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The purpose of this paper is, in a three-country two-sector overlapping generations framework,

to analyze the welfare effects of the donor (country H), the recipient (country F) and the

bystander (country B) by a permanent transfer between the former two countries. In usual static

frameworks, the transfer paradox may occur because the presence of “the third-country” amplifies

the terms-of-trade effect. This result crucially depends on the trade pattern of the third country.

In this dynamic framework, however, the transfer-paradox can occur, not by “the trade pattern”

but by “the existence” of the third country.
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