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In an overlapping generation model, we investigated the patterns of trade
and gains from trade between two countries under the introduction of a public intermediate good
generating externalities of increasing returns to scale effect. A country with a higher saving rate,

like a developed country, is shown to accelerate capital accumulation by trade. A country with
lower saving rate, like a less developed country, may lower the steady-state welfare by trade. These
results are different from those obtained previously under no public intermediate goods. In a
dynamic two-country model with public infrastructure with congestion, we showed that a country
having a trade gain under the nonstrategic government may lose from trade if the government behaves
strategically.
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