
International Trade and 

Income Distribution



The Specific Factors (SF) Model

Opening a country to trade generates winners and losers. The Specific Factors 
model helps explain who gains and who loses.

It is called the specific-factors model because land is specific to the agriculture 
sector and capital is specific to the manufacturing sector; labor is used in both 
sectors.

The Ricardian model implies that free trade increases relative prices in the 
export sector and decreases relative prices in the import sector, and this in turn 
affects the earnings of factors of production.



Production Structure in the SF Model

Unlike the Ricardian model, production is subject to diminishing returns, i.e., marginal products are 

decreasing. 
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