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Production Possibilities Frontier

A Few Other Issues

PPF & Specialization

• Country 1
Guns

Differing Terms of Trade

If Both do What 
They’re “Good At” 

• Country 2
Butter

Guns

Butter

Differing Opportunity Cost
Combined Total 
Output Can Rise

PPF & UNEMPLOYMENT

Guns

Cost of Unemployment: Output Foregone

The “Output Gap” in Macro

Unutilized Input

Butter

The Output Gap  in Macro
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PPF & GROWTH

Guns

New Technology

Increased Resource Endowment

What Was Not Possible 

Butter

1970

1980

1990

Becomes an Option

Does Actual Output 
Keep Up with 
Potential?

PPF & Inflation?

Guns

$$$$

Persistent Effort to Exceed Frontier

Aggregate Demand 
Exceeds Supply

Refusal to Acknowledge Scarcity 
& Opportunity Cost

Butter

Exceeds Supply

Permitted by 
Loose Monetary Policy

A FINAL CAUTION

• Curve Shows What is Possible

• Says Nothing about Where On Curve to Be

• Social/Political Choice Issue
GGuns

Butter
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Wrap Up:

• Specialization

– Different Resource Endowments/Technology

• Unemployment

“I id ” h U d ili d– “Inside” the PPF: Underutilized Resources

• Growth

– Outward Shift in the PPF: More Becomes Possible

• Inflation? ….when Trying to Be Beyond the PPF

• PPF Says Nothing about Consumption Choice

– Possibilities vs. Consumption Choice


