
Homework II
Econ 380

Maxwell Mindock
Due in class April 25th, 4:00 pm

Please write your answers on a separate piece of paper. You are free to work
with others, but you must write down your own anwsers on your own piece
of paper and list all classmates with whom you worked. Two identical home-
works will both receive zero credit. Please staple all pages of your assignment
together. To receive full credit, show work for all questions.

1. Hecksher-Ohlin Model Without Factor Substitution (18 points)

Consider the Heckscher-Ohlin model with the following characteristics:

1. Two countries: Home and Foreign

2. Two goods: Pizza (with price PP ) and Tacos (with price PT )

3. Two factors of production: Labor (paid a wage w) and Capital (with
rental rate r)

4. In Home, the supply of labor is constant and equal to 2000 and the
supply of capital is constant and equal to 2000

5. Both labor and capital can move across sectors

6. There is no factor substitution in production

7. akp = 4, akt = 2, alp = 2, and alt = 5

a) Draw the PPF for Home. Place QT on the vertical axis. Label all axes
intersects.

b) What is the opportunity cost for Home to produce an additional unit
of pizza? Be sure to answer for all possible ranges of pizza (you do not need
to solve for the exact cutoff point).
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For the remainder of this question, assume the relative price is such that
both goods are produced in Home.

c) Find w and r in terms of PP and PT .

d) If PT

PP
increases, what does the Stolper-Samuelson theorem predict will

happen to w and r? Assume the relative price is at a level such that both
goods are still produced.

e) How many units of pizza are produced? Units of tacos?

f) Foreign has the same characteristics as Home, with one exception. In-
stead of L=K=2,000, L*=1,000 and K*=1,500. Assuming the Rybcqynski
Theorem holds, will Foreign supply relatively more or less pizza compared
to Home? Explain your answer.

2. Hecksher-Ohlin Model With Factor Substitution 1 (15 points)

a) Draw an example of a PPF which allows for substitution of capital and
labor in production of two goods, cars and boats. Assume the largest quan-
tity of boats that can be produced is 20 and the the largest quantity of cars
which can be produced is 10. Place QBoats on the vertical axis.

b) Assume PCars

PBoats
= .8. Add a few isovalue lines to your PPF in part a).

Label the optimal point of production A.

c) Assume boat production uses more labor relative to capital than car pro-
duction does. Draw the relative factor demand curve for boats and cars on
the same graph.

d) The population of this country increases. Add the new PPF for the
country, label it PPFNew, and label the new optimal point of production
B. What happens to the production levels of boats and cars? Assume the
relative price of boats does not change.
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3. Heckchser-Ohlin Model With Factor Substitution 2 (9 points)

Assume the standard assumptions regarding the Heckchser-Ohlin model.
When Somalia opens to trade, it exports fish, a labor intensive good.

a) Is Somalia capital or labor abundant? How can you tell?

b) Do capital owners in Somalia benefit from the country opening up to
trade?

c) There is a surge of investment in Somalia, and the supply of capital in-
creases. How does this impact the relative supply of fish? Explain briefly,
assuming the relative price of the fish does not change.
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4. Production Possibility Frontiers and Relative Prices (8 points)

The following figure shows the PPFs for Mexico and Ukraine. Assume they
are the only two countries in the world and originally in their autarky equi-
librium producing both televisions and radios. If the countries open up to
trade, would the relative price of radios increase or decrease in each country?
Explain very specifically how you know—to get full credit, you’ll need to
include a graph of each country’s relative supply curve.

5. Short-Answer (15 points)

a) What is the Leontief paradox? How can it be explained?

b) How do the Hecksher-Ohlin and Ricardian model differ in their predictions
on the relationship between within-country income inequality and interna-
tional trade? Which theory do you believe is more represenative of the real
world in this regard?
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The remainder of this question refers to the podcast titled “Richard Bald-
win on Disruption, Technology and Trade,” produced by Trade Talks. It is
located in the “Other Sources” folder on Canvas.

c) What is the primary difference between the first and second waves of
globalization? How could you express the changes that occurred in the sec-
ond wave in terms of the Ricardian model?

d) How has E-Discovery affected the legal industry? How has it impacted
within-industry income inequality?

e) What role does industry regulation play in the third wave? Do you think
regulation will change in the future to accommodate tele-workers?

f) How would Baldwin explain the rise of online courses, even within univer-
sities such as UO? In which wave would this best fit?
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