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Production Possibility Frontier Questions

An economy called anywhere has the following total productivity schedules for investment goods and consumer goods.  It also has 6 workers.  In answering the following questions, you must do the same calculations and graphs as you would have to do if it were not a multiple-choice question.  After you do the calculations and graphs, pick your correct answer from the five possible answers given below.  You do your work in the space allowed for it.  


In the graph below there are many different curves and points.  Therefore, you will be asked to picked out which of the curves, e.g. A for AA, B for BB, etc.  

Always use 6 units of labor maximum

except for questions 3 and 4
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1. Which production possibility frontier best illustrates the choices that face this society with only 6 workers. Circle one: 

A.  AA

B. BB

C. CC

D. DD

E. answer not given

2. The government invests in Universities and health so that the productivity of labor goes up by 50% in producing each product. Draw the curve and computer to original oneCircle one:

A.  AA

B. BB

C. CC

D. DD

E. choice not given

3. Better opportunities and lower taxes in the rest of the world economy entice 2 works to immigrate out of the country.  Which of the choices best represents the new production possibility frontier? Circle one
A.  AA

B. BB

C. CC

D. DD

E. choice not given

4. The government, worried about the brain drain of Queen College technological 

geniuses in stimalting economh cuts taxes and provides free housing and medical care for all highly productive workers and not only do the original 2 workers come back, but they also brought along 2 additional workers for a total of 8 workers.  Which of the curves represents the new production possibility frontier?  Circle one

A.  AA

B. BB

C. CC

D. DD

E. answer not given

5. Advances in electronics increase the productivity of workers in the investment goods industry by 20%, but not in the rest of the economy.  

Which of the curves represents the new production possibility frontier? Circle one:

A.    AA

B.    BB
C.    CC
D.    DD
E.   choice not given

6. What is the opportunity cost society of producing more investment goods if they are already producing 100 and want to produce 190,  90 additional units? 

Circle one:

A.  one worker

D. 90 consumer goods

B.  two workers

E. one worker from the consumer good industry.

C.  240 consumer goods 

7. What is the opportunity cost to consumers if the country is already producing 270 and wants to produce 350 only 80 more?

Circle one:

A. six more workers investment goods

B. 10 units of consumer goods

C. 320 units of consumer goods

D. Zero consumer goods

E. Not possible to produce

8.  What economic law describes this observed behavior of opportunity costs?

Circle one:

A. labor is scarce

B. each industry uses different types of fixed capital and land

C. the Law of Diminishing Marginal Returns

D. the Law of Downward Sloping Demand

E. the Law of Increasing Relative Costs.

9.  If you are producing 190 investment goods and 150 consumer goods, what is the opportunity cost to society of producing 170 more consumer goods?

A. three units of labor

B. all 190 investment goods

C. Zero investment goods

D. 350 investment goods

E. Not enough labor

10.  If 100 machines are just enough to replace the annual depreciation of capital, how many consumer goods can be produced?

Circle one

A. 150


B.  400


C.  390

D. there is no relationship between producing investment goods to replace depreciated capital and consumption

E. Not enough information

11. If the government wants to accelerate growth by producing 200 investment goods so that the capital stock rises, Circle the one  statement  below  is not true about achieving this goal.

A. the government will have to raise taxes to cut the demand for consumer goods

B. consumer goods production will have to be reduced

C. the net capital stock will grow by 200

D. the net capital stock will grow by 100

E. the production possibility frontier will shift outward in the next period.

II.  Marginal analysis, prices, and profit maximization


Let us assume that Joan the capitalist owns all the capital and land required to produce consumer goods.  She wants to maximize her profit measured in by the amount of consumer goods leftover for her after paying her workers.  Her workers are paid in units of consumer goods.  The total productivity function of labor working to produce consumer goods is on the first page.  Remember the marginal benefit equals marginal cost rule.

1. If the six workers in question I. 1 above and the wage was 80 units of consumer goods, what is the total number of works she should she have working for her to maximize her profit?

Circle one. 

A. one worker because she gets an average profit of 100 consumer goods.

B. six workers to maximize output of consumer goods

C. two workers 

D. three workers

E. two or three workers give her the same amount of consumer goods.

2.  What is her net profit in terms of consumer goods?

Circle one

A. 70

B.  80

C.  50

D. -10

E. -80

3.  When the labor supply creased from 6 to 8, the wage fell from 80 to 40, how many total workers should she hire now to maximize her profit?

Circle one

A. 1 worker         B.  2 workers         C. 3 workers         D. 4 workers        E. 6 workers

4. What happens to her profits if she hires three workers each being paid 40 units of consumer goods?

Circle one

A. Her profits rise to 120. 

B. She is foregoing the opportunity of earning an extra 10 units in profit 

C. She is hiring too many workers

D. Hiring one worker is best because she earns the most profit per worker.

E. .Her profits stay the same because she is hiring the same number of workers.

4. Better education and health increased the productivity of her workers by 50%.  Now how many workers should she hire to maximize her profit if the wage remains at 80 units of consumer goods?

Circle one.

A. one worker      B. two workers      C. three workers       D. four workers       E. five workers

5.  How much profit in terms of consumer goods does she earn?

Circle one.

A. 180

B. 120

C. 235

D. 120

E. not enough information
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