Question 1:
· Q: Explain how the concept of opportunity cost is used to allocate resources in an economy.
· A: Opportunity cost is the value of the next best alternative forgone when a choice is made. In allocating resources, opportunity cost helps decision-makers evaluate the trade-offs involved in using resources for one purpose over another. For example, if a government allocates funds to healthcare, the opportunity cost might be the forgone investment in education. By considering opportunity costs, economies can allocate resources more efficiently to maximize benefits and minimize wasted potential.
Question 2:
· Q: Describe how a Production Possibility Curve (PPC) can illustrate the concept of efficient resource allocation.
· A: The Production Possibility Curve (PPC) shows the maximum possible output combinations of two goods or services that can be produced with available resources and technology. Points on the PPC represent efficient resource allocation, where resources are fully utilized. Points inside the curve indicate inefficiency, with resources underutilized. Points outside the curve are unattainable with current resources. By analyzing the PPC, economists can identify the most efficient use of resources and the trade-offs between different production choices, thereby ensuring optimal allocation.
Question 3:
· Q: How do market systems use price mechanisms to allocate resources?
· A: In market systems, the price mechanism allocates resources through the forces of supply and demand. Prices adjust based on the interaction between buyers and sellers. When demand for a good increases, prices rise, signaling producers to allocate more resources toward producing that good. Conversely, if demand decreases, prices fall, and resources are reallocated to other uses. This dynamic adjustment ensures that resources are directed toward goods and services that are most valued by society, promoting efficient allocation without central planning.

