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Context

Recent Tariffs
and Economic
Debate

Key Idea: Different models
highlight different effects of
the same policy.
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HOW do different trade
models interpret the
same tariff shock

Core differently?
Question

This project compares the Ricardian, Heckscher-Ohlin, and
Specific Factors models to evaluate how theoretical
frameworks shape economic interpretation.
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Ricardian Model

Core Assumptions
o Countries differ in productivity (tech)
e Labor is the main factor of production
o Trade is driven by comparative advantage

What the Model Focuses On
o Efficiency and specialization
e Gains from trade
o Aggregate outcomes (not individuals)

Predicted Effect of a Tariff

o Reduces specialization
o Distorts comparative advantage
o Decreases overall efficiency

Who Giains/Who Loses

e Gains: Some domestic producers (short-tern)
o Loses: Consumers (higher prices) & Economy overall

(lower efficiency)

What the Model Ignores

e Income distribution
o Factor differences
o Short-Run Adjustment
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Heckscher—-Ohlin

Core Assumptions
e Countries differ in factor endowments (e.g., labor vs
capital)
o Goods require factors in different intensities
o Factors are mobile wWithin countries but not across
countries
What the Model Focuses On
o« HoW trade affects income distribution across factors
o Relationship betwWween goods prices and Wages
e Long-run adjustment

Predicted Effect of a Tariff

o Changes relative prices of goods
o Alters returns to different factors

Who Giains/Who Loses

o Gains: Factor used intensively in protected
industries (e.g., capital or skilled labor)

o Loses: Other factors (e.g., unskilled labor, or the
opposite factor group)

What the Model Ighores
o Imperfect substitution across goods
Industry-level frictions
ﬁég? Real-world complexity of labor markets
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Specific Factors

Core Assumptions
o Some factors are industry-specific in the short run
e Labor is partially mobile, capital is not
o Adjustment across sectors is slow

What the Model Focuses On
e Short-run income distribution
o Industry-level impacts
o Political incentives for protection

Predicted Effect of a Tariff

« Expands protected (import-competing) industries
e Raises returns in those sectors
o Shifts labor across industries

Who Giains/Who Loses
e Gains: Owners of capital in protected industries &
Workers tied to those industries
o Loses: Workers in other sectors & Consumers (higher
prices)
What the Model Ighores
o Long-run adjustment (eventual mobility)
o Economy-wide efficiency
o Global trade structure
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Specific Factors
Perspective

Policy Implication:
Tariffs are politically
attractive because they
benefit visible groups,

even if they reduce

overall efficiency. gg
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Every ® model offers
a - different
interpretation ¥ of
trade.: Understanding
assumptionse®reveals
the 8 bigger&picture.
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