Lecture 3: Supply

	Learning Objectives
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Define the supply curve 
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List the factors that are held constant along a given supply curve 
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Understand the difference between a shift in supply and a change in the quantity supplied 
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Explain why supply slopes upward to the right 
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Recognize how supply shifts given a change in any of the influential factors 

     The market supply curve indicates the total amount that would freely and willingly be brought to market over a specified period of time by producers at each possible unit price.

     Supply curves typically slope upward to the right; i.e., there is a positive relationship between unit price and quantity supplied over a specified time period. In most situations we expect the supply curve to slope upward to the right because of the law of increasing cost discussed in Chapter 3.

     As we produce more of any good or service we have to move resources from the production of other goods and services into the production of this good. As these resources must be released from increasingly more valuable alternative production, producers will only provide increasing amounts of the good in question if they receive a higher unit price that is commensurate with its higher opportunity cost. Consequently, the quantity supplied will be directly related to unit price.

Definition
     Like the demand curve, the supply curve is derived under the assumption that, except for price, all of the important variables determining producers decisions are being held constant. On the supply side the other significant   variables affecting producers decisions are:
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technology 
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units prices of inputs 
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prices of goods that are substitutes in production 
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productivity of inputs 
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expectations 

     Be sure you understand the difference between a change in supply and a change in the quantity supplied. The terminology is similar to that utilized to describe the demand curve. A change in unit price results in a movement along a supply curve and is termed a change in the quantity supplied. A change in any of the non-price variables listed above can shift the supply curve along its entire length and result in a change in supply.

     Anything that reduces the cost of producing a given level of output will result in an increase in supply which is illustrated by a shift in the supply curve to the right. The opposite would hold for anything that increases the cost of producing a given level of output.

     When discussing shifts in demand or supply, use the words "increase" or "decrease." Avoid using the terms "up" or "down," since this can become very confusing when discussing supply. For example, an increase in supply is graphically represented by a downward movement along the price axis.

Market Supply
     Market supply is simply the horizontal sum of the quantities that the individual firms place on the market. The market supply curves assumes that firms are  price takers. It assumes that an individual firm has no impact upon market price. Given the price determined in the wider market, the firm only decides how much it will bring to market at that price. We cannot define a supply curve in a market in which the firm can control the price of its product.
	    

	  

Key Terms
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change in supply 
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change in quantity supplied 
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individual supply 
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market supply 
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quantity supplied 


	


Market Equilibrium

Learning Objectives
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	Understand how demand and supply determine market equilibrium 
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	Explain how the market adjusts to equilibrium given either excess supply or excess demand 
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	Given a shift in demand or supply indicate the change in equilibrium price and quantity 


     By the end of this chapter you should have a basic understanding of the most important instrument in the economist's toolkit.

     Coming together, like blades of scissors, demand and supply determine market equilibrium. At market equilibrium the quantity that consumers freely and willingly demand at the market price is exactly equal to the quantity that producers freely and willingly bring to market at that price. There is neither excess demand (shortage) or excess supply (glut) on the market.

     What is bought in a market must be equal to what is sold. This is a truism that must hold. Market equilibrium means more that. It indicates that the amount consumers want to buy at the market price is exactly equal to what producers want to sell at the same market price.

     It is important that you understand the concept of equilibrium in economics. Equilibrium is neither intrinsically good nor bad. An equilibrium exists when opposing forces just offset each other. Consequently, if an economy or a market is at equilibrium it will tend to stay there. Typical, equilibria in economics are stable equilibria, meaning that if the system is in disequilibrium there are forces that tend to push it back to equilibrium.

     If a goods market is in disequilibrium, price should be either rising or falling. When the quantity demanded exceeds the quantity supplied there will be excess demand and the market price will rise. It is the rise in the price that then eliminates the excess demand and brings the quantity demanded into equality with the quantity supplied. As market price rises the quantity demanded decreases as consumers substitute other goods for this one. In addition, as market price rises producers decide to bring additional quantities to market. These processes will continue until the excess demand is eliminated.

     When the quantity supplied exceeds the quantity demanded, then there will be excess supply in the market. At the current market price, some suppliers will be unable to sell all of there output. This should put downward pressure on market price. Price should continue to fall until the excess supply is eliminated and the quantity demand exactly equals the quantity supplied.

