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Scarcity, Choice and Opportunity Cost 
 
 
A decent, if rough, definition of economics might be the study of how agents make 
choices.  In this section, we will consider why choices are necessary at all, how 
economists understand the “cost” of a particular choice, and how this notion of cost can 
be represented in a simple model of choice: the production possibilities frontier. 
 
 
Scarcity 
Scarcity is the fundamental problem underlying the discipline of economics, and it refers 
to the confluence of two phenomena: the fact that humans have essentially unlimited 
wants, but that resources themselves are limited.   
 
Unlimited wants: no matter what you have, you always want more.  Imagine making a 
list of all the things you’d like to have.  It would go on, and on, and on, and on, and . . .  
 
Limited resources: obviously, society’s resources are limited in a variety of senses. 
 

Physical resources (oil, steel, etc.) are finite.  For an individual person, this 
“constraint” on what we can consume probably isn’t too important. 

 
Any individual’s resources are limited, too, because of our limited incomes.  Most 
of us cannot buy both a Hummer and a Jaguar.   
 
Time is also a limited resource, that binds even those with great wealth, and 
which applies even to goods that don’t involve “dollar costs.”   

 
Agents need to make choices because of scarcity.  Once you choose something, you give 
something else up.  This raises the notion of opportunity cost, defined as the value of next 
best alternative that the decision maker must forgo. 
 
e.g. You buy a book for $15.  What is the cost of the book?  Not really $15, but whatever 
you would have purchased had you not bought the book (a CD for instance). 
 
e.g. What is the opportunity cost of coming to class?  It is the value of taking a nap, 
studying for another class, watching SportsCenter, or whatever you would be doing now 
if you weren’t here. 
 
We can represent opportunity costs graphically using a production possibilities frontier, 
which shows the combinations of goods a firm or society can produce given available 



resources.  (Resources are often broken down into broad categories such as land, labor, 
capital, and entrepreneurship).   
 
e.g. Suppose a produce farm produces two goods: lettuce and tomatoes.  The PPF for this 
farm shows the various combinations of these goods the farm can hypothetically produce, 
given its resources. 
 
 Lettuce (bushels/yr) 
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As if the firm is initially producing at point A, the opportunity cost of producing 800 
more bushels of tomatoes is 900 bushels of lettuce. 
 
A and B are both “efficient” in the sense that at either of these points, it is impossible to 
produce more of either good without producing less of the other.  Compare with point C 
which is “inefficient” (because it is wasteful), and point D which is “unattainable”. 
 
The fact that the PPF is downward-sloping reflects scarcity, since the firm must give up 
some tomato production when it diverts resources toward lettuce.  The resources it uses 
to produce these goods are scarce, and the firm faces an opportunity cost when it expands 
its production of either good. 
 



Notice that the firm’s PPF is “bowed out” from the origin.  This means that as the firm 
produces more of either output, the opportunity cost of producing more of that output is 
rising.  This is due to the fact that the firm’s resources are specialized.  As the firm 
produces more and more lettuce, say, it has to take resources out of tomato production.  
At first, the resources so diverted will be those best for lettuce production and worst for 
tomato production, but eventually the firm will have to use some resources poorly suited 
for lettuce and very productive for tomatoes, so the opportunity cost will rise.  This is one 
manifestation of the principle of increasing costs: as the production of one good rises, the 
opportunity cost of producing even more of that good increases. 
 
We can also think of “society” as having a PPF. 
 
e.g.  Suppose society can produce two goods: corn and computers. 
 
               Corn (tons/yr) 
 

Development of this review sheet was made possible by funding from the US Department of 
Education through South Dakota’s EveryTeacher Teacher Quality Enhancement grant. 

 

 
 
       110     A          • D  
       100       
 
 
 
 
         50  C     B 
 
 
 
 
            Computers (#/yr) 
      200      350    400 
 
As if society is initially producing at point A, the opportunity cost of producing 150 more 
computers is 50 tons of corn. 
 
Points A and B are both “efficient, point C is “inefficient” (again, because it is wasteful), 
and point D is “unattainable.” 
 
Note that society’s PPF is also “bowed out.”  Again, this feature reflects the fact that 
resources are specialized.  Suppose society is producing nothing but computers.  The OC 
of producing a little corn is fairly small since the best farmland can be diverted to corn 
production.  However, additional land diverted to corn production is not as productive, 
thus yielding less and less additional corn.  Finally, when society is producing mostly 
corn, it is extremely costly to produce more corn since now the most productive 
computer-producing resources must be diverted into corn production  



Of course, the degree to which the PPF is “bowed out” depends on how specialized 
society’s resources are.  If resources are not specialized at all, the PPF would be a straight 
line (left shoes, right shoes). 
 
Economic growth can allow society to achieve previously unattainable points by shifting 
the PPF out. 
 
e.g.  Suppose society experiences a technological change which allows its fixed resources 
to be used more efficiently (transistor, microchip, assembly line).  In this case, society 
can produce more of both goods, so the PPF would shift out. 
 
                Corn (tons/yr) 
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Of course, it is also possible for technological change to affect each sector differently. 
 



e.g.  Suppose that a new type of fertilizer allows society to produce more corn at any 
level of computer production.  In this case, the PPF would actually rotate.  Note that this 
innovation which increases corn production allows society to produce more computers, 
too. (Similar to the U.S. the past hundred years or so). 

 
 Corn (tons/yr) 
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