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First, I consider how heterogeneity in capital goods affects international trade
patterns, and show a novel source of comparative advantage: the magnitude of heterogeneity in capital
goods. An extension of the model, which includes fixed trade cost, describes a sorting situation in which
the most productive production units (which are generally newer vintage) export, the moderately
productive units serve the domestic market, and the least productive units (older) do not operate.

Second, 1 consider the role of international trade to explain cross-country differences in total factor
productivity. By using a multi-country Ricardian trade model, | distinguish trade costs and trade policy
factors from a pure technology factor in TFP. My model shows that conventional TFP measures overestimate
fundamental productivity differences by 30%. I then show that trade costs significantly influence
welfare, and trade policy also has some impacts.
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Total Sym. Dist- Avg

Country Code effect TC ance tariff FTA ACR

1 SaoTome & P. STP 5.48 6.25 0.93 0.95 1.00 2.20

2 Liberia LBR 5.06 5.55 0.95 0.96 1.00 2.17

@ 3 Gambia GMB 434 478 098 0.93 1.00 2.10
57 Luxembourg LUX 251 217 1.7 0.98 1.01 1.79

58 Paraguay PRY 249 283 0.90 0.94 1.04 1.77

1é7 Mexico MEX 1.36 1.40 0.98 0.96 1.04 1.29

1::30 New Zealand NZL 1.34 1.74 0.78 0.97 1.02 1.27

138 Japan JPN 112 1.17 0.97 0.99 1.00 1.10
139 Australia AUS 1.09 1.31 0.84 0.99 1.00 1.07
140 United States USA 1.05 1.07 0.98 1.00 1.00 1.04

Mean 240 251 1.01 0.96 1.00 1.66
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