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Today’s goal
¢ Understand how trade between two countries arises from comparative advantage.

* Analyze supply and demand interactions in international markets and determine

equilibrium world prices and trade quantities.

Practice Questions

1. Consider the following graph on the market for avocados in Mexico and the US:

US avocados Exp/lmp Mexican
avocados
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Assume that the Mexican market has the following supply and demands:

MX =100 — 2P
¥X=2043pP
and the US market looks like this:
QP =80—P
§®=10+05P

(a) Find the equilibrium in the two markets without trade.

(b) Assume the world price is P = 30, what are the imports for the US and the

exports for Mexico?

(c) Now find the world price and the quantities traded between Mexico and the

US in equilibrium.



