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The Production Possibility Curve (PPC), sometimes called the Production Possibility Frontier, 
is a basic economic model used to show the maximum combinations of two goods that an 
economy can produce when its resources and technology are fixed. 
 
This model helps to visually demonstrate several core economic ideas, including scarcity, 
choice, opportunity cost, productive efficiency, and economic growth. By limiting the economy 
to two goods, the PPC makes these concepts easier to observe and analyse. 
 
The PPC is built on a number of assumptions. It assumes that the quantity of resources 
available in the economy is constant, the level of technology does not change, and all 
resources are used efficiently. For every given output of one good, the curve shows the largest 
possible output of the other good that can be produced under these conditions. 

 
Each point along the curve represents a situation where resources are fully and efficiently 
employed. Points such as A, B, and C therefore indicate maximum productive capacity. 
 
Any point lying outside the curve, such as point F, represents a level of output that the 
economy cannot currently achieve due to resource constraints or technological limitations. In 
contrast, a point inside the curve, such as point H, shows that resources are not being fully 
used, indicating unemployment or productive inefficiency. 
 
The Production Possibility Curve can be used to explain both microeconomic and 
macroeconomic ideas. At the micro level, it highlights scarcity, choice, and opportunity cost. 
At the macro level, it can be used to show unemployment, productive efficiency, and economic 
growth. 
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Microeconomic Concepts Shown by the PPC 

1. Scarcity, Points Outside the PPC: Any point located on the PPC represents a situation 
where all available resources are being used efficiently. Output combinations that lie beyond 
the curve are not achievable with current resources and technology. Since the PPC shows the 
maximum output an economy can produce, a point such as F outside the curve demonstrates 
scarcity, as the economy lacks the capacity to reach that level of production. 
 
2. Choice, Points Along the PPC: Different points on the PPC, such as A, B, and C, represent 
alternative combinations of goods that the economy can choose to produce. Selecting one 
combination automatically means giving up the others, highlighting the unavoidable nature of 
choice. 
 
3. Opportunity Cost, The Gradient of the PPC: The downward-sloping shape of the PPC 
indicates that producing more of one good requires reallocating resources away from the 
production of another good. This trade-off creates an opportunity cost. 
 
The slope (gradient) of the PPC measures the rate at which one good must be sacrificed to 
produce additional units of the other. It is calculated as the change in the quantity of good Y 
divided by the change in the quantity of good X. 
 
For example, moving from point A to point B may involve increasing the production of good X 
by 10 units while reducing the output of good Y by 10 units. In this case, the opportunity cost 
of those extra 10 units of X is 10 units of Y. Similarly, a movement from B to C might require 
sacrificing 10 units of Y to gain only 5 additional units of X, indicating a higher opportunity 
cost. 
 
A movement from a point inside the PPC to a point on the curve involves no opportunity cost, 
as previously unused resources are brought into production. 
 

Macroeconomic Concepts Shown by the PPC 

Unemployment and Productive Inefficiency, Points Inside the PPC 
Unemployment occurs when available labour resources are not fully used. In this situation, 
the economy operates at a point within its PPC, such as point H, rather than on the curve itself. 
This indicates that output is below the maximum possible level. 
 
If unemployment or inefficiency worsens, production moves further toward the origin, as fewer 
units of at least one of the two goods are produced. On the other hand, a reduction in 
unemployment does not cause the PPC to shift. Since the quantity of labour has not increased, 
the economy simply moves from an interior point to another point closer to the curve, 
representing improved use of existing resources. 
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Economic Growth, Outward Shift of the PPC 
Economic growth is shown by an outward movement of 
the PPC. This shift indicates that the economy is now 
capable of producing combinations of goods that were 
previously unattainable. 
 
Such a shift occurs when there is an increase in the 
quantity or quality of factors of production, or when 
technological progress improves productive capacity. As a 
result, better or more abundant resources and advances in 
technology expand the economy’s potential output. 
 

Pivotal Shift of the PPC, Increase in Factors of Production for One 
Good 
A pivotal shift of the Production Possibility Curve occurs 
when there is a change in the quantity or quality of factors 
of production that are specific to the production of one 
good only. Unlike a parallel outward shift, this type of 
change alters the shape and slope of the PPC. 
 
This happens when improvements or additions in 
resources benefit one sector more than the other. For 
instance, a technological innovation that enhances 
production methods used exclusively in producing good X will allow the economy to produce 
more of good X without affecting the production capacity of good Y. 
 
As a result, the PPC rotates outward around one axis rather than shifting evenly, reflecting an 
increase in the maximum attainable output of good X and a change in the opportunity cost 
between the two goods. 
 

Shape of the Production Possibility Curve 

When an economy reallocates resources away from consumer goods toward the production 
of capital goods, adjustments are often required. For example, workers may need new training 
to develop the skills necessary for capital-goods industries. How easily resources can move 
between different uses is known as factor mobility. The greater the mobility of factors of 
production, the faster and more efficiently resources can be reassigned. 
 
The shape of the PPC reflects how adaptable resources are when shifting between the 
production of one good and another. 
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Concave PPC and Increasing Opportunity Cost 
A PPC that is bowed inward toward the origin indicates increasing opportunity cost. This 
occurs because resources are not equally suitable for producing all goods. Many factors of 
production are specialised, meaning they are more efficient in one type of production than 
another. 
 
As production of good X expands, increasingly less suitable resources must be transferred 
away from producing good Y. As a result, larger quantities of good Y have to be sacrificed to 
gain additional units of good X. This explains why the 
slope of the PPC becomes progressively steeper as 
output of good X increases. 
 
For instance, moving from point A to B may involve 
sacrificing only 1 unit of good Y to gain an extra unit of 
good X. However, moving further from B to C might 
require giving up 2 units of good Y for the same 
increase in good X. This rising sacrifice demonstrates 
increasing opportunity cost and explains the concave 
shape of the PPC. 
 
In the diagram, the opportunity cost of increasing good X is lower between points A and B 
than it is between points B and C. As production shifts along the curve, each additional unit of 
good X requires sacrificing progressively more of good Y. For example, moving from A to C, 
the amount of good Y that must be given up increases relative to the extra units of good X 
gained, illustrating the principle of increasing opportunity cost. 
 

Linear PPC, Constant Opportunity Cost 
A linear (straight-line) PPC shows a constant opportunity cost as production shifts between 
two goods. This occurs when resources are perfectly 
adaptable, meaning they can be transferred between 
different types of production without any loss of 
efficiency. In such a scenario, each additional unit of 
one good requires giving up the same amount of the 
other good, so the slope of the PPC remains 
unchanged along the curve. 
 
In reality, this situation is uncommon, as most 
resources are specialised and cannot be equally 
effective in all types of production. 
 
In the diagram, the linear PPC illustrates constant opportunity cost. As production shifts from 
point A to point C, increasing output of good X by 5 units requires giving up exactly 10 units 
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of good Y. This constant trade-off reflects the fact that all resources are equally suited for 
producing either good, resulting in a straight-line PPC. 
 

The Distinction Between Capital and Consumer Goods 

Capital goods are items used to produce other goods and services in the future rather than 
for direct consumption. Examples include machinery, tools, and factory equipment. These 
goods help increase future productive capacity. 
 
Consumer goods are products purchased for direct use by households. They can be classified 
as: 
 

• Consumer durables: goods that are used over time, such as televisions or cars. 
• Consumer non-durables: goods that are consumed immediately, like food or toiletries. 


