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governments. In the case of a country that can deciddetieé of karriers to imports without
retaliation by theother countryunilateral protection is shown t@ttractfirms and to increase the
welfare of residents. Sincall countries face a rationahcentive to unilateraprotection, non-
cooperative behaviour may lead to an inefficient equilibrium with too much protection.
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Recent years have sedme start of anew research project in international econonasing at
recasting “at least some of the theoryimternationaltrade as simply an aspect of theld of
economic geography -- Beld in which tansportation costplay a crucialrole” (KRUGMAN
(1993)). Such a projectelies heavily onthe analytical framework developed by thénew
internationaftrade theory” tanodel increasingeturns toscale (HELPMAN e KRUGMAN (1985))
thus giving solid analyticalstructure tosome old ideas of location theory (KRUGMA{1991a,
1992), FUJITA and KRUGMAN (1994)).

Economic activities show an overall tendetmyardsspatial agglomeration. Such a tendency can
be explained inerms of the interaction betwedamcreasingreturns toscale andransport costs
(CHRISTALLER (1933), LOSCH (1940)). Because intreasingreturns toscale firms have an
incentive toconcentrate production &w sites. Because efansport costs thehoice of location is
crucial. Firms will prefer to locate at sites offering both stronger backward linkages in terms of larger
local markets, andtronger forwardinkages interms of local supplies of inputs (HIRSCHMAN
(1958)). Thesdinkagesgenerate agglomeration economies (CHISHOUM66)). Sucheconomies
are reinforced by factomobility and increasingeturns in transportation (KRUGMAN (1991b),
KRUGMAN (1993)).

Thispaper argues th##(RUGMAN'’s idea of recasting some tife theory ointernationakrade as
simply an aspect of thieeld of economic geography, is far reaching and capabégltbacompletely
new dimension tadhe debate on tradgolicy. BALDWIN, both alone(1994) andtogetherwith
VENABLES (1994),classifiesthe economi@ffects oftrade agreements into threede categories:
static allocation effects, accumulation effects and location effédige trade theoryhas offered a
rich support to thenalysis othe first and, more recentlyhe second categorgnly duringthe last
five years the third category effects has beetie object of deeper study. Tgeneral result is that,
in the presence of tradmsts, aregion that is bigger in terms of local markets &mctor supply,
offers a better location to increasimgturns sectors. Trade costgke world marketsmaller.
However world markets asamaller when supplied frothe smallerlocation,since a bigger share of
world demand can be supplied only incurring a trade cost.

Consider, foexampletwo countries, 1 and 2. The market size of 1, as measurdtimwalue of
local sales, i3/1=80. Country 2 is bigger and its market is v2=100. Trea&s aresymmetric: in
both direction®nly t=90% of thevalue ofgoodsshipped arrives. An interesting way to measure the
overall size of world markets when supplied frome country is the “market potential” (HARRIS
(1954), KRUGMAN (1992)) defined asthe weightedsum ofthe sizes of reachable marketsth
each country market size weightedtbgde costsThen the market potential is V1+w2170 for
country 1,while it is V1st+V2=172 for country 2. Thus, world markets araaller when supplied
from the smallercountry. This isdue to the fact that the bigger country offers a better access to
world markets. In other wordshe bigger country is “closer” toworld markets(DICKEN and
LLOYD (1990)). In this sense it enjoys a “location advantage”.



| want to push this line of reasoninge step further tanalizethe locationeffect of asymmetric
trade costs ®sibly due to the fact that a region is mgmtectedagainst imports than another. |
argue that the more protectesjion wil be a betteftocation for theincreasingeturn sectosince it
will be “closer” to world markets. Again, a simpé&xample Wl clarify what | meanSuppose that
there areonly two countries, 1 and 2Both countrieshave equal local markets when measured in
terms of local salesay100. However, country 2 is more protecteghinst imports than country 1:
shipments from 1 to 2 incurteade cost of 30% daheir value while shipments from 2 to 1 only a
cost of 28%.Then, region 2 W have a market potential df72 againsbnly 170 for region 1
Unilateral protection makes a region closer to world demamorld markets are bigger supplied
from the more protected regioklnilateral protetion generates a “comparative advantage” in the
increasing returns production as if the more protected region were bigger.

As KRUGMAN (1992) points out, HARRIS’s market potentialoisly an incomplete index of a
region location advantagsince itdoes not take into account tbempetition among suppliers. The
purpose ofthis paper is toqualify the insight of the previousexample usingthe rigorous
formalization of KRUGMAN's (1991a,b) core-periphery model.

The paper is in four parts. Thiest extendsthe core-peripheryodel tothe case ohsymmetric
trade costs. The secogdneralizes KRUGMAN'’s necessary conditidos divergence to that case,
arguing that protection has overall consequenceabeglobal stabilityproperties of theeconomy.
The third part introduces welfare considerations amohlizesthe case for protection in terms of
location effects. Thénal part summarizeshe results and suggests solmes offuture research to
model strategidrade interactioramong countriesiot only in terms of profitshifting but also in
terms of location effects. This perspective could add a new dimension to the debate on trade policy.

1. Protection and location in the core-periphery model

In the core-peripherynodelthe economy consists dfvo regions. There isnly one input, labour,
which is differentiated intétwo non-substitutable types, farmers amarkers. The totaéndowment
of labour in theeconomy isset to be one bghoice of units and consists gifiErrore. 1l segnalibro
non & definito[0,1] workersand (1g) farmers. Farmers aimmobile and their spatial distribution is
uniform so that in each regidhere are (13)/2 farmers. On the contrarworkers arammobile only
in the short runwhile theyare perfectly mobile inthe long-run.Call LOErrore. Il segnalibro non &
definito.[0,1] theshare of workers in region 1 and I(}the share in region 2. Thusy workers are
in region 1, while (1-)g workers are in region 2. Thmmobility of farmers ensurehateach region
will always have a local market and it can be thought of as a proxy of the immobility ¢ASHdS
and RIVERA-BATIZ (1994)).

Workers and farmers shatiee same preferences. They consutm® goods: a howgeneous
agricultural goodA and a horizontally differentiated industrial gddd“manufactures”). Preferences
are of the S-D-Slove for variety"kind (SPENCE (1976), DIXITand STIGLITZ (1977)). Al



consumers in both locatiohave the same utility function, which is assumed to hested
C.E.S.Errore. Il segnalibro non & definito. Each consumer in locatiarnas utility:

(1) Ui = G/ AI(1-g)]

Errore. Il segnalibro non & definitowheregUErrore. Il segnalibro non & definito[0,1], A; is consumption of
the numeraire good; is the C.E.S. quantity index:

G = [nicii(eErrore. Il segnalibro non & definito.'l)/Errore. Il segnalibro non & definito. + njCji(eErrore. Il
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wherec; is the amount of a representativariety produced inj and consumed in 6>1 is the
elasticity of substitution between varieties and d&lse elasticity of demandor each variety.
Symmetry among varieties produced at the same location has been considered.

The agriculturagood, that is chosen as themeraire, ioroduced in goerfectly competitive

constant-return sector using farmers’ labour as the only input. The related cost function is:
) y1 =Yz = (1-g)/2
wherey; is the output of the numeraire good in region
The industrial good is produced in a monopolistically competitive increasing-return sector that uses
workers’ labour as the only input. The related cost function is:
(4) I;=Fw; + Kwx F,K>0, i=1,2
wherel; is the amount of labour required to produce tymcal variety,w is the manufacturing
labour wageate and; is output of theypical variety,x; of whichis produced for thbome market
andx; for the foreign ongx=x;+x;).

The agriculturalgood can be shipped costlessly froome country to the otheSo, farmers’
nominal wages are equalized in the two countries and their value is equal to one since the agricultural
good has been chosen #ise numeraire. On the contrary, manufactures catrdued between
regions only at a cost. Trade costs areletled as SAMUELSON’$1952)“icebergcosts”: in order
to deliverone unit ofany variety fromlocationj to locationi, t; units must be shipped, where
T;0[1,+0)*. Differently from KRUGMAN (1991a,b), lallow trade costs to bdifferent inthe two
directions of trade, possibly due to one region being more protected against imports than the other.

Usual results hold. Firms mark up price over marginal cost:
(5) pi = [(Errore. Il segnalibro non & definito K)/(BErrore. Il segnalibro non & definito-1)] W,
(6) p;j = [(Errore. Il segnalibro non & definitoK)/(BErrore. Il segnalibro non & definito-1)] WTErrore. |l
segnalibro non é definitg;.

Because of free entry, profits arero inequilibrium and firms have to achieve a fixed optimal
scale of production:

(7) i = % = F(BErrore. Il segnalibro non & definito-1)/K.
Thispropertyimplies thatthe totalnumber of firms irthe economy is fixed as proportion of the
total endowment of workers:

'In KRUGMAN (1991b)t<1 is the fraction of manufactures that arrives for each unit actually shipped, which is an
inverse index of trade costs. Here the direct index version (e.g. VENABLES (1993)) is adopted instead.



(8) ny + n, = g/(FBErrore. Il segnalibro non & definito)).

It also implies that the share of firms in each region is proportionate to its share of workers:
9)n=L
wheren= (n;FBErrore. Il segnalibro non & definito)/g is the share ofirms in region 1 (CErrore. Il
segnalibro non & definito[0,1]).

To solvethe model | follow KRUGMAN (1991b) indefining z;; as the ratio of region 1
expenditure on local manufactures to that on manufacturesfi@wthemregion andz, as the ratio
of region 2 spending on region 1 products to spending on local products:

(10) ;1 = [L/(1-L)][ Wi/ (WoTETrrore. Il segnalibro non & definito.21)]1'eErrore. Il segnalibro non & definito.
(11) i, = [L/(1-L)][( wyTETTOTe. Il segnalibro non & definito )/ W] YBerrore. Il segnalibro non & definito..

In equilibriumthe totalincome ofworkers in a region isqual tototal spending on their industrial

products in both regions:

(12)wilk = [z (1+ 2] Y1 + [z (1+ 21))] Y2

(13)Wo(1-L) = [H/(1+z19] Y1 + [H/(1+2)] Y2

whereY; andY; are respectively income in region 1 and income in region 2:
(24) Y1 = (1-9)/2 +wLg

(15) Y2= (1-9)/2 + w(1-L)g.

A short runequilibriumcan be found by solvinthe system(10)-(15) forgivenL. Then, if for the
values found ndirm and noworker have an incentive to changfcation, thatequilibrium will be
maintained also in the long run. KRUGMAN (1991a) argues that no relocatiemtivefor afirm is
a necessary and sufficient condition for no migraithmentivefor a worker.Migration incentives are
readily assessed. A worker has an incentive to migrdig changingocation, he expects t@chieve
higher indirect utility.Thus,if, given L, indirect utility isnot thesame inboth regions, workerill
gradually move tothe higher indirect utilityregion: the short rurquilibrium isnot along run
equilibrium (“Marshalliantatonnement”f. There argwo cases. If indirectitility is higher where
there are more workers, in theng run all workers wll eventually concentrate in one region
(“agglomeration”). On the contrary,iiidirect utility is higheiwhere there are fewer workers, in the
long run workers will be equally distributed between regions.

Fig.1 represents KRUGMAN's (1991b) results. The share of workers in region 1 is represented on
the horizontalxis, the ratio of atypical worker’s indirectutility in region 1 tothat inregion 2 is
represented on the vertical axis. As usual in the S-D-S setting, indifiggV is equal to realvage
when using the exact price index as the deflator:

(16) W = w/[() (1) ]
where gis the C.E.S. price index:
@7yqg=1In W,l'eErrore. Il segnalibro non e definito. + njl'eErrore. Il segnalibro non & definito. V\41'6Errore.

Il segnalibro non & definito. TErrore. Il segnalibro non & definitojil'eErrore. Il segnalibro non & definito]l/(u9

Errore. Il segnalibro non é definito.).

2Throughout the paper | will concentrate on ta®nnemengargument, thus leaving aside the questiohistbry-vs-
expectations (MATSUYAMA (1991)KRUGMAN (1991c)). The analysis d@hat question requires &ully specified
dynamic model which is beyond the scope of the present contribution (see OTTAVIANO (1994, 1995)).



The curves are drawn f@Errore. Il segnalibro non & definito=4 and g=0.3. Thesolid curve shows

a situation of high trade coststErrore. Il segnalibro non & definitop,=TErrore. Il segnalibro non &
definito.1,=2), the dottecturve a situation of low trade costEiore. Il segnalibro non & definitop;=T
Errore. Il segnalibro non & definito;,=1.3). In thefirst case, workers’ real wage hggher inthe region
with lessworkers: theonly long-run equilibrium isL=0.5 and it is stable. In the second case,
workers’ real wage idigher inthe region with morevorkers. Thus, there are thréeng-run
equilibria corresponding to complete concentration of workersfeng in eitherlocation,L=0 or
L=1, and toequal division] =0.5. Howeverwhile L=0 andL=1 are stablel.=0.5 is not,since any
perturbation oL.=0.5leads to complete concentration. KRUGMAHIIs “convergence” the case of
a single equilibrium, “divergence” the case of multiple equilibria.

In Fig.2 region 2 is morprotectedthan region 1. As a result, in the case of convergence, the
unique equilibrium corresponds toL<0.5: region 2has a location advantagever 1. The
interpretation of the case divergence is different. The unstalglguilibrium corresponds t@>0.5.
Then, according to the tatonnement argumentsite ofthe set of short ruequilibria leading to
complete concentration in 2 is bigger than slee ofthe set of thoséeading toconcentration in 1.
Again, this can be viewed as a location advantage for the more protected region.

2. Protection and stability

This section extends KRUGMAN'$§1991b) necessary conditions for divergencetht® case of
asymmetrictrade costsKkRUGMAN derivesthose conditions as the result ggatial arbitrage by
firms. OTTAVIANO (1995) shows that theame conditions can be readily derived from spatial
arbitrage by workers: if complete concentrationnafustry inone regionsay in region 1, is a stable
long runequilibrium, then it must berue that thereal wage in 1 iigher tharthe real wage in 2
subject td_=1. Following this line of reasoning, with asymmetrade costsnpecessary condition for
agglomeration of manufacturers in region 1 is (18):

(18 v =(1 91, [(1+ QT +(F gy, )< 1

Fig.3 shows théehaviour ofErrore. Il segnalibro non & definito. as a function othe ratioErrore. i
segnalibro non & definito.DetweerntErrore. Il segnalibro non & definito.; 5 and TErrore. Il segnalibro non & definito.,q (B
Errore. Il segnalibro non & definito =TErrore. Il segnalibro non & definito.lz/TErrore. Il segnalibro non & definito.21).

For BErrore. Il segnalibro non & definito=1 trade costs argymmetric as in KRUGMAN1991b): if
trade costs ar@igh (Errore. Il segnalibro non & definitol(BErrore. Il segnalibro non & definito)), vV
Errore. Il segnalibro non é definito>1 and agglomeration in 1 is unstable i.e. workeobility leads to a
flow of firms from 1 to 2; on the contrary, if trade costs are lRrrfre. Il segnalibro non & definito2(
[BErrore. Il segnalibro non & definito.)), VErrore. Il segnalibro non & definito<1 and agglomeration is stable.

In thefirst case YErrore. Il segnalibro non & definitol(BErrore. Il segnalibro non & definito)), the
incentivefor firms to agglomerate in region 1 is weaker, the lower the barrietsatte to region 1
relatively tothose to region 2[Errore. Il segnalibro non & definito>1). Interesting properties are
revealed if region 1 has high&made barriersFor “small” values of BErrore. Il segnalibro non &



definito.<1, agglomeration in 1 is stable. However iaggin unstabléor “very small” values. This is
due to the presence tfo opposite effects. On one hand, protectioakestrade costs lowefrom
the more protected region. On the othand, since consumers in 1 have to pay a highde cost
for each imported variety, protection reducesrtbminalwagedifferential that region 2 has to offer
to attract workers. This second effect prevails if region 1 is much more pretected than region 2.

Whentrade costs are lowErrore. Il segnalibro non & definito2([3Errore. Il segnalibro non & definito)),
agglomeration in 1 is weaker thess region 1 iprotectedelatively to 2. If 1 is much legsrotected
than 2, agglomeration in 1 is unstable. On the contrary, the pnotectedregion 1 isthe stronger
is agglomeration bubnly up to acertainlevel of relativeprotection. If region 1 isnuch more
protected that region 2, agglomeration in 1 is unstable.

Thus, there exists a degreerelative protection thataximizesthe agglomeration economies in
the more protected region. fparticular, by moderatenilateral protection, a region camake
agglomeration of manufacturers inside its bordesbleequilibrium even if it would not be a stable
equilibrium inthe presence dymmetrictrade costs. Moreover, lghoosing unilaterallghe degree
of relative protection [§Errore. Il segnalibro non & definito), a region can make agglomeration of
manufacturers inside its bordehe only long run equilibrium.

This insight can be checked bther numericalresults. Anexample is Fig.9: no ni@r whether
trade costs arbigh orlow, workers’ real wages atggher in region 1which isthe more protected
region giverthe chosewalues off3Errore. Il segnalibro non & definito. This istrue whatever thenitial
spatial distribution of workers.

To summarizeghe resultsunilateral protection not only gives to the more protected region a
location advantage due to better accessworld markets no matter whether divergence or
convergence prevails in the long run, but it also affects the global dynamic properties of the
economy, by altering the stability and the number of long run spatial equilibria

3. Welfare

So far we have seehow protectionaffects location discovering that a regiarhich is more
protected, attracts mofiems because of its relative “proximity” taorld markets. However, before
concluding that a region has a unilateral incentivprtiection, somevelfare analysis isequired to
establish that (i) more firms imply higher welfare and (ii) the welfare incentive to unilateral protection
can lead to overall welfare losses.

As BALDWIN and VENABLES(1993) and RAZIN and5ADKA (1994) point out,regional
welfare analysis in models with migration raises a conceptual issue. The migrant no longer belongs to
the origin countrycommunity and becomes a membettttg destination countrgommunity. “The
conceptual issue @mbout whether to take into account thelfare ofthose whomay join or leave
the society in the futur@his issue is particularly relevant when evaluing a policy that is directly and
significantlygoing to cause population shifts” (RAZIN and SADK2994), p.138)This is relevant



in the present settingjnce, as already seen,tire core-peripheryodel protectiomot only alters
the indirect utility of individuals but it also changes the spatial distribution of workers.

In the case of divergence, the question is complicated bgxisience of multiple equilibria. As
stressed by BALDWIN and VENABLE1993), careful evaluation requires flly specified
dynamic mode(OTTAVIANO (1995)), which goesbeyondthe scope of the present paper. Thus, |
concentrate on the welfare analysis in the case of convergence.

Since profitsare alvayszero inequilibrium andtrade costs are odelled as deadweight loss in
terms of goods lost in transit, | choose ihdirect utility of individuals in ecountry as the country
welfare indicator.

Fig.5 shows workers’ real wages (i.e. indiretlities) in the two countries as a function of the
share of workers in region 1. Tiselid curvesrepresent workerseal wages whetrade costs are
symmetric;the dottedcurves wherthe region 2 is morerotectedthan 1. Workers’ real wages in
region 1 are represented by the curves with higher intercept; real wages in 2 by the curves with lower
intercept. Thus, Fig.5 shows convergesteeworkers’ real wages at@gher wherdhere ardess
workers. As before, startinigom symmetrictrade costsunilateral protetion by country 2moves
the long rurequilibrium fromL=0.5 toL<0.5: workers migrate to the mopeotected country until
their real wages are again equalized in the two countries. If there is no cost of migrati@rs are
as well off asbefore. In particular, they achietlee same level oindirect utility in both regions. So,
as far as workers’ welfare is concerned, protection and relocation are neutral.

As to farmers’ welfare, theirominalwages are always equal to lequilibrium. By inspection of
equations (16and(17), it isreadily olserved that farmergre betteoff in the region with aigher
share of manufacturers and workergdividually rational migration behaviour bworkershas a
negative welfare effect on farmerstire origin country and a positive welfare effect on farmers in
the destination country. Migratioactually leavethe remaining population worseoff (see also
LAYARD et al. (1992)). So,unilateral protection favours the immobile factowners (farmers)
while it is irrelevant agar as the mobile factoowners (workers) are concernedrom the point of
view of political economy,calls for unilateral protection by farmerare likely to face little
opposition.

Quite interestingly, farmersay favour unilateral protection in manufactures independdriin
any claimconcerning agricultureThat happens because they benefit frim local production of
manufactures that otherwise would have to be imported incurring a trade cost.

In reality, it is difficult to think of unilateral protéion as a likelyscenario. If region Lnilaterally
raises barriers against imports, region 2 thes opportunity to react. Faxpositionalpurpose, |
consider dit-for-tat reaction: region 2an choose whether to passive or taeact tit-for-tat.Fig.6
show the result of hilateral increase itrade costs. Theolid curvesrepresent thanitial situation,
while the dottedcurves represent the outcome of doenmon increase itrade costs. Workers are
worse because moigoods are lost in transit. For tlsamereason also farmerare worseoff.
However, compared with thenilateral protetion case, farmers in region 1 could be bettér



There ara@wo effects ofthe tit-for-tat reaction. On or&de,firms relocate to 1. On the other, trade
costs are higher. If the increase in trade costs is not too big, the first effect will prevail.

So,farmers inone regiommight have an incentive to cédir higher protection no atter what the
otherregion does. It is &ypical prisoner'ddilemma: individuallyrational behaviour leads toRareto
inferior equilibrium in which there is too much protection.

These considerations amely a heuristic devisddowever, the results obtained point at a riaes
of research that might be&orth pursuing. When locational effectsre taken into account, trade
policy decisions gain an additional dimension.féstraditional strategi¢radepolicy (BRANDER
(1994)), individually rational decisions by countrieseate situations imhich coordination could
lead to superioequilibria. However,while traditional argumentsely on profit shifting, here the
question is firms shifting.

From a political economgoint of view,factor mobility plays acentral role. In the core-periphery
model, there aréwo natural “parties”. Thammobile factor ownershave anindividually rational
incentive to calfor unilateral protetion even insectors wher¢hey donot take part in production.
The mobile factor owners do not and are more likely to be keen on trade liberalization.

4. Conclusion

Trade policy affectsthe static allocation of resources. It alaffects accumulation angrowth.
Recent theoretical contributions have appeared where it is atfgaedn thepresence of increasing
returns toscale andtrade costs, trad@olicy could also have relevant effects ¢ime spatial
distribution of economic activities.

Mostcontributions focus on the locati@ffects of symmetritrade agreements byhich partners
agree on a commdevel oftrade barriers. Trade costseake world marketsmaller.Howeverthey
areeven smaller when supplied fraime smallerregion since a higher sharewbrld demand can be
supplied only incurring &rade costThe bigger region thus enjoys a “comparative advantage” in the
increasingeturns sector. have pushed this line of reasonmige step further. Considexo regions
of the same sizepne ofwhich is more protectedgainst imports than the ah Then, themore
protectedregion offers a better access to world marlegtse productsfrom that region can be
supplied incurring a lower trade cost: the protected region is “closer” to world markets.

This insight has been implementedhe core-peripherynodel obtaininghe following results: (i)
unilateral protetion attractdirms tothe more protecteregion by creating a locational advantage in
terms of access to world marke(s) unilateral protetion also affectshe global dynamics of the
economy and can be used to make agglomeratitreimore protecteckegion theonly stable long
run equilibriumwhatever thenitial distribution offirms and whatever thdynamicproperties in the
case ofsymmetrictrade costs(iii) the locationeffects of unilateral protection favotive owners of
the immobile factor and are neutral as far as wnfare ofthe mobile factor owners is concerned,;
(iv) competitive protection by thigvo regions inorder to get digher share atheincreasingeturns



sectorcan leadheeconomy to a Pareto-inferiequilibriumwhere there isoo muchprotection. As
far as highetrade bariers are the best choice for a region whateverother region does, the
economy faces a typical PrisonePdemmathat, in theabsence of angoordinationmechanism,
might lead (in the limit) to a breakdown of trade.

The paper ignly a firststep towardsdding a new dimension tbe theoretical debate on trade
policy. Countrieamay use tradepolicy not only to shiftprofits from foreign to domestifirms as in
the traditional strategitrade policy literature, but also tashift factors andfirms from foreign
countries to domestic sites. | have usled by-now familiar core-periphery model to illustrate the
point. Further research is needed. In particular, Hotelling-type oligopatisiiels of spatial price
competition could be used to mirror the strategic trade argument, accorditgcto government
can use trade policy to alter the strategic interaction between domestic and foreign firm.

Along a related line of researame should also study in depth tissue of welfare evaluation of
policies thatcause migration, such &sdepolicies when location effecare relevant. Owners of
immobile factors might have a rational incentive to cédir protection,while owners ofmobile
factors might be more keen on coordinatdiberalization. This also raises a political economy
guestion. Interestingly enough, ownersiramobile sector-specific factormight callfor protection
in sectors different from their own.

Finally, when agglomeration forces dominate,ltiple equilibriaappearcomplicatingthe welfare
analysis and raising the question of history-vs-expectations. These issues can loalabkiafully
specified dynamienodel, which is beyonthe scope of the present contribution whase was to
suggest avay of enrichinghe theoretical debate on trao@icy and, in particular, protection. Some
interesting insights have been shown by means fafmdliar static model of geography artcade.
Complex dynamic aspects have been set aside but remain a basic challenge for future research.
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Fig.1 - Symmetric trade costs
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Fig.2 - Asymmetric trade costs
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Fig.3 - Incentive to agglomeration
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Fig.4 - Uniqueness of equilibrium
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