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In recent years advances in technology have lead to a significant
reduction in the costs of communication, promoting growth in output and trade.
 In the international trade literature, communication costs are normally
modeled as a fixed cost associated with a communications network that is
characterized by externalities. This thesis presents three papers that examine the
role of network externalities in two-factor models of monopolistic competition with
horizontal product differentiation.

The first paper examines the impact of country specific network costs that
are provided by a capital intensive communications sector in a two country model.
Comparative advantage is determined by the relative capital endowments in each
country and the size of fixed communication costs. The capital abundant (scarce)
country will have a comparative advantage (disadvantage) when a cost sharing
externality (the congestion externality) dominates.

The second paper introduces a dynamic model of expanding product
variety and examines the effects of a per period fixed communication cost incurred
by intermediate input producers. The specification of the communication network
is such that increased network capacity may increase the number of connected
firms by reducing the level of congestion. When crowding is not significant level,
however, the increase in cost may force some firms to exit the market. This
suggests the existence of an optimal network size for the communications sector.

The third paper examines the effects of network externalities in a
dynamic two-country model of expanding product variety. The results of the model
suggest the country with the most optimal network size will have a comparative
advantage in the trade of products that require communications services in
production where an the size of a network will be optimal when the negative effect
of maintaining the network infrastructure equals the positive effect of reduced

congestion.
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