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Abstract

The paper introduces entrepreneurs into the theories of intra-industry trade and investigates the

role of a country's ``entrepreneurship'' in international trade. It is shown that the relative

entrepreneurship between countries determines the terms of trade but the welfare effects are not

obvious. Among other things, it is found that 1) an increase in exports improves terms of trade

and 2) an increase in country size is not always beneficial.
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Non-Technical Summary

A common assumption in all trade theories is that goods are traded internationally on ``well-organized'' markets. It

is also well-known, however, that few manufactured products are traded on organized exchanges compared to

primary products. The reason is simply that the prices of manufactured products do not reveal much information

because of the great heterogeneity in their complex characteristics and quality. Therefore, it is emphasized by

Rauch (1996, 1999) that the importance of ethnic ties and entrepreneurship in international commodity trade,

especially trade in differentiated goods. This view is also consistent with the empirical finding on the pro-trade

effects of immigration (e.g. Head and Ries, 1998a). This current paper is an attempt to introduce ``entrepreneurs''

into the theories of intra-industry trade and gain some insights about the role of a country's ``entrepreneurship'' in

international trade.

The main feature of our model, which follows a standard model of intra-industry trade with differentiated products

(Krugman, 1980), is to assume that firms must hire a certain amount of entrepreneurs, who are relatively scarce in

the labor force, to sell their products in a foreign market (e.g. for re-tooling and marking products in a foreign

country). The scarcity of entrepreneurs generates a dichotomy among firms in trade: exporters and non-exporters.

The purpose of this paper, however, is not to endogenize ``entrepreneurship'' in a country's labor force. Rather, we

focus on how the relative entrepreneurhship between countries may affect their terms of trade and economic

welfare.

Our main findings are as follows. First, the {\it relative} entrepreneurship affects the terms of trade between the two

countries. A country with relatively high entrepreneurship, {\it ceteris paribus}, is able to export more {\it varieties} of

its products and thus has a better terms-of-trade. Also, it is interesting that an increase in the volume of total

exports in our model is positively (rather then negatively) associated with an improvement of terms-of-trade.

Second, the welfare effects are not obvious, however.  In particular, an increase in a country's entrepreneurship has

two effects. On the one hand, it improves its terms of trade. On the other hand, it reduces the level of varieties

produced at home. There are two reasons for the latter: 1) trade re-allocates resources from non-traded goods to

traded goods and 2) less labor is available for production when entrepreneurs are employed in exporting activities.

Therefore, the net welfare effect of higher entrepreneurship depends on the magnitudes of these two opposing

forces. Among other things, we also find that an increase in country size (i.e., population) has the effects of ``market

size'', ``congestion'', and ``entrepreneurs''. The first two effects are contained in the standard model of monopolistic

competition (though it has never been identified in this way before), but the effect of market size always dominates

the effect of congestion leading to the result that an increase in country size is always beneficial. In our model, the

effect of market size does not always dominate the effect of congestion because the latter becomes larger when

there are rents for exporting activities. Therefore, an increase in its population might not always be beneficial to the

country.
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U�L�Ui Lu �?�|t� �? |�i �L4i UL�?|h)� ì �@�i %�_ ' uS�_c %�_ ' uS�_ @?_ %W,s ' uS,s �

� hiThiti?|@|��i UL?t�4ih%�L�ti�L*_ �? |�i �L4i UL�?|h) 4@ �4�3it EH� t�M�iU| |L

@ M�_}i| UL?t|h@�?|� �tt�4i |�i ?�4Mih Lu }LL_t �t �ih) *@h}ic tL |�@| |�i igiU| Lu

8Wklv lv htxlydohqw wr dvvxplqj d 433( lqfrph wd{ zklfk lv uhglvwulexwhg htxdoo| dprqj doo djhqwv1

D



|�i Th�U�?} _iU�t�L? Lu @?) L?i �h4 L? |�i 4@h}�?@* �|�*�|) Lu �?UL4i U@? Mi �}?Lhi_�

A�ihiuLhic |�i _i4@?_ U�h�i u@U�?} OL4i ?L?�i TLh|ih �c |�i OL4i _i4@?_ U�h�i u@U�?}

OL4i i TLh|ih �c @?_ |�i OL4i _i4@?_ U�h�i u@U�?} 6Lhi�}? i TLh|ih ,c �@�i |�i t@4i

i*@t|�U�|)G �*E�� w��

A�i ThL�|�4@ �4�3�?} Th�Uit uLh |�iti |�hii !�?_t Lu �h4t @hiG

R�_ ' �q*w( R�_ ' �q*w( RW,s ' �Wq*w� Eb�

�L|�Ui |�@| R�_ ' R�_c |�@| �tc @** OL4i �h4tc ML|� ?L?�i TLh|iht @?_ i TLh|ihtc ti| |�i

t@4i Th�Ui �? |�i�h _L4it|�U 4@h!i|�

5�4�*@h*)c @ hiThiti?|@|��i UL?t�4ih%�L�ti�L*_ �? |�i uLhi�}? UL�?|h) �@t �|�*�|)

LW '
[

&

SW
w

&_ n
[

,

SW
w

,_ n
[

�

SW
w

�s E�f�

@?_ |�i @?@*L}L�t ThL�|�4@ �4�3�?} Th�Uit @hi

RW&_ ' �Wq*w( RW,_ ' �Wq*w( R�s ' �q*w� E���

6hL4 Eb� @?_ E���c �i ?L|�Ui |�@| @** }LL_t ThL_�Ui_ M) |�i �L4i UL�?|h) @hi Th�Ui_

@| �q*w @?_ @** }LL_t ThL_�Ui_ M) |�i uLhi�}? UL�?|h) @hi Th�Ui_ @| �Wq*w�S A�ihiuLhi

�i U@? �ti R @?_ RW |L _i?L|i |�iti Th�UitG

R � R�_ ' R�_ ' R�s ' �q*w( RW � RW&_ ' RW,_ ' RW,s ' �Wq*w� E�2�

A�i L�|T�| Lu ?L?�|h@_i_ }LL_ � �? |�i �L4i UL�?|h) U@? Mi _i|ih4�?i_ M) tL*��?} E2�

@?_ E�2�c @?_ �t }��i? M)

%�_ '
kw

qE�� w�
� E���

A�i? |�i UL?t�4T|�L? Lu ?L?�|h@_i_ }LL_ � M) @ hiThiti?|@|��i UL?t�4ih%�L�ti�L*_ �? |�i

�L4i UL�?|h) �t

S�_ '
%�_
u

'
kw

qE�� w�u
� E�e�

9Wkh uhdvrq lv wkdw doo wkh ghpdqg hodvwlflwlhv duh wkh vdph1 Wkhvh gl�huhqfhv duh sxusrvhixoo| uxohg
rxw lq rughu wr irfxv rq wkh lvvxh zh fduh derxw lq wklv sdshu1

S



6hL4 E�2� |�i LT|�4@* UL?t�4T|�L? _iU�t�L? hi^��hit |�@| S�_ ' S�_ @?_ S,s ' S�_ER
W*R��*Ew3���

5�?Ui |�i UL?t�4T|�L? Lu i@U� _L4it|�U }LL_ �t |�i t@4ic �i _hLT |�i t�MtUh�T|t � @?_ �

@?_ �ti S_ |L _i?L|i |�i UL?t�4T|�L? Lu i@U� _L4it|�U }LL_G

S_ � S�_ ' S�_ '
kw

qE�� w�u
� E�D�

6�h|�ih4Lhic �i U@? @*tL �ti Ss |L _i?L|i |�i UL?t�4T|�L? Lu i@U� �4TLh| }LL_ �? |�i

�L4i UL�?|h)G

Ss � S,s ' S_E
R

RW
��*E�3w�� E�S�

6hL4 E�D� |�i L�|T�| Lu i@U� }LL_ ThL_�Ui_ EM) i�|�ih @? i TLh|ih Lh ?L?�i TLh|ih �?

|�i �L4i UL�?|h)� uLh �|t _L4it|�U 4@h!i| �t |�i t@4ic @?_ @UULh_�?}*) U@? Mi _i?L|i_ @t

%_c

%_ � %�_ ' %�_ ' S_u '
kw

qE�� w�
� E�.�

A��t �t @? �4TLh|@?| ui@|�hi Lu |��t 4L_i* ��|� |h@_i_ @?_ ?L?�|h@_i_ }LL_t� ,^t�E�2� @?_

E�.� �4T*) |�@|c t�4�*@h |L @ ?L?�i TLh|ihc |�i hi�i?�i Lu @? i TLh|ih uhL4 �|t _L4it|�U t@*it

i @U|*) UL�iht |�i � i_ ULt| Lu ThL_�U|�L?�. A�ihiuLhic |�i ThL�| Lu i@U� OL4i i TLh|ih

U@? Mi �h�||i? @t d_hLTT�?} |�i t�MtUh�T| � �? ED�o

Ze ' R%s � E� n q%s ��c E�H�

��ihi %s �t |�i L�|T�| Lu @? i TLh|ih uLh |�i uLhi�}? 4@h!i| @?_ �t i^�@* |L uWSWs � A�i

ULhhitTL?_�?} uLhi�}? �@h�@M*it ESW_c S
W

s @?_ %W_� U@? Mi _ih��i_ t�4�*@h*)�

�� ,?|hiThi?i�ht��T @?_ |�i Aih4t Lu Ah@_i

�t 4i?|�L?i_ i@h*�ihc �| �t ?L| |�i T�hTLti Lu |��t T@Tih |L i?_L}i?�3i @ UL�?|h)< i?|hiThi?i�ht��T�H

��h T�hTLti �t |L i @4�?i �L� |�i hi*@|��i i |hiThi?i�ht��T Mi|�ii? UL�?|h�it @?_ U�@?}it

�? @ UL�?|h)<t i?|hiThi?i�ht��T @giU| |�i i^��*�Mh��4 Lu �?|h@��?_�t|h) |h@_i �? |ih4t Lu

:Wkh uhdvrq wkdw h{sruw vdohv gr qrw kdyh wr vxevlgl}h grphvwlf vdohv lv wkdw wkhuh vwloo h{lvw qrq0
h{sruwhuv lq wkh grphvwlf pdunhw 0 wkhuh lv ohvv frpshwlwlrq dprqj h{sruwhuv vlqfh wkh vwrfn ri hqwuhsuhqhxuv
lv olplwhg1

;srvvleoh h{whqwlrq dorqj wklv gluhfwlrq lv glvfxvvhg lq Vhfwlrq 91

.



|�i |ih4t�Lu�|h@_i @?_ iUL?L4�U �i*u@hi� �L|�Ui |�@| |�i @4L�?| Lu i?|hiThi?i�ht �? @?

iUL?L4) ��** @giU| |�i �@) |�@| |�i ?�4Mih Lu i TLh|�?} �h4t �t _i|ih4�?i_� `�i? i?�

|hiThi?i�ht @hi tU@hUic |�i ?�4Mih Lu i TLh|�?} �h4t ��** Mi _i|ih4�?i_ M) |�i t|LU! Lu

i?|hiThi?i�ht �? |�i iUL?L4)� 6Lh i @4T*ic |�i ?�4Mih Lu i TLh|�?} �h4t �? |�i �L4i

UL�?|h) ?e ��** Mi i^�@* |L eu*�� 5�4�*@h*)c uLh |�i uLhi�}? UL�?|h) �i �@�i ?We ' eWuW*�

E�i _L ?L| @tt�4i @?) _�gihi?Ui �? |�i � i_ ULt| Lu i TLh| uLh |�i |�L UL�?|h�it �? Lh_ih

|L uLU�t L? |�i _�gihi?Ui �? |�i�h Ri?|hiThi?i�ht��T��� `�i? |�i t|LU! Lu i?|hiThi?i�ht �t

*@h}ic �L�i�ihc |�i ?�4Mih Lu i TLh|�?} �h4t ��** Mi _i|ih4�?i_ M) |�i 3ihL�ThL�| UL?_��

|�L? uLh |�i4� A�iti @hi |�i ?@|�h@* L�|UL4i @?_ @*tL |�i hi@tL? uLh @tt�4�?} |�L |)Tit
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A�i �i*u@hi igiU| Lu @? �?Uhi@ti �? @ UL�?|h)<t i?|hiThi?i�ht��T U@? Mi LM|@�?i_ uhL4 E2D�

@?_ E2S� M) |@!�?} _ih��@|��it ��|� hitTiU| |L e� A�i igiU| Lu @? �?Uhi@ti �? e L? |�i �L4i

UL�?|h)< �i*u@hi �t

_L

_e
'

YL

YSs

_Ss
_e

n
YL

Ye
E2.�

' E
uSw_

kn quS_
�dE

w

� n w
�E
k

�
�E
eWuW

eu
�

�
�nw � �o� E2H�

A�i �ht| |ih4 �? |�i t^�@hi Mh@U!i|t �t |�i �|ih4t�Lu�|h@_i igiU|<� � h�ti �? e ��** �?Uhi@ti

|�i UL?t�4T|�L? Lu i@U� �4TLh|i_ �@h�i|) _�i |L |�i �4ThL�i4i?| Lu |�i |ih4t Lu |h@_i�

A�i tiUL?_ |ih4 �t |�i ��@h�i|) igiU|<� � h�ti �? e @*tL 4i@?t |�@| 4Lhi *@MLh �t i?}@}�?}

�? ?L?�ThL_�U|��i @U|���|�itc ���U� 4i@?t |�@| *itt _L4it|�U �@h�i|) �t ThL_�Ui_�

5i||�?} E2H� i^�@* |L 3ihL }��it �t �e @?_ |�i tiUL?_�Lh_ih UL?_�|�L? uLh @ 4@ �4�4 �t

t@|�t�i_� A�ihiuLhic �i �@�i |�i uL**L��?} ThLTLt�|�L?�

�hLTLt�|�L? � L �t �?Uhi@t�?} �? e ��i? e
eW

	 �E e
eW
� M�| _iUhi@t�?} �? e ��i? e

eW
: �E e

eW
�c

��ihi
�

E
e

eW
� '

uW

u
dE

w

� n w
�E
k

�
�o�nw(

�f



A�i �?|��|�L? �t @t uL**L�t� �? �?Uhi@ti �? |�i i?|hiThi?i�ht��T Lu |�i �L4i UL�?|h) �@t

|�L igiU|t� �? |�i L?i �@?_c �| �4ThL�it �|t |ih4t Lu |h@_i� �? |�i L|�ih �@?_c �| hi_�Uit

|�i �@h�i|) Lu ?L?�|h@_i_ }LL_t �? |�i �L4i UL�?|h) MiU@�ti |�i |L|@* � i_ ULt|t Lu i TLh|

�?Uhi@ti @?_ |�ihiuLhi |�i hitL�hUi �t T�**i_ @�@) uhL4 ?L?�|h@_i_ }LL_t� `�i|�ih |�i

�L4i UL�?|h) U@? Mi?i�| uhL4 @? �?Uhi@ti �? e _iTi?_t L? �L� *@h}i |�i ETLt�|��i� |ih4t�

Lu�|h@_i igiU| �t hi*@|��i |L |�i E?i}@|��i� �@h�i|) igiU|� 5�?Ui |�i t�M��|�*�|) u�?U|�L? �t

UL?U@�ic |�i |ih4t�Lu�|h@_i igiU| _L4�?@|it |�i �@h�i|) igiU| ��i? e*eW �t hi*@|��i*) t4@**�

`�i? e*eW �t hi*@|��i*) *@h}ic |�i �@h�i|) igiU| _L4�?@|it |�i |ih4t�Lu�|h@_i igiU|�

6hL4 �hLTLt�|�L? � ?L|�Ui |�@| A ' dEeu�*EeWuW�oE�3w�*E�nw� �t |�i |ih4t�Lu�|h@_i uLh |�i

�L4i UL�?|h)� A�ihiuLhic �hLTLt�|�L? � U@? @*tL Mi �h�||i? @t uL**L�tG

L �t �?Uhi@t�?} �? e ��i? A 	 �A M�| _iUhi@t�?} �? e ��i? A : �A c ��ihi �A '

dE w
�nw

�Ek
�
�o�3w�

�A �t |�i LT|�4@* *i�i* Lu |�i |ih4t�Lu�|h@_i uLh |�i �L4i UL�?|h) @?_ �| �t �?Uhi@t�?} �? w

@?_ k*�� `�i? w �t *@h}ic UL?t�4iht _L ?L| U@hi @ML�| �@h�i|) @t 4�U� @t |�i) L|�ih��ti

4�}�| E|�L�}� |�i) t|�** Thiuih �@h�i|) |L ^�@?|�|)�c MiU@�ti |�i i*@t|�U�|) Lu t�Mt|�|�|�L?

Mi|�ii? _L4it|�U @?_ uLhi�}? }LL_t �t ��}��b A�ihiuLhic |�i �L4i UL�?|h) �L�*_ Mi?i�|

uhL4 u�h|�ih |h@_�?} _L4it|�U �@h�i|) ��|� uLhi�}? ^�@?|�|)c ���U� �4ThL�it �|t |ih4t�Lu�

|h@_i� �*tLc |h@_i MiUL4it 4Lhi Mi?i�U�@* ��i? k*� �t *@h}i ELh � �t t4@** hi*@|��i |L

k��

6hL4 �hLTLt�|�L? � �| �t �?|ihit|�?} |L ?L|�Ui |�@|c @*|�L�}� i?|hiThi?i�ht U@? @*tL �Lh!

@t �Lh!ihtc �| 4@) ?L| Mi }LL_ uLh @ UL�?|h) |L �@�i @ �ih) *@h}i ?�4Mih Lu |�i4� AL T�t�

|�i hit�*| L?i t|iT u�h|�ihc �i t�Mt|�|�|i Ee*eW� ' EuW*u� �A E�nw�*E�3w� �?|L E�H� @?_ LM|@�?

Ze ' RuWSWs � quWSWs� � ��

'
��

w
: f�

A�ihiuLhic |�i ThL�|t Lu |�i i TLh|�?} �h4t @hi TLt�|��i ��i? |�i |ih4t�Lu�|h@_i Lu |�i

�L4i UL�?|h) �t @| |�i LT|�4@* *i�i*� � h�ti Lu i?|hiThi?i�ht��T ��** Mh�?} 4Lhi �h4t

<Wkh hodvwlflw| ri vxevwlwxwlrq lv htxdo wr 4@+4� �,1 Zkhq � lv htxdo wr rqh/ doo jrrgv ehfrph shuihfw
vxevwlwxwhv1

��



�?|L |�i uLhi�}? 4@h!i| @t *L?} @t |�ihi @hi t|�** ?L?�i TLh|iht �? |�i �L4i UL�?|h) @?_

i TLh|iht 4@!i TLt�|��i ThL�|t� Wu e �t �ih) *@h}ic Se|eo�r R@o�K�rc |�i ThL�|t Lu i TLh|iht

uhL4 |�i �L4i UL�?|h) ��** u@** |L 3ihL @?_ i?|hiThi?i�ht �? |�i i?_ _L ?L| i@h? @?) hi?|

uhL4 i TLh|��f

A�i ?�4Mih Lu i TLh|iht �? |�i �L4i UL�?|h) �t |�i? _i|ih4�?i_ M) |�i 3ihL ThL�|

UL?_�|�L? uLh i TLh|iht� �tt�4�?} |�ihi t|�** i �t| ?L?�|h@_i_ }LL_t E��i�c u �t *@h}i� @?_

ti||�?} E�H� |L 3ihLc �i LM|@�?

7
E
e

eW
� ' E

uW

u
�E
k

�
��nw E2b�

A�ihiuLhic �i ��** �@�i |��t L�|UL4i ��i? |�i hi*@|��i i?|hiThi?i�ht��T �t }hi@|ih |�@?

7E e
eW
�� A�i ULhhitTL?_�?} *i�i* Lu �|�*�|) Lu @ hiThiti?|@|��i �L�ti�L*_ �? |�i �L4i UL�?|h)

U@? Mi LM|@�?i_ M) t�Mt|�|�|�?} 7E e
eW
� �?|L E2D� @?_ �| MiUL4itc

L '
uSw_

kn quS_
� E�f�

5�hTh�t�?}*)c �| �t i^�@* |L |�i *i�i* Lu �|�*�|) �? @�|@h!)�

Nt�?} E�S�c E2f�c @?_ E2b� �| �t t|h@�}�|uLh�@h_ |L t�L� |�@| R : RW @?_ Ss : S_�

A�ihiuLhic }��i? |�@| L ' L@c |�i i^��*�Mh��4 �@h�i|) Lu UL?t�4T|�L? }LL_t E�?U*�_�?}

ML|� _L4it|�U @?_ �4TLh|i_ }LL_t� �? |�i �L4i UL�?|h) 4�t| Mi *itt |�@? |�@| �? @�|@h!)�
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Ah@_i VL*�4it @?_ ì*u@hic `i*|��h|tU�@u|*�U�it �hU��� ��fc ��H��2�

v�c ~� E�bbH�� A�i ,UL?L4�Ut Lu Ah@_i �? V@h�i|)c Bw� #�tU�tt�L? �@Tih �L� bH%2c

N?��iht�|) Lu �L||�?}�@4�

�.


