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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 originally  limited to 7 units.  Note, however, that each unit of labor can be shift back and forth between working on land to produce food or working 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?  Show on the graph with points A and B.

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?  Show on the graph with points C and D.

c.
Explain why costs of producing 90 more units are greater when you are already producing 430 units than when you are producing just 20 units.  What is this law called (consult text).

d
If you are producing 270 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.  Careful.  Explain in 
terms of our definition of opportunity cost given in class.

QUESTION 4:  If the labor supply increased to 9 units of labor, draw the new production possibility curve (on the 


same graph.)

QUESTION 5:    Now, with the labor supply at 9 units, show and explain how  the discovery of a better more efficient way to producing clothing (using fewer resources) would change the production possibility frontier? 

The technology for producing food remains the same. 

1. Sketch this new P.P.F. together on the PPF graph (using the one based on 9 units of labor).

2. What would happen to the opportunity cost of producing clothing in terms of food? Why.

3. What would happen to the opportunity cost of producing food in terms of clothing? Why.

