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PPF / PPC
   

Is a curve or a boundary which shows the combinations of 
two or more goods and services that can be produced by 
using all of the available factor resources efficiently. A 
PPF shows all the possible combinations of two goods, or 
two options available at one point in time.

● concave to the origin - This is because the extra output 
resulting from allocating more resources to one particular good may 
fall. I.e. as we move down the PPF, as more resources are allocated 
towards Good Y, the extra output gets smaller – and more of Good X 
has to be given up in order to produce the extra output of Good Y. 
This is known as the principle of diminishing returns.

 

 

 



Pareto efficiency
Any point on a PPF, such as points ‘A’ and ‘B’, is said to be efficient and 
indicates that an economy’s scarce resources are being fully employed. This is 
also called Pareto efficiency, after Italian economist Vilfredo Pareto. Any point 
inside the PPF, such as point ‘X’ is said to be inefficient because output could 
be greater from the economy’s existing resources.

Any point outside the PPF, such as point ‘Y’, is impossible with the economy’s 
current scarce resources, but it may be an objective for the future.

 Pareto efficiency means an economy is operating at its full potential, and no 
more output can be produced from its existing resources.
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