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Chapter 2

COMPARING THE BALANCE OF PAYMENTS 
OF NORTHERN AND SOUTHERN EUROPEAN 

COUNTRIES IN TERMS OF HECKSCHER OHLIN 
THEORY 

Salih KALAYCI1

1. INTRODUCTION
The comparative advantage theory, which was based on the difference of labor 

productivity, is inadequate to explain the reasons for this difference, and Heck-
scher-Ohlin “Theory of Factor Endowments” was developed. In the model of 2 
x 2 x 2, which is assumed to be used by two countries, two commodities and two 
factors of production (labor and capital), it is also stated that countries are dif-
ferent in terms of factor equipment’s and goods are different from each other in 
terms of factor densities; it is assumed that according to scale in production the 
law of fixed income is valid (Seyidoglu, 1999: 64).  

The Heckscher-Ohlin Theory is based on a very clear, simple and rational 
thought. The main idea that is defended in theory can be expressed as follows: If a 
country has rich production factors, it produces comparative advantages in goods 
that require its production in a highly intensive manner (Seyidoglu, 2015:84).

Factor Endowments: The Heckscher & Ohlin Model, which will be discussed in 
the future, is the first model dealing with the origin of the Comparative Advantages. 
Heckscher & Ohlin’s observations demonstrate that some countries have more capital 
in the form of machinery, buildings and other production tools; some countries have 
more workforce. We see that the country in the left panel of Chart 1 has a high level 
of production factor (eg labor). This shows that the equilibrium price of labor, ie P0, 
is relatively low. In contrast, labor supply in the country’s right panel is relatively low. 
This naturally leads to a higher price balance, ie a higher wage level (See Figure 1).

In this case, labor supply is more expensive in the country with more labor. 
Therefore, the production of labor-intensive goods is more profitable than the 
production of goods that use less labor but require more capital or other inputs. 
Therefore, the relative prices of input factors create comparative advantage over 
the supply of these factors (Heckscher and Ohlin, 1991).
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1980 to 2013 as annual by taking into account the variables of BOP, energy use, 
air transportation and inflation. Data is derived from World Bank’s offical web-
site. According to result of econometric findings, air transportation and energy 
use affects BOP significantly for northern countries.

Heckscher Ohlin theory is one of the most important international trade theo-
ries which includes labor and capital intensive good and its production. Consider-
ing the both northern and southern countries, Finland, France, United Kingdom 
and Netherlands produce capital intensive goods and Turkey, Italy, Greece and 
Spain labor intensive goods. The panel data test of this paper demonstrates as 
empirically. According to research results of northern countries the impact of 
energy use on balance of payments is remarkably which is founded as 0.0000 
(See Table: 2). On the other hand, the research results of southern countries in 
terms of the correlation of energy use on balance of payments is low which is 
founded as 0.2508. Thus, southern countries achieve to transfer its energy source 
efficient area in order to increase trade surplus of current account balance. The 
other main component of BOP is capital account that 4 northern countries attract 
more FDI and portfolio investment due to stable political confidence. In addition, 
northern countries’ trade deficit is less than southern countries which is mostly re-
lated with Heckscher Ohlin’s trade theory (See Figure:2 and Figure:3). However, 
considering to southern countries, they more focus on labor intensive goods and 
its production instead of capital intensive goods. For this reason, southern coun-
tries should more concentrate on technology based production by increasing their 
know-how. Besides, they should invest in research and development especially 
Turkey and Greece rather than construction sector.
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