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Topic 14: Large Country Trade Model
Large Country Trade Equilibrium (Not in book)
Last time, we looked at what happens when a small country opens up to trade. Today we are going to look at trade between two countries that are big enough to influence the world price.
Suppose we look at the market for iPhones in the USA and in Canada.
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Suppose USA and Canada don’t trade. What is the equilibrium price and quantity? 

Minimum Price with free trade: 

Maximum price with free trade:
Suppose the price is $80.
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Equilibrium price and quantity traded:

Trade Surplus:
Trade Deficit:
Balanced Trade:
Causes of USA trade deficits:
Price of iPhone
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