Supply: How Much to Produce?

The Law of Supply

· Supply-the amount of goods available.

· Law of supply-the higher the price, the larger the quantity produced.

· As the price of a good rises, existing producers produce more. And new producers are encouraged to enter the market.  It works the other way too.

Supply Schedule


· Supply schedule-shows the relationship between price and quantity supplied for the specific goods.

· Supply schedules deal with 2 things:

· The price of your item

· Number of item supplied at each price

· When price decreases, producers will lower the supply of that item.

· Supply curve-shows a supply schedule in a graphic way. X=quantity supplied, y=price.  Curve always rises from left to right.

Elasticity of Supply

· How suppliers respond to a change in price.

· Elastic, inelastic and unitary elastic are the same when applied to supply and demand.

· When determining elasticity of supply you must consider time as the most important factor.  Producers don’t immediately change their output. (Ex. An orange grove)

· Elasticity only changes greatly over time.

Costs of Production

· Help to determine supply:

· How much does it cost to hire workers?

· Determine how many laborers you have and what their output is.

· Marginal product of labor-change in output from hiring one more worker.  Or firing one.

Increasing Marginal Returns

· When enough workers are added to a workforce that each can specialize in one task.  This increases efficiency.

· Once you increase the amount of workers past the minimum needed, the increases start to decrease.  Called diminishing marginal  returns.  This is especially bad when capital is not increased.

Supply and Costs

· Fixed costs-costs that do not change no matter how much is produced. Ex. Rent on the buildings, property taxes, production of base workers.

· Variable costs-costs that fluctuate depending on quantity produced. Ex. Costs of raw materials and labor.

· Total costs=Variable+Fixed

· Marginal cost-additional cost of producing one more unit.

Marginal Revenue vs. Marginal Cost

· When trying to figure out how much to produce … manufacturers look for the point at which marginal cost=marginal revenue.

Changes in Supply

· The change in the price of an ingredient of  your good will cause the supply to change.

· Technology always lowers costs and increases supply at all levels.

Government’s Influence on Supply

· Government sometimes has power to raise or lower price of input goods,  thus affecting production.

· Govt. tactics for affecting supply:

· Subsidies-govt. payment that supports a business or market. Ex. Farm subsidies.

· Taxes-reduces the supply of certain goods by taxing production of a good or the good itself. Ex. Cigarette and  alcohol taxes.

Other Impacts on Supply

· Producers’ expectation of future prices affect output decisions.

· Supply increases when the number of companies producing the good increases.

· Inflation is tied to supply.  Prices rise and certain amounts of money can not buy what they used to.  As prices rise, producers increase supply.  

