
Resources and scarcity 

 

Objectives : 

 

1. Use the production possibilities frontier to 

illustrate the economic problem. 

 

2. Calculate opportunity cost. 

 

 

3. Explain how specialisation and trade expand 

production posibilities. 

 

4. Explain how technological change and increases 

in capital and human capital expand productiion 

possibilities. 
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Economics is the study of the use of scarce 

resources to satisfy unlimited human wants. 

 

Scarcity is inevitable and is central to economic 

problems. What are society’s resources? Why is 

scarcity inevitable? What are the consequences of 

scarcity? 

 

Resources 

 

A society’s resources consist of natural endowments 

such as land, forests, and minerals: human resources, 

both mental and physical; and manufactured aids to 

production such as tools, machinery, and buildings. 

(Factors of production) 

 

These factors of production are used to produce 

outputs: 

 

Goods (e.g., cars, shoes) 

Services(haircuts and education) 

 

The act of making goods is called production. 

 

The act of using them is called consumption. 
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Scarcity 

Relative to people’s desires, existing resources are 

inadequate; there are enough to produce only a 

fraction of the goods and services that are wanted. 

 

Choice 

Because resources are scarce, all societies face the 

problem of deciding what to produce and how much 

each person will consume.  

 

A decision to have more of something requires a 

decision to have less of something else.  

 

Scarcity implies that choices must be made, and 

making choices implies the existence of costs. 
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Opportunity cost 

Consider the choice that must be made by your little 

sister who has 50 cents to spend and who is 

determined to spend it all on candy. For your sister 

there are only two kinds of candy in the world: 

bubblegums, which sell for 5 cents each, and 

lollipops, which sell for 10 cents each.  

 

Your sister would like to buy 10 bubblegums and 10 

lollipops but soon discovers that this is not possible: 

it is not an attainable combination, given her scarce 

resources. 

 

Several combinations are attainable: 8 bubblegums 

and 1 lollipop, 4 b: 3 l, 2 b :4 l, some of the 

combinations leave money unspent, and she is note 

interested in them.  
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After careful thought, your sister has almost decided 

to buy 6 bubblegums and 2 lollipops, but at the last 

moment she decides that she simply must have 3 

lollipops.  

 

What will it cost to get this extra lollipop? 

 

2 bubblegums ( the opportunity cost) 

 

This central idea in economics is in fact the benefit 

given up to get something else. (different 

combinations of quantities) 
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Production possibilities. 

 

The production possibilities frontier is the boundary 

between the combination of goods and services that 

can be produced and the combinations that cannot be 

produced with a fixed quantiy of available factors of 

production.  
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The PPF is a valuable tool for illustrating the effects 

of scarcity and its consequences. It puts three features 

of prodcution possibilities in sharp focus. They are 

the distinctions between: 

 

• Attainable and unattainable combinations 

• Full employment andunemployment 

• Tradeoffs and free lunches. 
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Full employment and unemployment 
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Practice Problem 
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Opportunity cost 

 

The opportunity cost of a bottle of water 

 

The opportunity cost of a bottle of water is the 

cedrease in the quantity of CDs divided by the 

increase in the number of bottles of water as we move 

down along the PPF. 

 

 

 

The the opportunity cost of a CD 

 

The opportunity cost of a CD is the cedrease in the 

quantity of water divided by the increase in the 

quantity of CDs as we move up along the PPF.







Opportunity Cost is a ratio 

 

To calculate the opportunity cost of a bottle of water, 

we divide the qauntity of CDs forgone by the 

increase in the quantity of water. 

 

To calculate the opportunity of a CD, we divide the 

quantity of bottled water forgone by the increase in 

the quantity of CDs. 

 

Increasing opportunity cost 

The phenomenon of increasing opportunity cost is 

reflected in the shape of the PPF. It is bowed 

outward.  

 

The PPF is bowed outward because resources are not 

equally productive in all activities. 
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Practice problem 
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Specialization and exchange 

 

People can produce several goods, or they can 

concentrate on producing one good and then 

exchange some of their won good for those produced 

by others.  

 

Concentrating on the production of only one good is 

called specialization.  

 

Comparative advantage: that person or firm can 

produce at a lower opportunity cost than someon else. 



 
 

 





Achieving the gains from trade 

If Tom specializes in bottles, he can produce 4 000 

bottles an hour—point B in his PPF. If Nancy 

specializes in water, she can produce 4 000 litres an 

hour—point B on he PPF. 

 

By specializing, Tom and Nancy together can 

produce 4 000 litres of water and 4 000 bottles an 

hour, which is double their total production without 

specialization. 

 

Absolute advantage. 

 

Suppose that Nancy invents a production process that 

makes her four times as productive as she was before. 

Now she has an absolute advantage—she is more 

productive than Tom in both activities. 

 

But she does not have a comparative advantage in 

both goods. She can produce four times as much of 

both, but her opportunity cost of 1 bottle is still 3 

litres of water. Her opportunity cost is higher than 

Tom’s.  

 

So gains from specialization and trade are always 

available when opportunity costs diverge.  
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Practice problem 
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Expanding production possibilities 

Three key factors influence economic growth: 

technological change, the expansion of human 

capital, and capital accumulation. 

 

Technological change is the development of new 

gods and services and of better ways of producing 

existing goods and services. 

 

Expansion of human capital is the improvement in 

the quality of labour that comes from education, on-

the-job training, and work experience. 

 

Capital accumulation is the growth of capital 

resources. (machinery) 

 

When we use resources to develop new technologies, 

educate and train people, an dproduce new capital 

equipment, we must decrease our current production 

of consumption goods and services. This decrease in 

the current porduction of consumption and servicesis 

the opportunity cost of economic growth.  
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Exercises 
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