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CONCEPTS OF ECONOMICS

Unit Objectives

After completing this unit, you will be able to:

[0 understand the concept and nature of economics and analyze how
resources are efficiently used in producing output;

[ distinguish and evaluate different economic systems; and

[1 Appreciate the role of decision-making and interpret the circular flow
model.
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INTRODUCTION. |

The word economy comes from the Greek word for “one who manages a
household”. Economics is a branch of the social sciences.

Economics is an important discipline, and its importance has increased in recent
years in response to worldwide economic problems — particularly the global
economic recession that started in December 2007. Even countries that have
made rapid progress in areas like medicine, engineering, technology, electronics,
and information technology are not free from economic problems. Problems like
poverty, unemployment, inflation, recession, population explosion and so on are
worldwide today. In order to understand such problems and to find solutions to
them, an adequate knowledge of economics is required.

The science of economics in its current form is about two hundred years old.
Adam Smith — generally known as the father of economics — brought out his
famous book, “An Inquiry into the Nature and Causes of Wealth of Nations”,
in the year 1776. Though many other economist writers expressed important
economic ideas before Adam Smith, economics as a distinct subject started with
his book. Economics was called political economy at this time.

We begin our tour through the fascinating world of economics by learning what
economics is and how it can be defined. In the present introductory unit we
discuss:

Q its concept and nature;

Q its scope;

Q its classification into microeconomics and macroeconomics;
Q its role in efficient utilisation of available resources;

Q different types of economic systems; and

Q the features and characteristics of the major decision-making units of
an economy.

Introduction
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EBJ MEANING AND SCOPE OF ECONOMICS

At the end of this section, you will be able to:

[N define the term economics; and

[0 identify the difference between microeconomics and
macroeconomics.

— Key Terms and Concepts @—

o~ Economics &~ Mixed economy

&~ Microeconomics o~ Scarcity

&= Macroeconomics =~ Economic growth
= Resources =~ Command economy
= Capitalism = Entrepreneur

(Start-up Activity]

Discuss on the meanses to accord scarcity of resources with rapid population growth,
so that it is possible to satisfy Human wants.

The definition of economics has evolved over time. Economic theory has
developed significantly, and new subjects have been added to the field. The
definition of economics is ongoing, and it is under refinement mainly in areas
such as:

€  Wealth definition

€®  Welfare definition
€  Scarcity definition

Every definition is vulnerable to objections. However, let us consider current ideas
of what economics is all about and what economics as a subject is considered to
be. In this regard, let us consider some universal truths

O Human wants are unlimited.
Q Resources (means) to satisfy them are scarce (limited).

Q Resources have alternative uses.

1.1 MEANING AND SCOPE OF ECONOMICS
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Definition:

Economics is a study of problems regarding choices that must be
made due to scarcity of resources. It examines how the scarce
resources can be used for the maximum fulfilment of human wants.
Economics is a study of how society manages scarce resources.

The Nature of ECONOMICS .o .

We have observed that the variety in the definitions of economics reflects
the changing views of economists over time. Some economists have treated
economics as a science, and others consider it to be an art.

Economics as a Science

Science produces a systematic and organised knowledge that correlates causes and
effects. This knowledge can be called a knowledge of “What is”. In economics,
various facts are systematically collected, classified, analysed and interpreted
to make predictions for the future, and it is in this sense that economics can be
considered to be a science.

Economics as an Art

One important definition of art is a technique or a way of doing or achieving
something. While dealing with problems like unemployment, poverty and
inflation, economics presents principles and methods by which these problems
can be solved. Thus economics not only investigates the nature and causes of an
economic problem but also sets guidelines for its solution. On this basis, we can
consider economics to be an art.

Branches of ECONOMICS ..o .

The field and scope of economics is expanding rapidly and has come to include
a vast range of topics and issues. In the recent past, many new branches of the
subject have developed, including development economics, welfare economics,
environmental economics, and so on. However, the core of modern economics is
formed by its two major branches: microeconomics and macroeconomics.

1.1 MEANING AND SCOPE OF ECONOMICS
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Microeconomics

Primarily deals with the behaviour of individual economic units. For instance,
economic activities and studies concerning a consumer, a producer, a firm or
industry, individual income, the determination of product price and factor
price, etc. come under the scope of microeconomics. The central problem of
microeconomics is the problem of allocation of resources or the problem of
price-determination. It is, therefore, termed price theory. Demand and supply are
the main tools of analysis in microeconomics. Adam Smith is usually considered
to be the founder of the field of microeconomics.

Macroeconomics

Deals with aggregates or averages covering an entire economy. For instance,
total employment, national income, national output, total investments, total
consumption, total savings, aggregate supply, aggregate demand and general price
level, wage level and cost structure come under the scope of macroeconomics.
In other words, it is an aggregative economics that examines the interrelations
among various aggregates, their determination and the causes of fluctuations in
them.

The central problem of macroeconomics is the problem of determining income
and employment. Therefore, it is known as the theory of income and employment
or simply income analysis. Aggregate demand and aggregate supply are the
main tools of analysis in macroeconomics. The credit for the evolution of
macroeconomics as a field of economics goes to Lord J. M. Keynes.

Distinction between Microeconomics and Macroeconomics

Microeconomics is the study of individual economic units of an economy such
as individual households, individual firms, or industries. On the other hand,
macroeconomics is the study of an economy as a whole, and its focus is the
study of broad economy-wide aggregates. For example, when we study the price
determination of a commodity in a market, our study is micor-analysis and is treated
by microeconmics, but if we study the trend of the general price of commodities over
time in a country, our analysis macro-analysis and is treated by macroeconomics.
Major points of distinction between these two branches of economics are listed in
Table 1.1.

1.1 MEANING AND SCOPE OF ECONOMICS
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Table 1.1

Microeconomics Macroeconomics

1

It studies individual economic units of an
economy.

Itdealswith individualincome, individual
prices, individual outputs, etc.

Its central problem is price determination
and allocation of resources.

Its main tools are the demand and supply
of particular commodities and factors.

It helps to solve the central problem of
‘what, how and for whom to produce’in
an economy.

It discusses how the equilibrium of a
consumer, a producer or an industry is
attained.

Examples are: Individual income,
individual savings, individual prices,
an individual firm’s output, individual
consumption, individual expenditure,
etc.

1

It studies an economy as a whole and its
aggregates.

It deals with aggregates like national
income, general price level and national
output.

Its central problem is determination of
level of income and employment.

Its main tools are aggregate demand
and aggregate supply of an economy as
awhole.

It helps to solve the central problem
of ‘full employment of resources in the
economy:

It is concerned with the determination
of equilibrium levels of income and
employment.

Examples are: national income, national
savings, general price level, national
output,  aggregate  consumption
expenditure, aggregate employment,
etc.

Economics is an extremely useful subject, and its study and knowledge has
acquired greater importance in recent times. As you know, economic problems
are being faced today by an increasing number of countries all over the world,
and this is one reason behind the growing importance of economics. Some of the
advantages of studying economics are:

Q Economics helps us to understand certain problems and questions

affecting individuals and families.

For example,

e the types of jobs that are available,

e the level of wages in industries,

e the effect of price rises on peoples’standard of living.

QO Economics explains problems and questions that affect society and the
state as a whole, and it suggests suitable solutions for them.

1.1 MEANING AND SCOPE OF ECONOMICS
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For example,

s what are the causes of unemployment and how can we reduce it?
e What causes price rises?
e What policies should the government adopt to control inflation?

O Economics examines the actions and behaviours of different types of
people under different circumstances.

For example: employees, investors and speculators.

O Economics explains the causes of fluctuations in economic activity and
helps us to understand business trends.

QO Economics helps us to understand and solve crucial problems like
poverty and unemployment.

Q The study of economics is useful for economic planning and economic
development.

Q Economics helps us to understand and participate in international trade
by examining the theory and practice of exports, imports, comparative
costs, etc.

Q Economics helps us to understand how different economic systems
function.

Q The study of economics helps us to understand how social welfare can
be achieved through material means.

In addition, the study of economics develops logical thinking and analytical
attitudes, and it enhances our faculties of observation and judgement.

Therefore, we may conclude that the study and knowledge of economics is useful
and important to each of us and to society as a whole.

Activity 1.1

Answer these questions in a brainstorming session with the class:
1 Describe the nature of economics. Should it be treated as a science or an art?

\2 How do economists make assumptions?

1.1 MEANING AND SCOPE OF ECONOMICS
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METHODS OF STUDYING ECONOMIC
PRINCIPLES

At the end of this section, you will be able to:

examine the methods of studying economics.

—[ Key Terms and Concepts @—

&= Deductive method = Model

&= [nductive method = Positive economics
= Hypothesis &= Normative economics
[ o

Data processing

( ‘witw)
Start-up Activity;
Discuss the following statement: “Like any other discipline, economics should be
governed by laws”

Every science develops hypotheses, generalizations, principles, laws, and theories
that explain the phenomena it studies. In order to develop these generalizations
and theories, the science must have a methodology. This section briefly describes
the kinds of methods usually adopted to study relationships between economic
variables. It also considers both the role of value judgements in economic analysis
and the general nature of economic laws.

Deductive Method

Deductive method is a method of reasoning which enables one to reach at a
particular conclusion from a general statement or assumption.

Most economic theories have been constructed through the deductive method.
The principal steps involved in the deductive method are:

|  Identifying the Problem and its Variables

In any scientific enquiry, the analyst must have a clear idea of the problem
to be investigated. He or she must also identify the significant variables that
interact relative to the problem. The final laws and theories will be based on these
understandings.

1.1 METHODS OF STUDYING ECONOMIC PRINCIPLES
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I Defining Technical Terms and Making Assumptions

The next step in the process is to accurately and precisely define the various
technical terms to be used in the analysis and to clearly state the assumptions on
which the final theories and laws will be based.

Il  Developing Hypotheses through Logical Deduction

The next step is deducing hypotheses from the assumptions stated in Step (II).
The hypotheses propose cause-and-effect relationships between the variables that
are related to the problem identified in Step ().

In this process, the analyst uses logical reasoning to derive the hypotheses from
the assumptions defined in Step (I1).

IV Testing or Verifying Hypotheses

The hypotheses obtained in Step (III) must be verified before they can be
established as theories of economics. On the basis of a hypothesis, economists
make predictions. To verify the hypothesis, these predictions are tested.

V  Comparing Predictions with Facts

If, on testing, the predictions of a hypothesis are found to be in agreement
with relevant facts in the real world, then a useful and correct theory has been
constructed and developed. However, if predictions of the hypothesis are found
to be in conflict with the facts, then two courses are open to the theorist. In the
first, the theory is discarded in favour of a superior alternative. In the second, the
process of constructing a theory is re-started by modifying the assumptions.

Inductive Method

On the other hand, inductive method is a process of reasoning from a part to
whole, from particular to generals or from the individual to the general.

The inductive method develops economic theories on the basis of observations
and experiments. In this method, detailed data are collected with regard to the
economic phenomenon. Efforts are then made to arrive at hypothesis based on
the observations and data collected.

Note that the number of observations must be large in order to yield valid
economic theories.

1.1 METHODS OF STUDYING ECONOMIC PRINCIPLES
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Various steps are gone through in developing economic theories through the
inductive method. As in the deductive approach, the first step is to identify the
problem, and the second step is defining technical terms and variables related to
the problem. The next step is specific to the inductive method: collecting data
about the variables related to the problem and doing some preliminary thinking
about possible functional relationships between the variables.

The next important step in this method is processing the collected data and
determining which of the relationships considered in the previous step hold
true. Based on these results, the analyst develops hypotheses, which can then be
refined and tested statistically.

After creating a hypothesis, the analyst bases predictions on it and tests the
predictions under real-life economic conditions. If the predictions agree with the
actual behaviour of the economy, then a new reliable theory has been developed.

However, if the predictions are in conflict with the actual behaviour of the
economy, either the theory is discarded or fresh efforts are made to modify and
refine it by collecting more data and processing them.

Integrated Deductive and Inductive Methods

Which is more appropriate for developing economic theories and principles —
is it the deductive or the inductive approach? The modern viewpoint in this
regard is that both are needed for the proper development of scientific economic
theories. Indeed, the two are complementary rather than competitive. Modern
economists begin by developing economic hypotheses through logical deduction
and then empirically test them through statistical or econometric methods.

Model Building in. ECONOMICS ..., .

Economists construct analytic economic models to help explain the behaviour of
an individual consumer, producer or industry or of the economy as a whole. 4n
economic model usually consists of a set of equations that express relationships
between variables that are relevant to the problem under investigation. Each
equation attempts to explain the behaviour of one variable, seeking to establish
cause and effect relationships regarding it.

Note that causation does not always run only in one direction. There are mutual
relationships among variables: one variable influences other variables and is,

1.2 METHODS OF STUDYING ECONOMIC PRINCIPLES
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in turn, influenced by them. For instance, consumption depends upon income,
and also consumption influences income through its participation in aggregate
demand. Because of this mutuality in economic systems, the values of different
variables are determined simultaneously, and models that involve more than one
equation attempt to solve these equations simultaneously.

Note also that a model does not represent its part of the real world in entirety.
The model represents only its main significant features. This is because, while
constructing a model, we must incorporate some unrealistic assumptions in order
to simplify the situation enough to be able to construct a model of it.

Definition:

A model is an abstraction of the real world.

Why are economists interested in building models? One of the most important
strategies of economists is the economic model. A model is a simplified theory or
a simplified picture of what something is like or how something works. Simple
models can often be constructed that reduce complex situations to their most
basic elements. Economic models include function, schedule and graph.

Economic models are built for purposes of analysis and prediction.

By analysis we mean determining how adequately we can explain the behaviour
of an economic agent such as a consumer, a producer or the economic system as
whole. Based on a set of assumptions, we use deductive logic to develop laws of
economics that describe the behaviour of economic agents and that have general
application. Prediction implies the ability of a model to forecast the effects of
changes of some magnitude in the economy.

Positive versus Normative Economics: The Role of Value
Judgement in EconomiC Analysis. ..., .

Positive Economics (Economics as a science)

Definition:

Positive economics is concerned with explaining what is. In other words,
it develops theories and laws to explain observed economic phenomena.

Example: Minimum-wage laws cause unemployment.

1.2 METHODS OF STUDYING ECONOMIC PRINCIPLES



Grade 11 Economics

Normative Economics (Economics as an art)

Definition:

Normative economics includes concerns of what should be, and it involves
value Judgement.

Example: The government should raise the minimum wage.

Laws and theories of positive economics do not include value judgements since
positive economics is concerned only with facts, which are, in principle, either
true or false. Positive economics deals with analysis of how the economy operates,
whereas normative economics deals with analysis of the benefit of economic
policies to society. Robbins emphasised that economics should be treated as a
positive science only, and he contended that it should not become normative in
character. In contrast, Professor Pigou argued that economists should not refrain
from making value judgements.

The Nature of Economic Laws. ... _

Economic laws are usually stated based on ceteris paribus. Ceteris paribus a
Latin translated as “other things being equal,” used as a reminder that all variables
other than the ones being studied are assumed to be constant.

Economic laws are also known as economic generalisations and economic
principles. Economic laws describe how man behaves as a producer or as a
consumer. Such laws are also concerned with how the economic system works
and operates. Here are some of the main features of economic laws:

|  Economic laws are a lot like statements of tendencies

Economic laws are very close to being statements of tendencies, unlike the laws
of the physical sciences, which are quite exact, precise and definite. Because of
their exactness, the laws of the physical sciences can predict the course of events,
but the laws of economics lack this absolute predictive quality.

Il Economic laws are conditional.

Laws of economics are conditional and are associated with a number of
qualifications and assumptions. For example, the law of demand states that the
demand for a commodity rises with a fall in its price, provided that other things
remain the same.

1.2 METHODS OF STUDYING ECONOMIC PRINCIPLES
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Wl Economic laws are scientific in nature.

All scientific laws, including economic laws, establish relationships between
cause and effect. For example, according to the law of demand, when the price
of a commodity falls, the quantity demanded of it increases. Here, the fall in the
price is the cause, and the rise in the quantity demanded is the effect.

IV Economic laws are not completely exact and definite.

Laws of economics are less exact and definite than are the laws of the physical
sciences. For example, the law of gravitation is so exact and definite that we can
exactly calculate and measure the movements of the solar system. But this is not
true for economic laws. We cannot say exactly what the economic behaviour of
a person will be under certain conditions. We can only say that he or she would
tend to behave in a particular manner.

V  Economic laws are not permanent and general.

Unlike the laws of the physical sciences, economic laws are not permanent and
general. For example, economic laws that apply to the hunting and pastoral stages
of the evolution of economic life do not apply to the agricultural and industrial
stages. Similarly, the economic laws relevant to a capitalist system do not apply
to a socialist system. Also, some laws of economics that are valid for developed

countries might not be valid for developing countries.

] RESOURCE ALLOCATION

At the end of this section, you will be able to:

[1 define concepts like scarcity, opportunity cost, choice and efficiency;
[0 construct production possibility curve; and

[0 distinguish the difference among economic resources, free resources
and shortage of resources.

— Key Terms and Concepts @7

= Opportunity cost &= PP curve
&= Economic resources = PPF
= Free resources == Economic growth

[ Startup Activity ]

What are the central problems of Economics?

1.2 RESOURCE ALLOCATION
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As you know, the scarcity of resources in relation to the multiplicity of human
wants is a basic fact of life. Every household, producer and economy is faced with
the problem of scarcity of resources, natural as well as man-made. Therefore, it is
very important that resources are used as efficiently as possible. To that end, they
must be allocated properly among the available choices. The following section
presents some basic economic concepts.

.Some Basic.Concepts.of ECOnomics........... .

Economy

Human beings require various goods and services. These goods and services
are produced through production units like factories, shops, offices, farms, and
railways. These units also enable the people to earn income. In combination,
these institutions and organisations may be collectively called an economy. We
may define an economy as, a system which provides people with the means to
work, and earn a living.

The Economic Problem

Human wants are unlimited, and productive resources such as land, raw materials,
capital, and equipment that are used to produce goods and services to satisfy these
wants are scarce. With wants being unlimited and resources being limited, we
cannot satisfy all of our wants. This gives rise to the problem of how to use scarce
resources to attain maximum satisfaction. This is generally called the economic
problem. We may say, the economic problem is concerned with the uses of scarce
resources among alternative human wants and in using these resources towards
the end of satisfying wants as fully as possible.”

Since all wants cannot be satisfied, due to scarcity of resources, we have to make
choices. The economic problem is also called the problem of choice.

Scarcity

The economic problem is the problem of scarcity. In daily life, scarcity means
acute shortage of a certain commodity, but in economics, it means limitation in
the supply of a commodity relative to the need for it. Similarly, resources are
said to be scarce when they are not available in sufficient quantity to satisfy all
human wants. In other words, resources are scarce when the demand for them
exceeds their availability. And it is the scarcity of resources that creates economic
problems. In other words, if resources were available in full abundance, unlimited
goods and services would be produced to satisfy unlimited human wants and
there would be no economic problems.

1.2 RESOURCE ALLOCATION
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With limited resources, we cannot satisfy all our wants, and thus we make choices.
Like an individual, a society also must make choices between various alternatives.
The economic problem is called a problem of choice because the economy has
to make choices between various types of goods that can be produced with the
given resources. For example, it might choose between goods for civil use or
military use, or might make a choice between luxury goods and necessity goods.
Choice, in turn, implies cost or, we may say, it involves sacrifice. Because of
the scarcity of resources, our choice of one thing means the sacrifice of another.
Thus, when we make a choice for one thing, it is at the cost of some other thing.
This leads us to another concept in economics, known as opportunity cost.

Opportunity Cost

Definition:

The opportunity cost of a commodity is the amount of other commodities
that must be forgone in order to produce the first.

In this context, the cost of producing a quantity of a commodity is measured in
terms of the quantity of some other commodity that could have been obtained
instead. The opportunity cost arises because of the problem of scarcity of
resources and the fact that resources have alternative uses. Hence, when we use
resources in the production of one commodity, we must forgo some amounts of
other commodities that could have been produced with these same resources. For
example, given resources may be used for the production of cloth or of bread.
If a given amount of resources can produce either 1 metre of cloth or 20 loaves
of bread, then the cost of 1 metre of cloth is the 20 loaves of bread that must be
sacrificed in order to produce the metre of cloth.

Efficiency (Economising of Resources)

Economising resources means making the best use of available resources. In
other words, it implies optimum utilisation of existing resources. The need to
economise resources arises because resources are scarce and have different uses.
Usually the demand for a resource exceeds, its availability, and this compels the
economy to utilise its available resources in the most efficient manner in order to
get maximum production and satisfaction.

1.2 RESOURCE ALLOCATION
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Efficient Use of Resources

Definition:

Efficiency: The condition that exists when society gets the most that it can
rom scarce resources.

Since resources are scarce or limited, they should be used fully and in an efficient
manner. The problem of efficiency in the use of resources exists in all economies.
At times, certain forces build up as a result of which the full utilisation of available
resources is not possible. The unused capacity to produce goes to waste. The
economy must identify such forces and take remedial action.

Full utilisation of available resources has taken place when no re-allocation
of resources for increasing the production of some goods can be made without
reducing the production of other goods.

RSO IS .

There are two types of resources: free resources and economic resources.
Free Resources

Resources that are free gifts of nature and that are unlimited in supply, and do
not have prices are known as free resources. For example, air, sunshine, and a
mountain stream.

Scarcity Vs. Shortage

These two words are often used interchangeably, but they mean different concepts
in Economics. Scarcity means that society has limited resources and therefore,
can not produce all the goods and services people wish to have. Scarcity is a
universal problem that faces all societies because there are not enough resources
to produce everything people want.

A shortage is a situation in which the quantity demanded is greater than the
quantity supplied. Shortages occur when producers are not or can not offer goods
or services at the current price.

Economic Resources

Resources that are scarce or limited and that have prices are known as economic
resources, for example, land, buildings, and machinery.

Broadly speaking, we can divide economic resources into four categories. Land,
labour, capital, and entrepreneurship.
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Land: In ordinary language, land means the outer surface of the earth. However,
in economics the meaning of the term land is more comprehensive. Here, it
includes all natural wealth that exists on or under the surface, including features
such as rivers, soil, forests, mines, and deserts. The reward for land is rent.

Labour: By labour, we mean all mental and physical labour which is helpful in
the production of goods and services. In this way, services of a wide variety of
people, such as lawyers, doctors, farm workers and factory workers, come within
the category of labour. In short, all labour — mental and physical — that is done in
order to earn money is called labour. Work that is performed for other reasons —
for example, to provide a social service, or for entertainment, love, or affection
— is not labour in economic terms. The reward for labor is wage and salary.

Capital: All man-made goods that are used for the further production of wealth
are included in capital. Thus, capital is the man-made material sources of
production. Alternatively, all man-made aids to production that are not consumed
for their own sake are categorized as capital. Some examples are machines,
tools, buildings, roads, bridges, raw material, trucks, and factories. The reward
for capital is interest.

Entrepreneurship: entrepreneurship is the taking of production risks and
business creation. As described later in this unit, an entrepreneur is a person
who organizes the other resources of production and undertakes the risks and
uncertainties involved in production. The reward for interpreneurship is profit.

Economic Growth

The question of whether an economy’s capacity to produce goods and services
is growing, stagnating, or dropping over time is faced by all economies. Every
economy must explore its growth potential in order to enable increases in its
level of production. Economic growth or growth of resources can be achieved
in different ways, including technological advancement and the production of
new types of goods. Rapid economic growth is necessary for raising the living
standard of any economy’s population. Economic growth may be defined as an
increase over time in per-capita output of material goods.

.The Production Possibility Curve (PPC)..........oooooo, _

The production possibility curve (PPC) is an important tool of modern economics
for explaining and interpreting basic economic problems.
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Definition:

A production possibility curve (PPC) shows us all possible combinations
of production quantities of multiple products. The production quantities
represent maximum possible output and are based on full and efficient use of
currently available resources and of the current production technology.

Let’s now consider a hypothetical production situation and the PPC associated with
it. Note that all production possibility curves assume full and efficient use of:

Q current available resources required to produce the products
Q the current technology used to produce the products

For the sake of simplicity, let us assume that, with the given resources, only two
goods — guns and butter — can be produced.

Production Possibility Schedule

Table 1.2 1s a production possibility schedule that shows various production
trade-offs between units of guns versus units of butter.

Table 1.2 Hypothetical production possibility schedule for guns and butter

Production possibilities Units of guns Units of butter
A 0 100
B 1 920
C 2 70
D 3 40
E 4 0

Table 1.2 shows five possible combinations of production quantities — A through
E. As shown for scenario A, if all the given resources are used to produce butter,
100 units of butter can be produced. On the other hand, as shown at point E, when
all the resources are used to produce guns, 4 units of guns can be produced. In
between these two scenarios, many other possible combinations of production
quantities exist, and we can consider as many or as few of them as we choose. In
our case, we examine those of points B, C, and D.

Production Possibility Curve

Now let’s examine Figure 1.1, which presents the production possibility curve
for the schedule in Table 1.2. As for all production possibility curves, the curve
in Figure 1.1 illustrates varying production combinations of specific products.
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