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Market Size, Trade Costs and Productivity
Paradox in Exporters

AN Hu-sen , PI Ya-bin, BO Wen-guang

(Institute of Economics,s Nankai University, Tianjin 300071, China)

Abstract: Based on Melitz’s classical model raised in 2003, this paper
analyzes the effects of entry costs and market size on the entry decision-mak-
ing of heterogeneous firms. It shows that in two completely symmetric coun-
tries, firms with high productivity simultaneously enter into domestic and
foreign markets and the ones with low productivity only enter into domestic
market; in a host country with small market size and high entry costs, only
the firms with high productivity enter into domestic market and the firms
with low productivity are forced to abandon domestic market and export
their products; the productivity of exporters is lower than firms with domes-
tic sales. After taking account of the asymmetry of market size and entry
costs, it provides an explanation of productivity paradox.

Key words: market entry cost; market size; productivity paradox
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