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Q1)

MPSc * Pc = Ws

MPSc = Ws/Pc

MPSc = 2/3 (Uc/Sc)^1/3   = MPUc = 1/3(Uc/Us)^-2/3  = 1/3 (Sc/Uc)^2/3

MPSt = 1/3 (Ut/St)^2/3     = MPUt = 2/3(Ut/St)^-1/3   = 2/3 (St/Ut)^1/3

The ratio of unskilled to skilled labor for the different products explains why one is increasing whereas the other one is decreasing. Uc/Sc has a positive fraction power indicating that the marginal product of skilled labor is increasing whereas the Ut/St for non-skilled workers has a negative fraction power indicating that the MP of unskilled labor is decreasing.

Q2) 

Wu/Ws = (MPUc * Pc) / MPSc * Pc = [[image: image1]1/3 (Sc/Uc)^2/3] / 2/3 (Uc/Sc)^1/3

= 1/2 (Sc^2/3)(Uc^-2/3)(Sc^1/3)(Uc^-1/3)

Wu/Ws = 1/2Sc*Uc^-1

Therefore = 2(Wu/Ws) = (Sc/Uc)

Wu/Ws = (PtMPUt)/(PtMPSt) = 2[(St/Ut)^1/3] [St/Ut)^2/3

Therefore:

Wc/Ws = 2(St/Ut) --> 1/2[Wu/Ws] = St/Ut

Q3)

Textile industry is more unskilled labor intensive. This means that the ratio of workers between the textile and computer industry is not equivalent and for every skilled worker in the computer industry, there are more unskilled workers required per unit in the textile industry.
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Q5) 

Wu/Ws = (Pt/Pc)^3 = 1

The relative factor = 2* Wu/Ws = Sc/Uc

Therefore Sc/Uc = 2/1

Q6) 

The price of computers rose when US traded with China because US is a skilled intensive labor country and computers are skilled intensive products as compared to China. Therefore the ratio of skilled to unskilled workers in US is greater than that in China. Considering this is the case, it is easier to produce computers in the US. If the countries trade, the price of computers would be above the US autarky price but below the china autarky price. Hence, in trade, US exports computers to China making the overall GFT greater.

Q7)

Pt/Pc = (Wu/Ws)^1/3 = (1/8)^3

Hence, Wu/Ws = 1/512

Computers = 2(Wu/Ws) = Sc/Uc --> 2*1/512 = 1/256 = Sc/Uc

Textile = 1/2(Wu/Ws) = St/Ut --> (1/2)*(1/512) = 1/1024 = St/Ut

As computer prices rises, the factor of production [skilled labor] gains from this rise in price whereas the unskilled labor loses. 

True/False/Uncertain

Q1) False: The question lacks information on the comparitive wages of the countries and considering there is no information on this, it is hard to predict the condition of the prices of the two goods. 

Q2) True: Prices do converge according to the assumptions in the HOS theory. However, in reality, this is rarely the case due to the difference in wages across countries.

Q3) False: The simple rule of supply and demand states that as the supply of a factor increases, the wages/price of that factor will decrease.

Q4) Uncertain: There is not enough information of what type of employment condition this worker is in [The kind of economy the country has, skilled/unskilled]
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Q5) True: Considering skill intensive goods are being produced more, skilled labor is valued more in the country increasing the skill worker premium.

Q6) False: This statement is false because the model assumes that the countries have the same technology and hence cannot be based on the premise that countries trade due to technology differences.


























































