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Abstract

This paper develops a two-country production economy with complete and friction-
less financial markets and international trade in which investments in research and
development (R&D) by entrants lead to endogenous new firm creation and economic
growth. Innovative entrants use both consumption goods in their innovation tech-
nologies to capture international technological spillovers. Households also consume
both goods. Specifically, I compare the equilibrium implications from the model
with technology spillovers to the ones from an equivalent model without technol-
ogy spillovers, i.e. a model where entrants only use domestic final goods in their
R&D expenditures. With these two models at hand, new insights on the interplay
of endogenous growth and long-run risks, technology spillovers, complete financial
markets, and international trade are obtained, particularly with respect to interna-
tional macro and asset pricing anomalies. The novel technology spillover channel
has the potential to help explaining a number of these anomalies.
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