
Big Idea of the Day—Supply
III. Supply

     A. The quantity supplied of a good is the amount that producers plan to sell in a given period of time.

     B. The law of supply is that “other things remaining the same, the higher the price of a good, the greater is the quantity supplied.”

           1. A higher price increases the quantity supplied because producing larger quantities increases the marginal cost of production. Hence greater quantities are supplied only if the price rises to cover the higher marginal cost.

     C. Supply is the entire relationship between all possible prices and the quantity supplied at every price. 

     D. The supply curve graphs the relationship between the quantity supplied and the price of a product.

          1. The supply curve shows firms’ minimum supply price; that is, for any quantity, it shows the minimum price that firms must receive in order to supply the last unit of the given quantity.

     E. A change in supply (a shift in the supply curve) occurs whenever some factor that affects the supply of the good, other than its price, changes. Such variables include:

          1. Prices of productive resources. A rise (fall) in the prices of resources shifts the supply curve leftward (rightward).

          2. An increase in technology shifts the supply curve rightward.

          3. An increase (decrease) in the number of suppliers shifts the supply curve rightward (leftward).

          4. Prices of other goods produced, which have two possible relationships:

               a) When the price of a substitute in production rises (falls), the supply curve for the good shifts leftward (rightward).

               b) A rise (fall) in the price of a complement in production shifts the supply curve rightward (leftward).

          5. If the expected future price of the product rises (falls), the supply curve in the present period shifts leftward (rightward).

     G. Similar to demand, the distinction between a “change in supply” and a “change in the quantity supplied” is crucial. The former refers to a shift in the entire demand curve, whereas the latter refers to a movement along the supply curve.

