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Economics Vocabulary

HL1 Production Possibilities Curve and Gains from Trade
Production – the conversion of natural, human, and capital resources into goods and 


services

Consumption – the process of using up goods and services

Goods and Services – results of combining resources

Capital Goods – human-made resources (building, machinery, 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

Production Possibility Curve (PPC) or Production Possibility Frontier (PPF)– a curve 

showing all the possible combinations of two goods that a country can produce within a specified time period with all its resources efficiently employed at 100% capacity
Total cost (TC) – the sum of the costs of all the inputs used in production

Marginal cost (MC) – the increase in total cost resulting from a one-unit increase in 


output

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


output

Utility – the benefit or satisfaction a person obtains from the consumption of a good or 


service
Economic Growth – the ability to produce a larger total output

Investment – the production of items that are not for immediate consumption.

Capital accumulation – the growth of capital resources

Human Capital – the accumulated skill and knowledge of human beings which arise from 


their training and education

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

Productive Efficiency – the production of any particular mix of goods and services in 


the least costly way

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
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

Tradeoff – something must be given up in order to get something else

Absolute Advantage – a country has an absolute advantage over another in the 
production of a good if it can produce it with less resources than the other country

Comparative Advantage – a country has a comparative advantage over another in the 
production of a good if it can produce that good at a lower opportunity cost; i.e., if it has to forgo less of other goods in order to produce it

Specialization – the production of only one or a small number of goods

Self-sufficiency – a situation in which people produce only enough for their own 


consumption

Terms of Trade – the amount of one good or service that must be given up to obtain 
one unit of another good or service; the rate at which units of one product can be exchanged for units of another product
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