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Lesson 3 Production Possibilities Curves

Production Possibilities
Economists use graphs to show different ways of using an economy's resources. These graphs are called production possibilities curves. For example, an economist might want to examine the production of shoes and watermelons. A production possibilities curve can show how the number of shoes produced is affected by the number of watermelons grown. As the number of watermelons produced is increased, the number of shoes produced will decrease. This happens because land is scarce. There isn’t enough land for both watermelon farms and shoe factories. 

As more shoes are produced, fewer resources are available to grow watermelons. The line on the curve that shows the maximum possible output that can economy can produce is called the production possibilities frontier. 
Reading Check How is a production possibilities curve helpful to economists?
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Changing Production Possibilities
Production possibility curves give useful information. They can show how efficient an economy is. They can show whether an economy is growing. And they can show the opportunity cost of producing more of one good or service.
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Efficiency means an economy is using resources in such a way as to maximize the output of goods and services. In the above example, efficiency would mean that the most watermelons and shoes possible are being produced. However, sometimes economies do not act efficiently. If factory workers and farmers lost their jobs, fewer shoes and watermelons would be produced. In this case, the economy would suffer from underutilization. Underutilization means an economy is using fewer resources than it is capable of using. 

We can also use production possibilities graphs to determine the opportunity cost involved in a decision. The graph will show that by producing a certain number of something, it must sacrifice the opportunity to make an amount of another thing. Economists explain these trade-offs through the law of increasing costs. The law of increasing costs states that as production shifts from making one item to another, more and more resources are necessary to increase production of the second item. Therefore, the opportunity cost increases. 

A country's resources are always changing. In the future, resources may increase. This causes the economy to grow. If more labor becomes available, there will be more workers to produce more goods. Improvements in technology, or the process used to create goods and services, will also help the economy grow. This growth can be shown by a shift to the right on the production possibilities frontier.
Reading Check What is the effect of the law of increasing costs?



✓ LESSON CHECK How does a production possibilities frontier show efficient uses of a country’s resources?
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