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a. 

a. Without knowing the number of labor hours required to produce an auto in South Korea, you can’t figure out which country has the comparative advantage in which good. Can you give an example of a number for the empty cell of the table that would give the United States the comparative advantage in the production of airplanes? What about South Korea? 
Let K be the Number of Hours to Produce One Auto in South Korea. In United States, the opportunity cost of one airplane is 800/5=160 units of autos. Assuming that S Korea’s opportunity cost to produce one unit of airplane is also 160 units of autos, thus K=2000/160=12.5. therefore, if K is greater than 12.5, e.g. K=12. Hence, the opportunity cost of producing one airplane in S Korea is 166.67 units of autos, thus giving US the comparative advantage in airplanes. Moreover, if K is greater than 12.5, e.g. K=13, then the opportunity cost of one airplane being produced in S Korea is 153.85 units of autos, thus giving S Korea the comparative advantage in producing airplanes.
b. Who has the absolute advantage in the production of airplanes? What about autos? 
Absolute advantage of the country is ability of one country to produce a particular item using fewer inputs than the other. United States has an absolute advantage of producing airplanes, as it requires only 800 labor hours while S Korea requires 2000 labor hours. As per the data given, we don’t know who has absolute advantage in production of autos. If the missing number is >5 then Us has absolute advantage in autos, if the missing number is <5, the S Korea has absolute advantage in production of autos. 
c. What exact number would you have to place in the empty cell of the table for it to be impossible that trade between the United States and South Korea could benefit both nations? 
From (a) above the missing number was 12.5, then the opportunity cost of airplane production in both countries will be 160 autos. In this case, there is no any profits that are going to be realized from the trade, this is because there is no any country that can produce either good at a lower cost than that of the other country. 
************************************************************************************
In the computers and shirts example from the chapter, the United States traded one computer to Mexico in exchange for three shirts. This is not just an arbitrary ratio of shirts to computers, however. Let’s explore the terms of trade a little bit more. 
a. Why is trading away a computer for three shirts a good trade for the United States? Why is it also a good deal for Mexico? 
In United States, the opportunity cost of producing one computer is one shirt. Thus, US is giving up one shirt to produce computer, thus receiving three shirts. In Mexico, the opportunity cost of producing one computer is six shirts.it is a good deal for Mexico since it has to give up six shirts to produce one computer on its own, thus giving out only 3 shirts to gain one computer, thus making the country better off.
b. What if, instead, the agreed-upon terms of trade were one computer for eight shirts? Would this trade still benefit both the United States and Mexico? 
The trade is going to benefit the United States, as it is going to be receiving 8 shirts than it gave up in order to produce one computer. However, Mexico would have produced its own computer with an opportunity cost of 6 shirts, thus it will not benefit Mexico. 
c. What is the maximum (and minimum) number of shirts that a computer can trade for if the United States and Mexico are both to benefit from the trade?
[bookmark: _GoBack]According to (a) and (b) above, the terms of trade are supposed to be in between the opportunity costs of producing one computer in both United States and Mexico are both to benefit from the trade, i.e. one computer should trade for more than one shirt and less than six shirts. That is, the number of shirts that are traded for each computer must be higher than one so as to advantage Us, but less than 6 shirts so as to advantage Mexico. 

