ BOE 5SFqFS

.FEJO JODPSQPSBUFE CFBDIIFBE DPTU JOUP B USBEJUJPOBM NPOPQ

NPEFM BOE TIPXFE UIBU XIFO CFBDIIFBE DPTU JT IJHI NBOZ pSNT EP OPL
NPEFM OP IFUFSPHFOFJUZ JT DPOTJEFSFE 4P JU DBOOPU UFMM XIJDI pS
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PG JOUFOTJUZ PG DPNQFUJUJWFOFTT JOF$DJFOU pSNT BSF T
EPNFTUJD QSPEVDUJPO "OE UIJT TFMFDUJPO JT TBJE UP DB\
BEEJUJPO UP HBJOT GSPN USBEF CBTFE PO IMPWF PG WBSJFL
PG USBEF HBJOT JO USBEJUJPOBM NPEFMT

*O UIJT IFUFSPHFOFPVT pSNT® MJUFSBUVSF UIJT QBQFS
'JSTU JT UP DPOTUSVDU B 4JNQMJpFE .FMJU[ NPEFM XIFSF p)
DPTUT MJLF JO .FMJU[ BSF BTTVNFE UP CF IFUFSPHFOFPVT B
BTTVNFE UP CF QSPQPSUJPOBMRDFP PEFETDPPTBEFNPOTUSBUF IP
TQFDJBMJTBUJPO QBUUFSO DIBOHFT TFRVFOUJBMMZ BT CFBD
CFBDIIFBE DPTU DBO CF DPOTJEFSFE BT B QSPYZ PG JDFCFSF
UulJT XJMM TIPX B DPOOFDUJPO CFUXFFO USBEJUJPOBM NPEF
PSNT" MJUFSBUVSF

" NPUJWF GPS DSFBUJOH B NPEFM XJUI IFUFSPHFOFPVT p
CFBDIIFBE DPTU QSPQPSUJPOBM UP JU JT UP TINQMJGZ UIF B
UZQF USBEF DPTU -PXFSJOH JDFCFSH UZQF USBOTQPSU DPTL
HPPET BCSPBE XIJDI JODSFBTFT FYQPSU BOE UIF QSPpU GSP
JOEJSFDU 0O UIF PUIFS IBOE MPXFSJOH CFBDIIFBE DPTU EJS
QSPpU GSPN FYIFRSCFBDIIFBE DPTU JT SFHBSEFE BT B QSPYZ

USBOTQPSU DPTU BOE MPXFSJOH CFBDIIFBE DPTU NBLFT BO

, JLVDIJ XSPUF POF PG NPEFMT XI1JDI JODMVEF EJ$ZFSFOU pYFE DPTU
NPEFM JT EJ$ZFSFOU JO UIF XBZ PG JOUSPEVDJOH IFUFSPHFOFJUZ GSPN |
%J$ZFSFOU HPPET IBWF UP IBW& BEMABSANPEBRERKYIJMF JO IFUFSPHFOFPVT |

MJUFSBUVSF FWFO EJ$ZFSFOU HPPET TVDI BT BO PSBOHF BOE BaMJHIU CVI
HSPVQ JG UIFJS NBSHJOBM DPTUT UBLF UIF TBNF WBMVF

"T GBS BT *'BOMRKFZ (SFFOBXBZ BOE :V JT UIF pSTU QBQFS XIJDI DPC
TQFDIJBMJTBUJPO QBUUFSOT JO .FMJU[ NPEFM

'PS USFBUNFOU PG QSPpU JO NPOPQPMJTUJD DPNQFUJUJPO USBEF NPEF|
SPVMFNPOEF



UZQF USBOTQPSU DPTU TP JU JT IFMQGVM FWFO JO DPOTJE
JDFCFSH USBOTQPSU DPTU

51JT QBQFS JT PSHBOJTFE BT GPMMPXT *O TFD BTTVN
FYQMBJOFE *O UIF OFYU TFD QBUUFSOT PG TQFDJBMJTBU.

UP UIF DPNQBSJTPO PG, BRE WBIYBPE®, BOE B WBMVF PG BO J(

PG CFBDIIFBEKDRIPRBE FBDlI QBUUFSOT JT bDBMDVMBUFE *O TFD

SFNBSLT * DPNQBSF UIF DBTF PG UIJT QBQFS UIBU JO TNBMM
XIFO CFBDIIFBE DPTU JT WBMVFE JO UIF NJEEMF SBOHF XJUI

JO B USBEJUJPOBM USBEF NPEFM XIJDI BSF PCUBJOFE JO .J[’

.PEFM

5SXP UZQFT PG HPPET NBOVGBDUVSFE HPPET BOE POMZ B TJO

BSF USBEFE CFUXFFO MBSHFS IPNF BOE TNBMMFS GPSFJHO D
LMBSHFS UIBO UIBULRG GPSFUHOBHSJDVMUVSBM QSPEVDU BC

DPTUT BSF OPU CVSEFOFE XIJMF GPS NBOVGBDUVSFE HPPET
QSPEVDFST IBWF UP QBZ pYFE FYQPSU DPTU PS CFBDIIFBE DF

UIFJS HPPET
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QSPEVDUYWBGEs SFTQFDUJWFMZ
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BEWBODF PG UIFJS FOUSZ JOUP NBSLFU PS TUBSU PG PQFSB

G S PONU B! 'JSNT UIBU IBE ESBXO B MBSHF WBMVF P@ B$F JOEF

pOEJOH JUT PQFSBUJPO TUBSU VOQSPpUBCMF TP UIBU BDUVI

oulR, GPS IPNF DPVOUO YA, B®S GPSFJHO POF FOHBHF JO QSPE

HPPET 5IF OVNCFS PG pSNT XI1JDI BDUVBMMZ PQFSBUF JO FBI

nBO&k GPS IPNF BOE GPSFJHO DPVOUSZ SFTQFDUJWFMZ 6QP(
GBDFT CFBDIIFBE DPTU BTTVNFE QSPQPSUJPOBM Ukt BWPTISpYFE
PSNT XJUI JUT pdFEPRTBU GVSUIFS TNBMMFS QBSUT PG UIF ¢

FOHBHF JO QSPEVDUJPO OPUJDF UIBU FYQPSU JT QSPpUBCMF

EFOTJU«ZBROE UIF DVNVMBUJWF EJB 85 XC\JGUd)PBO B(d)

OOF VOJU PG BHSJDVMUVSBM QSPEVDU JT EFpOFE BT B O
QSJDFE BU 'PS FBDI pSN QSPEVDJOH HPPET JUT NBSHJOBM
GSPN QSPEVDUJPO DPNQSJTFT GSPN pYFE BOE WBSJBCMF DP

NPOPQPMJTUJD DPNQFUJUJPO XJUI BMM pi&=N/Tp QSIDJOH UIFJS

*O UIF TVCTFRVFOU TFDUJPOT XI1JDI GPMMPX * XJMM FYC
TQFDIJBMJTBUJPO QBUUFSOT JO UIF TFOTF PG XIFUIFS BMM p
BOE CFBDIIFBE DPTU "OE UIF MBUUFS DPVME CF DPOTJEFSFE

JOUFSOBUJPOBM BHSFFNFOUT PS JNQSPWFNFOUT PG USBOTQ

4QFDIJBMJIJTBUJPO



00 DPOTJEFSJOH XIFUIFSQPUFYRESQPSU FBDI pSNT IBT UP U
CFBDIIFBE DPTUT TVDI BT CVIJMEJOH B EJTUSJCVUJPO DFOUS
DPOTJEFSBUJPO *U JT B IVSEMF GPS pSNT OFFEJOH UP PQFS
X1JDI PWESDPNF UIF IVSEMF BSF UIF POMZ POFT BCMF UP FOF

JOUSPEVDFE CFBDIIFBE DPTUT UP EFNPOTUSBUF UIF QIF
TPNF pSNT FOHBHF JO USBEF BOE TJODF UIFO POMZ UIJT DB
IFUFSPHFOFPVT pSNT> MJUFSBUVSF #VU BT TIPXO JO UIJT QI
DPTU JT MPX USBEJUJPOBM BTTVNQUJPO UIBU BMM pSNT FOHR
BQQFBST BHBJO

'VSUIFSNPSF JG UIF IPNF DPVOUSZ JT MBSHFS UIF GPSFJ
DPVOUSZ JT NPSF BUUSBDUJWF UP pSNT GSPN UIF QPJOU PG
XIESF BMM pSNT TUBSU UP FYQPSU BT CFBDIIFBE DPTU EFDSF
DPVOUSZ #VU UIF TUPSZ JT OPU TP TINQMF pSNT HP PVU PC
GSPN UIF GPSFJHO DPVOUSZ *O UIF GPMMPXJOH TFDUJPOT *

PSEFS

B 5IF DBT4H PG BOB<d,

*O UlJT TVCTFDUJPO * XJMM FYQMBJO UIF DBTF UIBU JO CPU

FOHBHF JO QSPEVDUaR& BROEQPHU /FU QSPpU GSPN FYQPSU P

IPNF pSN JT XSJUUWEO (B, )/G@a,)+M)! ka XIF$B(a,)/G@,) JT UIF

OVNCFS PG IPNF pSNT FYQPSUJOH UIFJS HPPET UP B GHSFJHC

[IJHI TPNF pSNT XJUI IJHIFS pYFE DPTU DBOOPU PCUBJO BOZ

UlBU UIFZ TQFDJBMJTF POMZ JO TFMMJOH JO JUT EPNFTUJD N



GPSFJHO pSNT KBTXUHO UIF DBTF TIJNJMBS UP UIBU USFBUFE

FNFSHFT
'FSP QSPpU DPOEJUJPOT PG IPNF BOE GPSFJHO pSNT JO

BSF XSJUUFO BT
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*O UIJT TFDUJPO * BN POWMMBESHENMIJOHB & JU I
'JSNT ESBX BO JOEFY PRPAQPYH-MPPUBSZ 4P UIBU JG BOZ p

JOUP UIF NBSLFU GSFF FOUSZ DPOEJUJPOT IBWF UP CF TBUJ

DPVOUSJFT
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IPMET "OE &RT B BOE C BOE XSKFUFOXUBIBDE

EFDSFBTJOH BOE JODSFBTIJOK JOBPTSFBDOBIWFMZ BT
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dk kG(ka, )+ G(ay) dk dk G(kay)+G(ay)

SIJT IJNQMJIFT UIF OFYU QSPQPTJUJPO GPS TPSUJOH PVU XI1JD

IFUFSPHFOFPVT pSNT MJUFSBUVSF

1SPQPTJUJPO
"O JODSFBTF PG CFBDIIFBE DPTU TPSUT JOF$DJFOU pSNT XJI
PG FYQPSU BOE MFTT DPNQFUJUJPO GSPN JU BMMPXT MFTT F

QSPEVDUJPO

00O UIF PUIFS IBOE GSPN &R GPS IPNF BOE GPSFJHO C

CF QPTJUJWF
k,G(&) _ L kayGlay) _L
4,G(d,) L ap,Gla,) L

IBWF UP IPME 5I1JT JT FYQSFTTFE BT JO UIF OFYU QSPQPTJUJ

1SPQPTJUJPO



51F SBUJP PG UPUBM FYQPSU UP EPNFTUJD TBMFT GPS CPUI C
UIF SBUJP PG UIF TDBMF PG UIF EFTUJOBUJPO DPVOUSZ GPS

NBSLFU

1SPQPTJUJPO NFBOT UIBU TNBMM FYQPSU IBT UP NBLF 7

pPSNT JO B EFTUJOBUJPO DPVOUSZ GPS FYQPSU UP PQFSBUF

'SPN &RT L/LBDEJO 4VCTVCTFD BJ UIF OFYU SF

UP IPME

k>1,G(ka,)!G(a,)>L/L

'"VSUIFSNB&*)/Gay) JODSFBTFK BXJU I
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'VSUIFSNPSF BT UIF SBUJP PG UIF OVNCFS PG pSNT JO IF

JO GPSFJHO DPVOUSZ/3¥(KSGGYF&aB)f(L! LG(a,)/Glay))

din/f) G(a,)/G(a,) _ 12" [ 0
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IPMET iR'S 6TJOH &R UIJT FRVBUJPO JNQMJFT UIF GPMMP

1SPQPTJUJPO

#FBDIIFBE XEEFDSFBTFT UIF SBUJP PG UIF OVNCFS PG pSNT J

DPVOUSZ UP TN B MM¥ $O®RBFBIHO

51JT SFMBUJPO PG CFBDIIFBE DPTU BOE UIF SBUJP PG UIF
DPSSFTQPOET UP UIF IPNF NBSLFU F$ZFDU JO )FMQNBO BOE ,¢
*O UIFJS NPEFM B EFDSFBTF PG JDFCFSH USBOTQPSU
SBUJP CFUXFFO UIF OVNCFS PG pSNT JO MBSHF DPVOUSZ UP |

51SPVHI UIJT bIPNF NBSLFU F$ZFDU ~ UIF OVNCFS PG pSNT JO °

EFDSFBTFT UPKESPSBFBTKT UP

B yu>0andA=0

8IFOh=0 OFYU FRVBUJPOT GPMMPX GSPN &RT

51F PSJHJOBM IPNF NBSLFU F$ZFDU JT UIF SFMBUJPO CFUXFFO UIF SBUJP
BOE UIF SBUJP PG UIF OVNCFST PG pSNT JO MBSHF BOE TNBMM DPVOUSJF
UZQF USBOTQPSU DPTU JODSFBTFT UIF SBUJP PG UIF OVNCFS PG pSNT JO
TNBMM DPVOUSZ
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"OE Ma,@Ka, QBTTFT UISPVHI UIF QPJOU PG JOUFSTFD&JPO PG
UIFSF JT B SFMBUJPO JO UIF OFaUTEN N &ZJ@FHE ® EFOI B U

TBUJTGZJOH &R

-FNNB

a, TBUIJTG/HAWHT TNBMMFS MBSHFS UIBO UIBU TBHJIJIIGZJOH &

TNBMMFS MBSHFS UIBO

51JT JT TIPXO UP IPME JO UIF GPMMPXd0OHOXPZ 1MVHHJIOL

G(ay)a, /G(ay)a, kG(ka,)/G(a,) JT PCUBJOFE "OE JG JUKU/E TANBMMFS UI|
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X1JDI TBUJTpFT &R J T a)=ks, HEAS BJO B CHi,) WBFODE
G(ka)/G(a)<L/L IPMET 4VQQPZFJUIBWBU BU UIF JOUFSTFDUJPO QF

UIFO UIJT IPMEJK'XIFO

'SPN UIF BCPWF SFTVMUT '"JHVSF JT ESBXO XIFSF GPSF

QSPpU BUUBJOT UIF MFWFM PG UIFJS FOUSZ DR TRBIOERY UIF QPJ

BSF EFUFSNJOFE BU UIF QPJOU & XIFSF GPSFJHO FYQFDUFE
DPTU TP UIBU pSNT HP PVU PG CVTJOFTT JO B GPSFJHO DPVC

'VSUIFSNPSF GSPN -FNNB OFYU -FNNB IPMET

-FNNB

' WBMVGEG(aRB)EG(a,) Bl BOR TBUJTGZJOH &RT BOE JT TNBMMN

UIBO UlBY Bk TBUJTGZIJOH &RT B B®EJT TNBIFRAFS MBSHFES

UiBIO

B JNIFO0andh>0
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AVCTUJUNAITHIP &R [ESP QSPpU DPOEJUJPOT BSF XSJUU
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"U UIF JOUFSTFDUJPO QPJOU PG &RT &RT IPMET #VU

&R &RT BSF NPEJpFE JOUP

kéix ap/k dp dy
| “G(ayda+k| * Gayda=f. B jo G(a)da+kj0 G(a)da= f, C
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LGy d, _
LGy d,
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JOFRVBMJUZ IPMET
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SFMFWBEQE, JT JO UIF PVUTJEF PG 1PJOU ) XIJDI JT UIF JOUI

&R B BOE &R 5I1JT NFBOT UIBU FYQFDUFE QSPpU PG IP



UulBO FOUSZ DPTU TP UIBU UIJT DBTF JT OPU DPOTJTUFOU XJ

TVCTVCTFDEHAPGIVT UIF DBTF JO UIJT TVCTVCTFDUJPO JT OP!

C 5IF DBTd P& BO B, <y

*O IFUFSPHFOFPVT pSNT® MJUFSBUVSF JO CPUI DPVOUSJFT
BSF OPU FOHBHF JO USBEF UIBU JT POMZ UIF DBTF PG B JT
CFBDIIFBE DPTU JT MPX USBEJUJPOBM BTTVNQUJPO UIBU BM|
TFFO JO ,SVHNBO IPME *O UIJT TVCTFDUJPO * EFBM XJ

51JT DBTF JTa,XBEBOH&K, <4, 'JSNT XJUI BO JOEFY RG pYFE D
P& BSF UIPTF XJUI [FSP QSPpU GSPN FYQPSU CVU UIFZ EP Ol
UIBU UIFZ DBOOPU FOHBHF JO FYQ@PBOEBRNSBINI MB SN R MIZRND H

JNBHJOBSZ pSNT 5I1JT JT TINQMF CVU TPNFUJNFT NJHIU CF E

HPPET OPU QSPEVDFE DBOOPU CF FYQPSUFE

&BDI IPNF pSNT XIOUBJOT JUT ORU 'OsSRip#i)Pkd GSPN
JUT FYQPSU "BOE+Mm!aGSPN JUT EPNFTUJD TBMFT ;FSP QSPpL

PG IPNF BOE GPSFJHO pSNT BSF SFTQFDUJWFMZ
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SFTQFDUJWFMZ UP CF
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Eq. (10)

a, = ka,

Eq. (11a): Home

g. (11b): Foreign

0 ax

Figure 1: In foreign country, expected profit
isless than entry cost (whenk <Kk’)

g. (16)

Eq. (14b) Foreign

q. (14a) Home

Figure 2 home country cannot lose firms

X



