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Home-market Effect
a) The home-market effect is a tendency that has large countries being the net exporters of goods with large economies of scale as well as high costs of transports. This means that the production of certain goods is concentrated in certain areas with high demand. Such countries trade with other rich countries. As a result, they have a higher demand for their exports, high gross domestic products, and large production bases. The home-market effect explains the connection between market size and exports which aren't explained by comparative advantage trade models. It also explains why small countries end up producing goods with lower economies of scale using their lower wages to offset other cost and production factors(Donaldson, pg.5-6).
b) The data used covers the global pharmaceutical industry (pg.15-17).
c) Krugman's model of monopolistic competition (pg.18)
d) Say's law implies that production opens a demand for products and that the production of one product opens a vent for other products. One's ability to demand goods and services from others derives from the income produced by one's own acts of production. In sense of home market effect, large countries produce differentiated goods with high costs and its only other countries with similar abilities that can match up to their products hence they have to trade together(Patkin, pg.136).
e) This study finds evidence to support international specialization statistically home market effect is significantly at play. This implies that countries with greater production abilities only focus on particular goods and trade with countries with similar production abilities (pg.30).
f) [bookmark: _GoBack]Weak home market effect and the strong market effect are two tests stated. The weak home market effect suggests that for goods with larger domestic markets, then the countries opt for the international market starving their needs (pg.48). The strong home market effect indicates that countries with weak home market effects are likely to specialize in the goods they produce and end up as net exporters of those goods.
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