Name (Print): __________________________________  INTERNATIONAL ECONOMICS
HO Model – UNDERSTANDING HOW TRADE AFFECTS INCOME DISTRIBUTION
1. Illustrate and describe how a change in the W/R ratio affects firms’ optimal combinations of labor and capital. 

2. The HO Theorem tells us that the labor- ________ country, B, will have a comparative advantage in the ______-intensive good, T. Once trade begins, the relative price of T in country B will _____. What effect will this change in relative price of goods have on the relative price of resources, (W/R)? Illustrate and describe:
3. Describe how these price changes from trade will affect the real incomes of B’s workers.

4. Describe how these price changes from trade will affect the real incomes of B’s capital owners.
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