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Production Possibility Curve (PPC)

(Sloman 5th edition pages 10-13)
(Sloman 6th edition pages 12-14)
Production – the conversion of natural, human, and capital resources into 


goods and services

Consumption – the process of using up goods and services

Human capital – the accumulated skill and knowledge of human beings, 


which arise from their training and education

Goods and Services – results of combining resources

Capital goods – human made resources (buildings, machines, 
equipment) used to produce goods and services; goods that 
do not directly satisfy human wants

Consumer goods – products that satisfy human wants directly

Services – any actions or activities that are performed for a fee

goods are tangible

services are intangible

Production Possibility Curve (PPC) – a curve showing all the possible 

combinations of two goods (or groups of goods) that a country can produce within a specified time period with all its resources efficiently employed at 100% capacity.
ceteris paribus – all other things being equal

PPC indicates possible output when all resources are employed at 100% 

Efficiency

Three basic assumptions of all PPCs

1. Fixed point in time
2. With existing technology
3. Fixed amount of factors of production

Jane’s Production Possibilities: 
An Example

On Jane’s island only two products are produced, corn and cloth (wool from sheep). Only ten hours per day are available for work.

Jane’s Production Possibilities

Hrs Worked


   Corn


  Cloth 

 (per day)


 (lbs/mo)


(yds/mo)


        0

either

       0

     or

       0


        2

either

       6

     or

       1


        4

either

      11

     or

       2


        6

either

      15

     or

       3


        8

either

      18

     or

       4


       10

either

      20

     or

       5

Jane’s Production Possibility Schedule


Possibility


  Corn



 Cloth






(lbs/mo)


(yds/mo)


A


    20



     0



B


    18



     1



C


    15



     2



D


     11



     3



E


      6



     4



F


      0



     5

Draw Jane’s PPC
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Cloth (yards/month)

Trade-off – something must be given up in order to get something else; 


due to scarcity, limited resources


Not all resources readily adaptable to other uses

Trade-offs involve a cost: opportunity cost – the highest valued 


alternative forgone (or the next best alternative forgone)

PPC illustrates the economic issues of choice and opportunity cost
Opportunity cost – the amount of other products that must be forgone 


or sacrificed to obtain one unit of a specific good

Law of Increasing Opportunity Costs – the more of a product that is 



produced, the greater is its opportunity costs


Economic resources (factors of production) are not completely 

adaptable to alternative uses; a lack of perfect flexibility or interchangeability

The best suited factors of production are employed first and, as production increases, resources that would have been best suited to producing other goods are employed.

Marginal cost (MC) – the increase in total cost resulting from a one-unit 
increase in output; as less suitable factors are used, MC increases (correlates to increased opportunity costs)
Total cost (TC) – the sum of the costs of all the inputs used in 


production

Marginal benefit (MB) – the additional (extra) benefit of consuming one 


more unit of output

Marginal Cost and Marginal Benefit Curves
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Cheeseburgers

Utility – the benefit or satisfaction a person obtains from the 


consumption of a good or service; measured in utils

Util – an imaginary unit of satisfaction from the consumption of a good or 



service

Law of Diminishing Marginal Utility – the principle that as a consumer 
increases the consumption of a good or service, the marginal utility obtained from each additional unit of the good or service decreases

Economic Growth – the ability to produce a larger total output; expansion 


of production possibilities

Three regions to a PPC graph:

1. Attainable

2. Attainable but inefficient

3. Unattainable

The PPC shows total potential production when all factors of production 


are fully employed (100% efficiency).

Two ways to achieve economic growth:

1) Increased factors of production

2) Technological progress – development of new and better ways to produce goods and services

Investment – the production of items that are not for immediate 



consumption.
Growth in potential output demonstrated by an outward shift of the PPC.

Growth in actual output demonstrated by moving from point “a” to point “b” or from point “c” to point “d”

Growth in potential output would be accompanied by growth in actual output. 
Why?



Production Possibility Curve for Country A
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Consumer Goods

Present choices and future possibilities


Consumer goods versus capital goods


Capital accumulation – the growth of capital resources

Increase in Gross Domestic Product (GDP) – the total market value
of all final goods and services produced within a country in 

a specified time period


Decrease in output today is the opportunity cost of expanding 


production in the future.     
How would you graph this statement?
PPC Demonstrating Future Expansion of an Economy
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Consumer Goods

Efficiency

Productive efficiency – the production of any particular mix of goods and 
services in the least costly way; a situation where firms are producing the maximum output for a given amount of inputs
Allocative efficiency – the production of a particular mix of goods and 
services most wanted by a society in such a way that no resources are wasted and such that no one can be made better off without someone else being made worse off

Economic efficiency – a situation where each good is produced at the 

minimum cost and where individual people and firms get the maximum benefit from their resources; entails both productive efficiency and allocative efficiency

What is the optimal mix on the PPC?

Where
MB = MC
Any economic activity (production or consumption) should be expanded as long as marginal benefit (MB) exceeds marginal cost (MC) and should be reduced if marginal cost (MC) exceeds marginal benefit (MB)

Allocative efficiency is achieved where MB = MC

Productivity – Amount of output produced per unit of inputs used to 


produce it; average output per unit of input
Productivity Growth (or change) – The percentage change in productivity 



from one period to another

Price, Cost, and Benefit





Capital Goods





Corn (pounds/month)





Capital Goods
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