Exercise walk-through

The Production Possibilities
Curve

AP Microeconomics
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The production possibilities curve

. A
machines A — all resources used
(efficient)

S~

C — not possible
with today's resources

B_ ”

resources wasted
(e.g. unemployment)

»

food

The production possibilities curve (PPC)

Read A, B and C.
Which points are feasible now?
Which uses resources efficiently?

Can output rise without moving
the frontier?

shows maximum fea-

sible combinations with current resources and technology.
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The production possibilities curve, in detail
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A production possibilities curve: efficient, inefficient, and unattainable points
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L Production possibilities

Points on
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C — not possible B: feasible, but resources are idle
with today's resources .
or misallocated.

Ppe A: productively efficient
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B to the frontier uses existing capacity. Economic growth shifts the
frontier outward. Productive efficiency does not identify society's preferred out-
put mix.
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Why the curve bows outward

wheat forgone

Efficient combinations OCsteel = ,
steel gained
Wheat Steel 20
A 100 0 OCp_B = 30 ™ 0.67 wheat per steel
B 80 30 20
C 50 50 OCg_sc = 20 = 1.5 wheat per steel
The law of increasing opportunity cost . resources differ in

suitability. Expanding steel sacrifices progressively more wheat per unit.



AP Microeconomics

Exercises 2.1:2.3

2.1 State what a point on the PPC represents. 1]

2.2 State what a bowed-out PPC shows about opportunity cost. 1]

2.3 A country moves from 8 wheat and 30 cloth to 12 wheat and 20 cloth. Find the
opportunity cost of the 4 extra wheat. 2]



AP Microeconomics

Exercises 2.1:2.3

2.1 State what a point on the PPC represents. 1]

2.1

« an efficient, fully-employed use of all resources

2.2 State what a bowed-out PPC shows about opportunity cost. 1]

2.2

« the opportunity cost increases as more of a good is produced

2.3 A country moves from 8 wheat and 30 cloth to 12 wheat and 20 cloth. Find the
opportunity cost of the 4 extra wheat. 2]

2.3

« cloth falls from 30 to 20, a loss of 10 cloth; so 4 wheat cost 10 cloth



AP Microeconomics

Exercises 3.1-3.2

3.1 A point inside the PPC is 1]
D A efficient

B inefficient

C unattainable

D optimal

3.2 A straight-line PPC shows 1]

D A increasing opportunity cost
B constant opportunity cost

C zero output
D economic growth
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Exercises 3.1-3.2

3.1 A point inside the PPC is 1]
D A efficient

B inefficient

C unattainable

D optimal

3.1B

o inefficient.

3.2 A straight-line PPC shows 1]

D A increasing opportunity cost
B constant opportunity cost

C zero output
D economic growth

3.2 B

e constant opportunity cost.
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Exercise 3.3 (a)

3.3 An economy’s resources and technology both improve.

(a) State the effect on the PPC.
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Exercise 3.3 (a)

3.3 An economy’s resources and technology both improve.

(a) State the effect on the PPC.

(a)

e it shifts outward
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Exercise 3.3 (b)

3.3 An economy’s resources and technology both improve.

(b) Name the process.
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Exercise 3.3 (b)

3.3 An economy’s resources and technology both improve.

(b) Name the process.

(b)

e economic growth
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Exercise 3.3 (¢)

3.3 An economy’s resources and technology both improve.

(c) State whether a previously unattainable point may now be reachable.



AP Microeconomics

Exercise 3.3 (¢)

3.3 An economy’s resources and technology both improve.

(c) State whether a previously unattainable point may now be reachable.

()

e yes



