Problem Set on  The Heckscher-Ohlin model
1. The Heckscher-Ohlin model (I)

Consider a world with two countries (Spain and France), two goods (paper and plastic), and two factors of production (capital and labor). Spain is relatively abudant in labor, and paper is relatively intensive in the use of labor. There is free trade.
(a) Draw a graph with the relative demand and the relative supply of Spain, France and the world. 

Now suppose the labor force expands in Spain, while it remains stable in France. 
(b) For a given relative price of paper, use a graph to show what happens to the production of paper and plastic in Spain. How do we call this result? 
(c) Show how the change in the production of paper and plastic affects the relative demand – relative supply diagram in (a). What happens to the relative price of paper in the international market? 
(d) Given the change in the relative world price in (c), how does the growth in the Spanish labor force affect French welfare? 

2. The Heckscher-Ohlin model (II)

Consider two countries (Spain and Romania), two goods (textiles and cars), and two factors of production (skilled and unskilled labor). Romania is relatively abundant in unskilled labor, and textiles are relatively intensive in the use of unskilled labor. Both countries use the same technologies. 
(a) In the case of Spain, which group will be in favor of free trade between both countries? And which group will be in favor of free migration? Use a graph to answer this question, and explain. 
(b) Is the same group in favor of free trade and migration? Why or why not? Explain.
(c) How does free trade and free migration affect the incentive of Spanish workers to get an education? Explain. 
3. The production function of furniture in Spain is 
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.  The production
function of steel is 
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. The relative price of steel is pS/pF=1. The
labor endowment is L=1000 and the capital endowment is K=1000.

a) Determine the production of furniture and of steel in Spain.

b) Compute the relative wage (wage relative to rental price of capital). Compute the real wage in terms of steel and in terms of furniture.
c) Now suppose the relative price of steel rises to 1.05. Compute the
real wage in terms of steel and in terms of furniture.

d) Compare the results in (b) and (c) and relate this to Stolper-Samuelson theorem


4.  Consider two countries, Spain and China. Spain has comparative advantage in wine, and China in shoes. Suppose China grows in a NON biased way, i.e., both sectors grow in the same way. Analyze the effect of this NON biased growth on Spanish welfare.


5. Uganda produces two goods, copper and cars. Uganda is specialized in copper production, and has (compared to the EU) a strong preference for consuming cars. Uganda receives aid from the EU. Use a graph to show that welfare in Uganda could drop, in spite of the received aid.
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