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1. Suppose that a baker can produce muffins and cupcakes. If she uses all her resources on producing
muffins, she can bake 120 muffins. If she produces only cupcakes, she can bake 100 cupcakes.

(a) Draw the Production Possibility Curve of this baker, where the x-axis represents the
quantity of muffins and y-axis represents the quantity of cupcakes. Assume that the PPC is a

straight line. What is the opportunity cost of each cupcake?

(b) With her available resources, can this baker make 60 cupcakes and 50 muffins? Justify

your answer.

(X) If the baker learns a new technique and now the maximum quantity of muffins she can
produce is 150 muffins, while the maximum quantity of cupcakes she can produce is still 100
. ——
cupcakes, ceteris paribus. Will the opportunity cost of each cupcake increase or decrease, and by

=

what amount? Illustrate the change of the Production Possibility Curve of this baker.
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