A. Very Short Answer Questions
1. According to Ricardo, what is the basis of international trade?
Answer: According to Ricardo, the basis of international trade is the difference in comparative costs of production between countries.
2. What is meant by comparative cost?
Answer: Comparative cost refers to the relative cost of producing one commodity in terms of another commodity.
3. Can international trade take place when one country has an absolute advantage in both commodities?
Answer: Yes. International trade can take place if the countries have different comparative advantages.
4. What is opportunity cost?
Answer: Opportunity cost is the amount of one commodity that must be sacrificed to produce an additional unit of another commodity.
5. What is the relationship between comparative advantage and opportunity cost?
Answer: A country has a comparative advantage in the commodity that it can produce at a lower opportunity cost.
6. What is meant by autarky?
Answer: Autarky is a situation in which a country does not engage in international trade and remains economically self-sufficient.
7. What is meant by factor abundance?
Answer: Factor abundance refers to the relatively greater availability of one factor of production in a country compared with another factor.
9. How can factor abundance be measured?
Answer: Factor abundance can be measured in terms of:
1. Physical quantities of factors, and/or 
2. Relative factor prices. 
The two alternative approaches are often referred to as physical and price definitions of factor abundance. 
10. What is the physical definition of factor abundance?
Answer: A country is physically abundant in a factor if it has a relatively larger quantity of that factor compared with another country.
11. What is the price definition of factor abundance?
Answer: A country is abundant in a factor if the relative price of that factor is lower than in another country.
12. What is meant by relative factor price?
Answer: Relative factor price refers to the price of one factor expressed in terms of another factor, such as the wage–rental ratio.
13. State the Heckscher–Ohlin theorem.
Answer: A country exports the commodity that uses its relatively abundant factor intensively and imports the commodity that uses its relatively scarce factor intensively.
14. Who introduced the concept of factor proportions in trade theory?
Answer: Eli Heckscher and Bertil Ohlin developed the factor proportions approach to international trade.
15. What is meant by factor proportions?
Answer: Factor proportions refer to the relative quantities of factors such as labour and capital available in a country.
16. What is meant by complete factor price equalisation?
Answer: It means the complete equality of wages and returns to capital between trading countries.
18. Does the Factor Price Equalisation theorem require actual movement of factors?
Answer: No. The theorem explains how trade in commodities can tend to equalise factor prices even when factors themselves do not move internationally.
19. What did Leontief use to test the H–O theory?
Answer: Leontief used input-output analysis to test the factor content of US exports and imports.
20. Why was Leontief's finding called a paradox?
Answer: It was called a paradox because the capital-abundant United States was found to export relatively labour-intensive goods, contrary to the H–O prediction.
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21. What is the basic assumption regarding factors in the Specific Factors Model?
Answer: Some factors are specific to particular industries, while at least one factor is mobile between industries.
22. Is the Specific Factors Model mainly a short-run or long-run model?
Answer: It is mainly a short-run model.
23. Give one example of a specific factor.
Answer: Land used specifically for agricultural production can be considered a specific factor.

B. Short Answer Questions
1. Explain the difference between absolute and comparative advantage.
Answer: Absolute advantage refers to the ability of a country to produce a commodity more efficiently or with fewer resources than another country. Comparative advantage, however, refers to the ability to produce a commodity at a lower opportunity cost. A country may have an absolute advantage in both goods, but trade can still take place if each country specialises according to comparative advantage.
2. Explain how comparative advantage determines the direction of trade.
Answer: According to Ricardo, a country should specialise in the commodity in which it has a lower comparative cost or lower opportunity cost. It will export that commodity and import the commodity in which it has a comparative disadvantage.
Thus, comparative advantage determines both:
· The commodity a country exports, and 
· The commodity it imports. 
3. Explain the concept of factor abundance under the H–O model.
Answer: Factor abundance refers to the relative availability of factors of production in a country. A country may be labour-abundant if it has relatively more labour compared with capital. Similarly, it may be capital-abundant if it has relatively more capital.
Factor abundance can also be defined using relative factor prices. A factor is considered abundant when it is relatively cheaper.
4. Distinguish between the physical and price definitions of factor abundance.
Answer:
	Physical Definition
	Price Definition

	Based on relative quantities of factors
	Based on relative prices of factors

	A country has more of a particular factor
	A particular factor is relatively cheaper

	Example: higher labour–capital ratio
	Example: lower wage–rental ratio

	Focuses on factor supply
	Focuses on factor prices



5. Explain why factor prices differ before international trade.
Answer: Before trade, countries differ in their relative availability of factors. A relatively abundant factor tends to have a lower price, while a relatively scarce factor tends to have a higher price.
For example, in a labour-abundant country, wages may be relatively low, while in a capital-abundant country, the return to capital may be relatively low.
6. Explain the relationship between the H–O theorem and comparative advantage.
Answer: The H–O theory explains the source of comparative advantage. Ricardo assumed differences in labour productivity, whereas the H–O theory explains comparative advantage through differences in factor endowments.
Thus, according to H–O, a country has comparative advantage in the commodity that intensively uses its relatively abundant and cheap factor.

7. Explain the tendency towards factor price equalisation.
Answer: International trade tends to reduce differences in commodity prices. Changes in commodity prices affect the demand for factors used in their production. For example, an increase in the production of labour-intensive goods increases demand for labour and tends to raise wages. Therefore, through trade, factor prices may move towards equality.
8. Why is the Factor Price Equalisation theorem important?
Answer: The theorem is important because it shows that international trade affects not only the prices of goods but also income distribution and factor rewards. It also demonstrates that trade in goods can partly substitute for the international movement of factors.
9. Explain the relationship between factor price equalisation and international factor mobility.
Answer: If labour and capital could move freely between countries, factor prices would tend to equalise directly. The FPE theorem argues that trade in goods can create a similar tendency indirectly.                                                                            For example, instead of labour moving abroad, the products produced using labour can be exported.
10. Briefly discuss the empirical testing of the H–O model.
Answer: The H–O model has been tested by examining whether countries export goods that intensively use their abundant factors. The most famous empirical test was conducted by Wassily Leontief. His findings for the United States contradicted the simple prediction of the H–O theory and became known as the Leontief Paradox.
11. Explain why human capital is important in explaining the Leontief Paradox.
Answer: The United States may have appeared to export labour-intensive goods, but American labour was highly skilled and productive. Therefore, the exports may actually have been intensive in human capital rather than ordinary unskilled labour. This explanation reduces the apparent contradiction with the H–O theory.
12. Explain factor intensity reversal with an example.
Answer: Suppose cloth is produced using labour and capital. In one country where labour is expensive, producers may use more machinery and less labour. Cloth may therefore be capital-intensive.                                                                                        In another country where labour is cheap, producers may use more labour and less machinery. The same commodity may then become labour-intensive.  This change is known as factor intensity reversal.
13. Why is factor intensity reversal a serious problem for the H–O model?
Answer: The H–O theory assumes that one commodity is consistently labour-intensive and another is consistently capital-intensive. Factor intensity reversal violates this assumption. As a result, it becomes difficult to predict which country will export which commodity.
14. Explain the basic structure of the Specific Factors Model.
Answer: The model generally assumes two goods and three factors of production. One factor, usually labour, is mobile between industries, while the other two factors are specific to their respective industries.
For example:Labour → mobile , Land → specific to agriculture , Capital → specific to manufacturing 
15. What happens when the price of an exportable good increases in the Specific Factors Model?
Answer: When the price of an exportable good increases:
· Production of the exportable good expands. 
· Demand for its specific factor increases. 
· Owners of the specific factor in the export sector gain. 
· The import-competing sector may contract. 
· Owners of specific factors in that sector may lose. 
C. Long Answer Questions Based on Previous-Year Patterns
1. “Differences in relative factor abundance are the basic cause of international trade.” Discuss with reference to the H–O theory.
Answer: The H–O theory explains that countries differ in their relative factor endowments. These differences create differences in relative factor prices and production costs.
A country with abundant labour has relatively cheap labour and therefore gains comparative advantage in labour-intensive commodities. It exports such commodities. Similarly, a capital-abundant country exports capital-intensive goods.
Therefore, according to the H–O theory, differences in relative factor abundance are the fundamental cause of differences in comparative advantage and international trade.
The answer should also discuss:
· Factor abundance. 
· Factor intensity. 
· Factor prices. 
· Trade pattern. 
· Assumptions. 
· Limitations. 
3. Explain the Factor Price Equalisation Theorem. How does international trade affect relative factor prices?
Answer Outline:
The answer should explain:
1. Meaning of factor prices. 
2. Initial differences in factor prices. 
3. Differences in commodity prices. 
4. Expansion of trade. 
5. Changes in demand for factors. 
6. Movement of wages and returns to capital. 
7. Tendency towards factor price equalisation. 
8. Role of identical technology. 
9. Limitations of the theorem. 
Key examination line:
International trade in commodities can act as a substitute for the international movement of factors of production.

4. Explain the tendency towards equalisation of factor prices in the Heckscher–Ohlin model.
This is an important analytical question that can be answered by explaining the following chain:
Differences in factor endowments
↓
Differences in factor prices
↓
Differences in commodity prices
↓
International trade
↓
Changes in demand for factors
↓
Tendency towards factor price equalisation
This type of question should be prepared separately because it may be asked without using the exact term “Factor Price Equalisation Theorem.” A previous International Economics examination pattern also includes a question on the tendency towards equalisation of factor prices in the H–O model. 

5. Critically examine the empirical validity of the Heckscher–Ohlin theory with reference to the Leontief Paradox.
Answer Outline:
· Introduce the H–O prediction. 
· Explain why the USA was considered capital-abundant. 
· Discuss Leontief's empirical study. 
· Explain the unexpected result. 
· Define the paradox. 
· Discuss explanations: 
6. Human capital. 
6. Skilled labour. 
6. Technology. 
6. Natural resources. 
6. Trade restrictions. 
6. Demand differences. 
· Evaluate the implications for H–O theory. 
· Conclude that factor endowments alone may not explain trade patterns. 

6. What is Factor Intensity Reversal? How does it affect the validity of the H–O theory?
Answer Outline:
· Define factor intensity. 
· Explain labour-intensive and capital-intensive goods. 
· Define factor intensity reversal. 
· Explain substitution between labour and capital. 
· Show how relative factor prices influence production techniques. 
· Discuss implications: 
6. Uncertain trade predictions. 
6. Difficulty in classifying commodities. 
6. Weakening of H–O predictions. 
6. Problems for factor price equalisation. 

7. Explain the Samuelson–Jones Specific Factors Model and analyse the effects of a change in the relative price of a commodity on factor incomes.
This is a particularly useful analytical question.
Answer Outline:
Assume:
· Two goods. 
· Three factors. 
· Labour is mobile. 
· Land is specific to one sector. 
· Capital is specific to another sector. 
If the relative price of one good rises:
· Output in that sector expands. 
· Demand for labour in that sector rises. 
· The return to the specific factor in that sector rises. 
· The specific factor in the other sector may lose. 
· The effect on mobile labour must be examined in terms of real wages. 
Main conclusion:
Trade creates both winners and losers within a country.
A similar type of question asking students to analyse the effect of a change in relative price on the incomes of land, labour and industry-specific factors appears in available International Economics previous-year examination material. 

D. Numerical/Application-Based Questions You Should Include
These are especially useful for preparing students for university-level analytical questions.
1. Ricardo Numerical Question
Two countries, A and B, require the following labour hours:
	Country
	Cloth
	Wine

	A
	4
	8

	B
	6
	9


Questions:
1. Calculate the opportunity cost of cloth and wine in both countries. 
2. Identify the comparative advantage of each country. 
3. Determine the pattern of specialisation. 
4. Explain the basis of mutually beneficial trade. 

2. Another Comparative Advantage Question
Country X can produce:
· 10 units of cloth or 20 units of wheat. 
Country Y can produce:
· 8 units of cloth or 12 units of wheat. 
Questions:
1. Calculate the opportunity cost of one unit of cloth in both countries. 
2. Identify which country has comparative advantage in cloth. 
3. Identify which country has comparative advantage in wheat. 
4. Suggest the direction of trade. 

3. Factor Abundance Question
Suppose:
· Country A has a higher labour–capital ratio than Country B. 
· Country A has a lower wage–rental ratio than Country B. 
Questions:
1. Which country is labour-abundant? 
2. Explain the physical definition of factor abundance. 
3. Explain the price definition of factor abundance. 
4. What type of commodity is Country A expected to export according to the H–O theory? 

4. Specific Factors Application Question
Suppose a country produces agriculture and manufacturing goods.
· Land is specific to agriculture. 
· Capital is specific to manufacturing. 
· Labour is mobile. 
The relative price of agricultural goods increases.

Q1. Explain the Heckscher–Ohlin theory of international trade.
Introduction: The Heckscher–Ohlin theory explains international trade mainly through differences in the relative factor endowments of countries. Unlike the Ricardian theory, it does not require technological differences as the primary cause of comparative advantage.
According to the theory, countries differ in the relative availability of factors such as labour and capital. A country with relatively abundant labour has relatively cheap labour, while a country with relatively abundant capital has relatively cheap capital. Since goods differ in their factor intensity, a country can produce goods using its abundant factor relatively cheaply.
Thus, a labour-abundant country tends to export labour-intensive commodities and import capital-intensive commodities. A capital-abundant country tends to export capital-intensive commodities and import labour-intensive commodities.
The theory is based on assumptions such as two countries, two goods and two factors, identical technology, constant returns to scale, perfect competition, factor mobility within countries, factor immobility between countries and absence of transport costs and trade barriers.
Conclusion: The H–O model explains comparative advantage through factor abundance and provides an important alternative to the Ricardian productivity explanation.
Q2. Explain the Factor Price Equalisation theorem. Distinguish between absolute and relative factor price equalisation.
The Factor Price Equalisation theorem is an important implication of the H–O model. It states that free trade in goods can lead to equalisation or convergence of factor prices between countries even when factors themselves do not move internationally.
When a labour-abundant country exports labour-intensive goods, demand for its labour rises and its wage tends to increase. In a capital-abundant country, greater competition from labour-intensive imports tends to reduce the relative reward to labour. Similar adjustments occur in the return to capital.
Absolute factor price equalisation is the stronger result. It means that the actual wage and return to capital become equal across countries: wA = wB and rA = rB.
Relative factor price equalisation means that the ratio of factor prices becomes equal: wA/rA = wB/rB. Relative equalisation is less demanding than complete equality of absolute factor prices.
The theorem depends on strong assumptions such as identical technologies, perfect competition, free trade, constant returns, no transport costs and incomplete specialisation.
Conclusion: Factor price equalisation shows how trade in goods can act as an indirect movement of factor services, but complete equalisation is unlikely in the real world because the assumptions are rarely fully satisfied.
Q3. Explain the Specific Factors model of international trade.
The Specific Factors model is mainly a short-run model in which some factors are specific to particular industries while another factor is mobile between industries. A standard version has labour as the mobile factor, with capital specific to manufacturing and land specific to agriculture.
Suppose the country exports manufactured goods. The price of manufactured goods rises. The return to manufacturing-specific capital increases, while the return to agriculture-specific land tends to decline relative to the price of manufactures. Labour moves toward manufacturing because it is mobile.
The model therefore shows that trade has distributional effects. Owners of factors specific to the export sector tend to gain, while owners of factors specific to the import-competing sector tend to lose. The effect on mobile labour is more complex because workers gain from higher wages but also face changes in the prices of both goods.
Conclusion: The Specific Factors model is useful because it explains short-run trade effects and the political conflict between groups that gain and lose from international trade.
Q4. Explain the Leontief Paradox and its significance.
The Leontief Paradox arose from Wassily Leontief's empirical test of the H–O model for the United States. Since the United States was considered capital abundant, the H–O model predicted that U.S. exports would be capital intensive and imports would be labour intensive.
Leontief's input-output analysis produced the opposite result: U.S. exports appeared to be relatively labour intensive compared with import substitutes. This contradicted the simple H–O prediction.
Several explanations have been proposed. U.S. labour was relatively skilled, so human capital may have made the labour input more productive. Technology differences, trade restrictions, natural-resource content, consumer preferences and measurement problems may also have influenced the result.
Conclusion: The Leontief Paradox did not eliminate the H–O theory, but it demonstrated that a simple two-factor model cannot explain every observed trade pattern and encouraged economists to incorporate human capital, technology and other factors.
Q5. What is factor intensity reversal? Explain its implications for the H–O model.
Factor intensity reversal occurs when the same commodity is labour intensive relative to another commodity in one country but capital intensive relative to that commodity in another country.
This can happen because countries face different relative factor prices. Producers may therefore choose different techniques of production. A good produced using relatively more labour in one country may be produced using relatively more capital in another.
The phenomenon creates a problem for the standard H–O model because that model assumes that the ranking of goods according to factor intensity remains the same across countries. If the ranking changes, the prediction about which country has a comparative advantage becomes less straightforward.
Conclusion: Factor intensity reversal is an important limitation of the simple H–O model and demonstrates the importance of production techniques and relative factor prices.
Q6. Discuss the empirical problems of the H–O model.
The H–O model provides a powerful theoretical explanation of trade, but empirical evidence has revealed difficulties. The most famous is the Leontief Paradox, in which U.S. exports appeared to be labour intensive despite U.S. capital abundance.
Another difficulty is factor intensity reversal, which means that the same good can be labour intensive in one country and capital intensive in another. Other problems arise from technological differences, human capital, natural resources, trade barriers, economies of scale, imperfect competition and differences in consumer preferences.
These findings do not mean that factor endowments are irrelevant. Rather, they suggest that actual trade patterns are determined by several interacting factors. Modern trade theory therefore combines factor endowments with technology, skills, economies of scale, product differentiation and trade costs.
Conclusion: Empirical testing has encouraged the development of richer models of international trade rather than simply rejecting the H–O approach.
19. IMPORTANT SHORT-ANSWER QUESTIONS
Define the Heckscher–Ohlin model.
What is factor abundance?
What is factor intensity?
State the Heckscher–Ohlin theorem.
What is the basic difference between the Ricardian and H–O theories?
What is factor price equalisation?
Define absolute factor price equalisation.
Define relative factor price equalisation.
State two conditions for factor price equalisation.
What is the Specific Factors model?
Why is the Specific Factors model considered a short-run model?
State the main finding of the Leontief Paradox.
What is factor intensity reversal?
Why is factor intensity reversal a problem for the H–O model?
Give two limitations of the H–O model.
20. LONG-ANSWER QUESTIONS FOR EXAMINATION
Explain the Heckscher–Ohlin theory of international trade with its assumptions and main proposition.
Explain how factor abundance determines comparative advantage under the H–O model.
Explain the Factor Price Equalisation theorem. Distinguish between absolute and relative factor price equalisation.
Discuss the assumptions and limitations of the Factor Price Equalisation theorem.
Explain the Specific Factors model and discuss the distributional effects of international trade.
Distinguish between the H–O model and the Specific Factors model.
Explain the Leontief Paradox. Why did it challenge the H–O model?
Discuss the possible explanations of the Leontief Paradox.
Explain factor intensity reversal and discuss its implications for the H–O model.
Discuss the empirical testing of the H–O model with special reference to the Leontief Paradox and factor intensity reversal.
Critically examine the Heckscher–Ohlin theory of international trade.
21. QUICK REVISION CHART
	Concept
	Remember This

	H–O theory
	Trade arises from differences in relative factor endowments.

	Factor abundance
	Relative availability of labour, capital etc.

	Factor intensity
	Relative use of a factor in producing a commodity.

	H–O theorem
	Export goods intensive in the relatively abundant factor.

	Absolute FPE
	Absolute factor prices equalise: wA = wB, rA = rB.

	Relative FPE
	Factor-price ratios equalise: wA/rA = wB/rB.

	Specific Factors
	Some factors are industry-specific; labour is mobile.

	Leontief Paradox
	U.S. exports appeared labour intensive despite U.S. capital abundance.

	Factor intensity reversal
	A good can switch from labour intensive to capital intensive across countries.


22. HOW TO WRITE A 10-MARK ANSWER
Start with a clear definition or introductory paragraph.
State the main theorem or proposition in a separate paragraph.
Explain the mechanism step by step rather than merely listing points.
Write important assumptions under a separate heading.
Use a simple numerical or country example wherever possible.
Draw a neat diagram when the question involves factor prices, production or trade equilibrium.
Include a separate section on limitations or empirical evidence for questions asking for critical examination.
End with a short conclusion that directly answers the question.
Note: Terminology can vary slightly between textbooks. Students should follow the terminology used by their prescribed university text while retain
