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Abstract

We show how country size differences and Ricardian technology differ-
ences can interact for firms’ location within a two-country, two-good
(homogeneous good and differentiated high-tech products), two-factor
(labor and “footloose” capital) model.

We show that, first, when technology differences exist between
countries, freer trade makes technological advantage more important
factor in terms of firms’ location. Second, a large size differential
between countries leads to full agglomeration in the large country for

higher levels of trade cost.
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