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GRAPHING AND WORKING WITH THE PRODUCTION POSSIBILITY FUNCTION
Answer on a separate piece of paper 

Print your last name, first name and last 4 digits of your social security number.

Assume a simple economy that produces only two goods: food and clothing.

There are only three resources in the economy: labor, land to grow food, and looms to weave cloth.  Land is fixed and is used only to grow food. The number of looms is fixed; they are used only to weave cloth.  The supply of labor is limited to 7 units.  Note, however, that each unit of labor is capable of working on land to produce food or with looms to produce cloth.

Output of food depends on the labor used in food (Lf), and output of cloth depends on the labor used in cloth (Lc). Of course, total labor used (Lf and Lc) cannot exceed the total labor supply, which we initially assume is 7 units.  Thus, if you use more labor for producing cloth, you have less labor available for producing food.  The two following charts describe output of food with different quantities of labor used (Lf) and the output of cloth with different quantities of labor used (Lc).
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QUESTION 1:  Draw a production possibility curve (P.P.F.) showing the combination of food and cloth which can be 

produced in this economy assuming a total labor supply of 7 units.  Remember Ltotal = Lf +Lc
QUESTION 2:  Identifying opportunity cost.

a.  If you are already producing 200 units of food, what is the cost (in terms of cloth) of producing 90 more units of food?


Opportunity cost of cutting clothing production of -120

b.  If you are already producing 430 units of food, what is the cost (in terms of cloth) of producing 90 more units of food?


Opportunity cost of cutting clothing production of -120
c.  Explain why costs of producing 90 more units are greater when you are already producing 430 units than when you are producing just 200 units.   Law of increasing relative opportunity cost.
d.  If you are producing 290 units of food with three units of labor and 540 units of clothing with 3 units of  labor, 
how much does it cost in terms of cloth to produce 80 units more of food. 

 Opportunity cost of increasing food production of +80 is zero because if we are producing only 290 units of food with 3 units of labor and 540 units of clothing with 3 units of labor we have one unit of labo unemployed. When we use this 1 unemployed unit of labor to produce80 units more food, we don’t have to reduce clothing output at all. THE OPPORTUNITY COST OF PRODUCING MORE IF WE HAVE UNEMPLOYED RESOURCES IS ZERO OR VERY LOW.  THIS IS A VERY IMPORTANT CONCEPT FOR TODAY’S ECONOMIC POLICY TO SOLVE OUR ECONOMIC PROBLEMS TODAY. 
QUESTION 2:  If the labor supply increased to 9 units of labor, draw the new production possibility curve (on the 


same graph.) Shown as an outward shift of production possibilities of both products. 
QUESTION 5:  (New Graph)  How would the discovery of a better way to producing clothing change the production possibility frontier?  Sketch old and new P.P.F. together on a new graph.

For any given level of food output, the labors working in clothing industry can now produce more clothing because labor in the clothing industry is more productive

QUESTION 4:  (New Graph on a separate sheet of paper)  Production Function
a.
Graph the total output curve of food 

             as a function of labor input.

b.
Underneath the above graph, draw another graph with the same horizontal axis showing the marginal physical product of using added labor in food production, that is, the added food output from added labor input.

c.
Explain the shape of the curve.


            Law of diminishing marginal product   also called the law of diminishing mariginal returns.
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