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After studying this lecture, you will
be able to:

= Define the Production Possibility

frontier (PPF) and wuse it to
calculate Opportunity cost

= Explain How the production

possibilities frontier (PPF)
illustrates production efficiency,
and Scarcity

Show How economic growth
influences the Production
Possibility frontier (PPF)
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* Points on/ Along the PPF (A, B,C, D, E):
(A, B,C, gy OLOK| (G 394> Jgb e blall Efficient, Attainable
wdﬁm‘@/w bl (¢4 :D, E): * Efficient: full employment of

)yl gall JoUI plusuiwdly Jasdll (45 o resources
dud! de gazma Y L] 39d 312, e The production possibilities

BelaSsy gz lis] ySau 6J| S lodsdlg frontier shows the. combination
of goods and services that can

be produced efficiently

L= l] Sy tlgde Jguazddl (Son [ gadonil] LB

BWl> d>liadl 3yl g0l * Attainable: Can be produced by the
Olgius (928l ZYl Gl 33»_,3_19.: current available resources
e Jgmamdl 5 Ses /lginds u-i—w & gyl e The production possibilities

frontier shows the maximum
levels of production that can be
attained.
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* Points inside the PPF (F): Inefficient, Attainable . _
o p Attainable or Efficient
* Inefficient: Underemployment of resources 214 A Unilization of resources
181 g C i Unattainable
* Attainable: Can be produced by the current > 15+ < G Combination
available resources B124 P e
9+ F*< \ Inefficient
4 \E Utilization of
B 48 12(F): Y OB goxke J3Is bl o © K Rz
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* Points Outside/ Beyond the PPF (G): Unattainable p Attainable or Efficient
(Can nor be produced by the current available 21y S, Wiillzationmof fesources
resources) 18T C < Unattainable
> 15 b G Combination
* Unattainable: Can not be produced by the §12" P Attainable or
current available resources 9+ et ~__ Inefficient
64 \E Utilization of
34 % Resources
Y ¢ Grail) b p2: (G) CW‘ O] gonio @L> bl . — . NP
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Chapter 1) the PPF& scarcity
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Chapter 1) the PPF& scarcity
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( attainable , unattainable )

» All points Outside/ Beyond PPF as point (G) are unattainable and
illustrate the concept of scarcity.

o Because there simply are not enough resources to produce any
of these combinations of outputs
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( attainable , unattainable )
p Attainable or Efficient
» All points On PPF as points (A, B, C, D, E) or Inside PPF as point (F) are 21y 'AW Utilization of resources
attainable and illustrate the concept of scarcity. 18 ¢ Unattainable
15 ¥ G"* combination
o Because while moving along/On the PPF to increase the production 812 \D

of one good requires that the production of another good be Attainable or

. : : 9 Fr e ™ Inefficient
reduced (Trade-Off) , which also illustrates scarcity ; E Utilization of
3 \. Resources
Ol goue J513 9I(A, B, C, D, E) JaisS Y bl (aoxio (Je blaul g L (. | -
Bl pogie zbsly e Ul (Sang lghuds oSa(F) JaiiS Uy O 1 2 3 4 5 6
Good X
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( attainable , unattainable )
o i.e., while moving along/On the PPF from point D Attainable or Efficient
B to C, this will lead to increase the production 21~ S Unilization of fesources
of good (X) and this requires the production of 18+ Unattainable
good(Y) be reduced, which also illustrates 5. 15 & 6% combination
scarcit 34
Y 812 v \P Attainable or
oo Yl Ol gxie gk e ol Ll 4l gl e il \E :.?t?hfgg:;: of
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(Efficient, Inefficient)
;EfflClenCVI; full | £ : JP Attainable or Efficient
means t' e full employment o resources in 21 Ae— Urilization of resources
production; all resources are fully utilized 18 ~.B
¢ ~_ Unattainable
> 15 Y ~~  Combination
:Belas| § 12 \P Attainable or
o G WY § Ylsell Sl plascdl a5 9 d T Inefficient
Jo8 S 319l auns pldseiu 6 \E Utilization of
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(A, LS Yl L)

(Efficient, Inefficient)

32Ul e Efficiency:

. > Efficient combinations of output
will always be on the PPF as points
(A,B,C, D, E)

o Movements along the PPF

. illustrate that producing more of
one good requires producing
less of other good. This
observation reflects the result
that a tradeoff must be made
when producing output
efficiently

h

Attainable or Efficient
21+ A‘—B Utilization of resources
18+ " i s Unattainable
» 15+ + G Combination
g 12T P Attainable or
9+ F' ¢ — Inefficient
6+ \E Utilization of
\, Resources
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(Efficient, Inefficient) \

e |Inefficiency:
» means the Underemployment of resources in production; 21-
all resources are not fully utilized

Attainable or Efficient
B 4—-8 Utilization of resources

184+

o i.e., one or both outputs may be increased without o s Unattainable
decreasing the other output level. > 15+ W G Combination
» Inefficient combinations of output will always be inside the =B 124 ) \D )
BelaSdl pus 9+ F \ Inefficient
JoSIL 3ylgall gunzr plisil @i Y Cu Y § lgoll i path o 6+ \E Utilization of
il oo e : et a s F o \. Resources
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J p Attainable or Efficient
. - . B 21 ,4— Utilization of resources
Opportunity cost: The ur-uts you give up/ sacrifice of 18 N W PR
one good to get extra units of the other good 515 G**™ Combination
§ 12 \‘9 Attainable or
. . . 9 F A Inefficient
dadws cpo @ 2o/ e ds W Ol gl dbuld/ duo b)) dalss s
A, 2 - 6 \E Utilization of
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ey WD
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59 |p A Attainable or Efficient
. . . . T4 Utilizati f res es
e The negative slope of PPF illustrates the concept of opportunity cost (the marginal 184 <z s :::::nable
rate of transformation (MRT)), > 15+ NC  6** Combination
o Which implies that whenever moving along PPF to increase the production of 812+ D A
one good, we must decrease the production of the other good. (Trade off in 94 F ¢ — Inefficient
choices) 64 \E ;J:Lz::g: of
o i.e. At given resources, production of both the goods cannot be increased 3T \ p
together. More of good Y can be produced only with less of good X as resources 0] 1 2 ; j ; é
are scarce Good X
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Attainable or Efficient
21+ A‘_B Utilization of resources
e Opportunity cost of good X in terms of good Y = | AY/AX| BT X C e Unatiainable
> 15+ W G Combination
e Opportunity cost of good Y in terms of good X=| AX/AY | (%12" P Attainable or
9+ F' ¢ . Inefficient
) ) ) ) ) 64 \E Utilization of
|AY/AX]| = Y aadidl Cpo (poX daded) dbudl dpoyall 4085 o 4 \ Resources
1 I 1 1 1 \..' p
| AX/AY | = X dalidl Cum (0¥ daluad) Al 22K o 01 5 34 & ¢
Good X ‘
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Numerical example
Y
3,000
Start at point C (800X , 1500Y), 2,000
If we want to increase the number of good Y to 2000, so
we will move along PPF from point C to point B, At point 1,500
C (800X , 1500Y) aaiill cypolaul e X

e Jgb (e i Bgud 2000 JY pdd! due 8L Bayl13] e
B (600X, 2000Y ) &asill wic (B dkaad JJC daidl c,oPPF
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Numerical example

Y
3,000

-So, to increase the production of good Y by 500 ( 2000-1500) , 2,000 |
We must decrease the production of good X by 200( 800-600) 1,500

<500 (2000-1500) JldiesY daludl 7| 8L3) (i)
P X
200 (800-600) ,ldasX dalud! ZU5) Jdas bde Com 0 600 800 1,000
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\
Numerical example
-Opportunity cost of good Y in terms of good X = |the decrease in X /
Y|
3,000
= Opportunity cost of good Y in terms of good X =
|200/500| = 0.4, 2,000
= Means The cost of producing one more unit of good Y is
giving up 0.4 units of good X 1500
ésagyn/xwugawux daludl Cuz (oY dadud) dbudl Aoyl 4SS
Y daludl X

|200/500| = 0.4, = X dalud! Cum oY daded) dbud! dpo )l 4K
o0 84>90.4 e S5 (Y Aaludl e &8s Baxlg Busg LS| a5 OF aa Moy o

X dalud!
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Why does the PPF concave?
Y +1X,-2Y)
15 8 | creasing
14 e :f’“g“""' (X
» The Concavity of the PPF means that as the quantity 2 l‘ | V (+1X,-37)
produced of each good increases, So when one factor is v‘
shifted from the production of one good to another, then its A4
productivity falls, causing marginal opportunity cost of 1
increasing product to rise, zl K
Jole Sy Lodiad cadas S (yo dominall &aSI 8303 po GIPPF yai3 a3 5> 1
WS plas)) (3 s Lo clgipr ] (a5 5y ] dadas Z15] e Al T i
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Chapter 3) the PPF& opportunity cost
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Why does the PPF concave?

As we move down along PPF 15

14

— produce additional unit of one good
— more and more units of the other good needed to be |
sacrificed - The opportunity cost increases

— Causes the concave shape of PPF

PPFWJ#J-‘JMN“%’U@
B9 dakew (o ABLS) Bu>9 Cb.:\

+1X,-2Y)

o

Increoung

nity cost
of gOOg

3Y)
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WYl OS] (soved jadall SSadl (§ eld cunds o
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Why does the PPF concave?
Numerical example

1) Starting at point B (1X,14Y)

2) B=>C: if we move down to point (C) to produce additional unit of good
X - so we will sacrifice 2 units of Y (14-12) so we will move to point C

(2X, 12Y)
opportunity cost for good X = |AY/AX| =

(1X,14Y) : B daadl ;e 2

o Bgud X > dabidl (3o 8L5| By ZBY(C) Aadd)l J) Wasl 1IBSC o
(2X, 12Y):C dail J) Jaiics 1 ¢Y (14-12) oo (g

\_ |AY/AX| =2 =X dalel) Ayud) dioyall 425 o

15
14

+1X,-2Y)

v’%

Increosmg
opportum
of 8
3Y)

N
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Why does the PPF concave?
Numerical example

of good X = so we will sacrifice 3 units of Y(12-9 ) so we will
move to point D (3X, 9Y)

e opportunity cost for good X = |AY/AX| =

X D daludl o 48ls) Bd>g ZzWY(D) dddl J) Llasl 13]) C->D:
D (3X, daddl J] Jaudw IJY(12-9) o Old>g S (suind Sguud
9Y)

|AY/BX | =3 = X daduudd dbod) dyo,all 425

3) C=2D: if we move down to point (D) to produce additional unit :3 |

Y

12

o
T

+1X,-2Y) . ,
lncrcoung
i | opportuni cost

q el

0
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Why does the PPF concave?

Numerical example

1X,-2Y)
A Increasi
4) So, as we move down along PPF (B=C =D) = . SN Ofpom:?
; | ’, o good (X)
e Good (X) increases c W+, 3YI
e Sacrifice more and more of good (Y)
e opportunity cost for good X increases 9
e 5o, the PPFis concave

PPF (B>CD) caowinll Jgb (de Jiud) 3y Lodis ol |
(X) dadudl 5335 o
(Y) dadeadl po dojon dmepadl o
(X) daded) Aoudl Aoyl ARKS Bla35 o |
S28ePPF aouie Ol (I o
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Economic growth shifts the PPF outward.
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Chapter 4) the PPF& Economic Growth
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» The two key factors that generate economic growth
are
1) Technological change
= allows an economy to produce more of goods
with the same amount of limited resources

tla2 ($3LaiBYI gl Ol g3 O Ol I ODalall
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Chapter 4) the PPF& Economic Growth
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Y
» The two key factors that generate economic growth areo

2) Capital accumulation (human capital).
= The growth of capital resources including human
capital, Means that an economy has increased its -
available resources for production of goods.

1o ($aLaidYI gaidl Ol g3 OIAUI Olewunt 1 Ol
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The production possibilities frontier represents .
A) the maximum number of resources available at any given
time.

B) combinations of goods and services that do not fully use
available resources.

C) the maximum rate of growth of output possible for an
economy.

D) the maximum levels of production that can be attained.

When producing at a production efficient point,
A) our choice of the goods can be either on or within the
production possibilities frontier

B) we can satisfy our all wants

C) the opportunity cost of another good is zero

D) we face a tradeoff and incur an opportunity cost
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A production possibilities frontier figure does NOT
illustrate .

A) the limits on production imposed by our limited
resources and technology.

B) who gets the goods.

C) opportunity cost.

D) attainable and unattainable points.

Scarcity is represented on a production possibilities
frontier figure by
A) the amount of the good on the horizontal axis
forgone.

B) the fact that there are only two goods in the diagram.
C) technological progress.

D) the fact there are attainable and unattainable points.
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A country that must decrease production of one good in
order to increase the production of another

A) must be using resources inefficiently.

B) must be producing on its production possibilities
frontier.

C) must be producing beyond its production possibilities
frontier.

D) must have private ownership of property.

Production points inside the production possibilities
frontier .

A) are unattainable.

B) are attainable only with the full utilization of all
resources.

C) are associated with unused or misallocated resources.
D) result in more rapid growth.
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Think
Consider the PPFfor office buildings and housing shown A
Ao gall OSwYlg Sl el
i Ul afd | u| sy Ll j Pl PF ‘é ,Ss‘ in the figure. Which point in the diagram shows that
W ylgadl O Zubgs 3 . 3 . S5 resources to produce office buildings and housing are
AE S "3"""'""’” i Ol 4uSal dt‘“‘" gy being misallocated, unused, or both?
SlagslS’ of ¢ JolS' JSio alusuiul @i Y o &2 A)Point F
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Think
ZWYI dadi Jio3, JSEd (§ zWYI O] dgu> I a Refer to the production possibilities frontier in
) s aais the figure. Production point
ol A ae :p represents an production point.
kol AL ag cc A) b; unattainable.

B) ¢ unattainable.

O
o
T

“’QSJ& € C) e, inefficient.

L85 e D) ¢ inefficient.

I
(@]

N
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Consumer goods (millions per month)
W
o

o

0 10 20 30 40 50
Capital goods (millions per month)
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A president of the United States promises to produce more
defense goods without any decreases in the production of
other goods. This promise can be valid

A) if the United States is producing at a point on its production
possibilities frontier.

B) if the United States is producing at a point inside its

production possibilities frontier.

C) if the United States is producing at a point beyond its
production possibilities frontier.

D) only if the production possibilities frontier shifts rightward

Using the production possibilities frontier model,
unemployment is described as producing at a point
A) on the exact middle of the PPFcurve.

B) on either end of the PPFcurve.

C) inside the PPFcurve.

D) outside the PPFcurve.
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When resources are assigned to
inappropriate tasks, that is, tasks for which
they are not the best match, the result will
be producing at a point

A) where the slope of the PPFis positive.

B) where the slope of the PPFis zero.

C) inside the PPF.

D) outside the PPF.

The figure above illustrates Mary's
production possibilities frontier. If Mary
wants to move from point b to point ¢, she
must

A) improve technology.

B) increase the accumulation of capital.

C) give up some of good Yin order to
obtain more of good X.

D) give up some of good Xin order to
obtain more of good Y.
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=>t) Hb| )yl dlads Wis il Ol b 4y Sas A nation can produce at a point outside its PPF
Sy ‘Mi 2o =5 lois) i A) when it trades with other nations.
S e S il bedie) o B) when it prodt_Jces inefficiently.
e ] Blas oy Lemr bl Lol gk bl Loy odis) 2 C) when its PPFis bowed out.
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9 ($3LaiBY! gadl JI (8352 (S gyl Jolall A key factor that leads to economic growth is
) 6 . !“‘ JWI yel S| »)3 A) human capital accumulation.
' . R B) increasing current consumption.
Sl Mg 8oL .1 . .
Lot }LLJ";Z\LM\ . |;"),!\ MJ) = C) avoiding the opportunity cost of investment.
'J. A 4B L: t;y\))c D) Both answers A and B are correct.
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Definition of PPF

The PPF& Scarcity

The PPF& Efficiency

The PPF& Inefficiency

The PPF& Opportunity cost
The PPF& Economic Growth
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