
Learning Recap

 Take a few minutes to reflect on last lesson.

 What are the three questions in the ‘economic 
problem’?

 Write a definition of ‘scarcity’



The Production Possibility Curve



Learning Objectives

By the end of this lesson you should understand:

 A definition of opportunity cost

 The fundamental nature of economics - unlimited 
wants, scarce resources and the need to make 
choices

 Production possibility diagrams and their relevance 
to the concept of opportunity cost



The Economic Problem...

 Economics is based on three key questions:

1. What goods and services should be produced?

2. How should they be produced?

3. Who should get what is produced?

 This involves making choices – a fundamental 
principle of economics.



Opportunity cost

Choice  involves making sacrifices

As resources are limited, buying one thing 
means you are able to buy less of another 
thing

Definition: the cost of an activity measured in 
terms of the best alternative foregone



Choices in Economics...
 Economics assumes that all economic agents will act 

RATIONALLY to maximise their economic objectives.

 What does being ‘RATIONAL’ mean?

 Businesses will seek to maximise profit

 Consumers will seek to maximise utility (satisfaction)

 Government seeks to maximise social benefit



Production Possibility Diagrams

 Show the different combinations of goods and 
services that can be produced with a given amount of 
resources



Production Possibility Frontiers

Provision 
of X

Provision of 
Y
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Any point on the curve 
indicates that resources 
are being fully 
employed (firm is 
‘productively efficient)

Pareto optimality: Cannot 
produce more of one good 
without producing less of 
another



Production Possibility Frontiers
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Any point on the curve 
indicates that resources 
are being fully 
employed 



Production Possibility Curves
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treatment
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See if you can 
understand this 
theory. Try to 
complete the 
worksheet provided.



Production Possibility Frontiers
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Any point on the curve 
indicates that resources 
are being fully 
employed 

Any point inside the 
curve (e.g. C) indicates 
that resources are being 
not being fully 
employed  and/or are 
being used inefficiently.
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Production Possibility Frontiers
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Any point outside the 
curve (e.g. D) can only 
be achieved by 
expanding the PPF 
outwards by increasing 
the quantity of factors of 
production (e.g. more 
doctors etc)
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of cancer 
treatment



Task

 Biofuels vs food / 2

 Draw a PPF diagram to demonstrate how increases in 
the production of biofuels can impact on food supply.

 Share your findings with the class

http://news.bbc.co.uk/1/hi/world/americas/7514677.stm
http://news.bbc.co.uk/1/hi/world/americas/7359880.stm


Production Possibility Diagrams

No ‘ideal’ point on the curve

Any point inside the curve – suggests 
resources are not being utilised efficiently

Any point outside the curve – not attainable 
with the current level of resources

Useful to demonstrate economic growth and 
opportunity cost



Learning Recap
 Take a few minutes to reflect on last lesson.

 What was the most important thing you learnt?

 Write it down in a sentence or two



Learning Objectives

By the end of this lesson you should understand:

 A definition of opportunity cost

 The fundamental nature of economics - unlimited 
wants, scarce resources and the need to make 
choices

 Production possibility diagrams and their relevance 
to the concept of opportunity cost


