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SS theorem: intro

« Afallin the relative price of a good will lead to a fall in the return to the
factor used most intensively in production of the good, and conversely, to a
rise in the return to the other factor

- JPgoodl -> | Returnfactorl (used for goodl) - T Return factor2 (used for good2)

SS is based on neoclassical assumptions:

'+ aworld of very few produced goods
* perfect competition between and within countries

» complete factor mobility within countries (but no mobility between
countries)

* no transport costs and
* tradability of all goods




Application to labour

|goodslwlll rise in S|(I|| rich countrles and fall in Skl|| -poor countries.

« As this happens, SS predict é rise in skilled wages énd afallin |
- Junskilled wages in the sklll rich countries. |
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* States that mcreased trade with developing countr|e5| ‘has probably
|played some part in the W|den|ng wage inequalities |

. Supports the idea that increasing trade with developmg countrles\ has
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The implications of this model are disturbing
for advanced countries

* The current globallsatlon tendency can be seen as an opening up to |
mcreased trade between the skill-rich advanced countries and '
' developlng countries. '
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|the expense of falllng unskilled wages and increasing inequality.

Benefits from trade
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How to mitigate wage inequalities
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* Contrary to what Stolper-Samuelson might suggest, governments |

'have considerable power to mitifate rising wage differentials by use
‘of education and training policy o increase workforce skills:

* But, Stolper-Samuelson' doubts on the popular policy response: to
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