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REFHRAEE T LI 542 R S S

1. Text

ECONOMIC CHOICE — THE PRODUCTION-POSSIBILITY CURVE

Another point that comes out quite clearly when we think about the notion of scar-
city is that economic problems frequently involve choice. We want all these various
goods, but we cannot produce them all at once. We must therefore choose — either this
or that, but not hoth. Scarcity forces choice on us, and a great many economic prob-
lems are concerned with the choices a society must make; What particular goods shall
we produce? What scarce resources should we use in producing this or that good? And
so on. Scarcity forces choice upon society, and the mechanisms employed in making
economic choices are quite as significant facts about a society as are its political system
or the way it organizes its family life. Indeed, as is obvious, these economic, political ,
and social matters are usually very much interrelated.

The problem of choice can also be illustrated by means of a simple diagram. We
should probably pause here to point out that economists often find graphs and diagrams
useful in explaining their subject to others and in understanding it themselves. Indeed,
it will be worthwhile lingering a moment on Figure 1-1. It not only illustrates the choice
problem very conveniently but alse shows how graphs can be used to organize and ex-
pand our thinking about economic problems.

The diagram is called a production-possibility curve, or a transformation curve. In
order to draw it, let us imagine a hypothetical society that is capable of producing only
two products: food and steel. The technologists in the society have given us the infor-
mation contained in Table 1-1. They have told us the maximum amount of steel we can

produce for each possible amount of food that is produced. We begin by producing zero
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units of food; i. e., all our resources are going into steel production. We then begin di-
verting our resources from steel to food production, until finally, when we are producing
175 million bushels of food, there are no resources left, and steel production is zero.
The table, in theory, describes all the possible combinations of food and steel that the

society can produce — its production possibilities — when all its resources of land, la-

bor, and machines are fully employed.

1,200

900

600

300

Steel production (thousand tons)

0 L 1 i 1 |
40 80 120 160 200

Food production (million bushels)

Figure 1-1 Production-Possibility or Transformation Curve
This curve graphically presents the hypothetical data from Table 1-1. It shows the

characteristic bowed-out shape of the production-possibility curve.

TABLE 1-1
WHEN FOOD THEN THE MAXIMUM
PRODUCTION 18 POSSIBLE. STEEL
( million bushels ) PRODUCTION 18
( thousand tons )

0 1,050

20 1,035

40 990

60 930

80 840

100 720

120 595

140 : 410

160 190

175 0

UnitOone 3 DN
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The figures from Table 1-1 have been displayed graphically in Figure 1-1. First,
the data were plotied as points on the graph, and then the points were joined together
with a continuous line, forming the curve shown in Figure 1-1.

Now this diagram is nothing but a representation of the material presented in Table
1-1. Basically it gives us no new information — but it does show us something that is
not obviously read from the table: the shape of the production-possibility curve. We no-
tice, in particular, that the curve is bowed-out or, technically, “concave to the ori-
gin” ; it is not simply a straight line from the X (vertical) axis to the Y (horizontal) axis.

What does this bowed-out shape mean? And why is it a fairly characteristic shape
for the production-possibility curve?

The meaning of the shape of the curve is fairly easy to see. It states that as we in-
crease our production of one commodity it will be harder and harder to get still further
units of that commodity. Harder in what sense? Harder in the sense that we will have to
give up more units of the other commodity to add another unit of the first commodity. In
other words, as we increase food production, we shall have to give up more and more
units of steel to increase our food preduction by one unit.

The meaning of this last statement is illustrated in Figure 1-2. In the portion of the
curve indicated by the Roman numeral 1, we are producing relatively little food and a
great deal of steel. To increase food production by a given amount a is relatively
easy — we have to give up only b, steel to do so. Now contrast this with the situation
in area [[. Food production is much higher here. To increase food production by the
same amount as before (a), we must now give up much more steel; i. e., by is much
greater than b, . And the same would, of course, be true if steel production instead of
food production were to be increased.

This, then, is what the shape of the curve means, but now we ask: Why does it
have this particular shape? The fundamental answer to this question derives from the
fact that not all productive agents and resources — factors of production, economists
usually call them — are equally well suited to the production of different commodities.
If all commodities were the product of one factor of production — say, homogeneous la-
bor — then there would be no need for the curve to bow out as it does. But this is obvi-
ously not so. In our particular case, steel production requires iron ore while food pro-
duction requires fertile, cultivable soils. Now there is no reason to expect that the best

farming land will also be the land containing the richest iron deposits — quite the
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1,200 -

900

600

300

Steel production (thousand tons)

1 1 1 ;
40 80 120 160 200

Food production (million bushels)

Figure 1-2 The shape of the production-possibility curve illus-
trates this important generalization. as we produce more of one good
we must usually give up more of other commodities, to increase pro-
duction of that good still further.

contrary, in fact. What happens then as we keep increasing our food production?

In the beginning , when we are producing a great deal of steel and almost no food
we are using excellent cultivable soil in our search for whatever bit of iron ore it may
yield. By giving up just a bit of steel production, we release this rich land to the farmer
and consequently gain a great deal of food production for a relatively small loss (b, ) of
steel. As we keep increasing our food production, however, the situation changes. Now
all the really good farming lands have been used. If we wish to increase food production
any more, we must take over the land rich in iron ore but relatively poor for crops. This
means that to get the same increase in food production we must make major sacrifices (to

the amount of by ) in our steel production.

Thus, it is empirically (though not universally or necessarily) true that it usually
costs us more to produce more of a particular good, the more of it we have. The oppor-
tunity cost — the steel we have to give up to get more food — generally goes up as we

proceed further and further in any one line of production.
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