Topic  – Supply

A firm or producer is a business who makes goods or provides services with the aim of making a profit. 

Profit is the difference between revenue (sales or income) and costs.

Supply –

 

              Terry’s Takeaways supply schedule 	      
        	       for hamburgers (per day)			    	    	 
	                                                                                      								
	Price ($)
	Quantity supplied

	3.00
	  20

	3.50
	  40

	4.00
	  60

	4.50
	  80 

	5.00
	110

	5.50
	130



 
The supply curve slopes upwards to the right, the curve is positively sloped – as price increases the quantity supplied increases. This is consistent with the law of supply.

Law of supply – as the price of a commodity _____________, the quantity supplied _____________, ________________.   
Movements Along a Supply Curve
A movement along the supply curve can only be caused by a change in price (assuming ceteris paribus). 

          Increase in the Quantity Supplied    			 Decrease in the Quantity Supplied
      


        
An increase in price from P1 to P2 results in an increase in the quantity supplied from Q1 to Q2. There is a movement along (up) the supply curve from point A to point B. 

____________________________________________________________________________________________________________________________________________________

 (
ONLY
 a change in 
price
 will cause a change in the 
quantity supplied
 (
ceteris paribus
) and a 
movement along
 
the supply curve.
)



Shifts of the Supply Curve

If another factor, other than price, changes then this will cause a shift of the supply curve itself (the ceteris paribus condition will not apply). At each and every price there is an increase or decrease in the quantity supplied, so we must draw another, new and separate supply curve. This is called a change in supply.

         An Increase in Supply				 	     A Decrease in Supply




 (
A change in a 
non-price
 factor will cause a change in 
supply
 and a 
shift
 of the supply curve. 
Ceteris paribus
 no longer applies.
)




Non-Price Factors

A)	Economic factors – factors that are within the control of the firm.

 (
Costs of Production
)1)	The Costs of Production


 (
Cost of services 
e.g. _________ ___________________________
) (
Cost of resources 
e.g. ________ ___________________________
)



If costs for a producer increase, then it is going to cost more to produce the same quantity. Supply will decrease and the supply curve will shift to the _________, as it will be less profitable to sell the good at each price. There is a ___________ relationship between the costs of production for a firm and supply – if costs _________, supply ___________.
2)	The Level of Technology
If there is an increase in technology, which leads to an increase in productivity, then supply will increase. At each price the producer will be able to supply more.  Technological improvements include greater computerisation, automation, and mechanisation of the production process.

Productivity – 


3)	Price of Related Goods Produced
Consider a farmer who grows both apples and pears on their land.

An increase in the price of apples will result in the farmer wanting to increase the _________ ___________ of apples, as they will be more profitable to sell. This will result in a _____________ _________ the supply curve for apples (shown below). To grow more apples the farmer will have to use more land to grow them. This results in less land available for growing pears. There will be a decrease in the __________ of pears, and the supply curve will __________ to the ___________ (shown below).  
            		        Supply of Apples                              	              Supply of Pears


                       
B)	Non-economic factors – factors that are beyond the control of the firm or industry. 
1)	Environmental Factors
Changes in the environment, such as weather conditions, can affect the supply of agricultural goods in particular, e.g. a severe drought would decrease the supply of primary produce like dairy products, beef and vegetables.
2)	Trade Restrictions
Trade restrictions such as tariffs and quotas will restrict the amount of a good that will be imported into a country. If fewer goods are imported, there will be __________ goods available for local consumers to buy, _____________ supply.    

Tariff – 
	
Quota – 

3)	Legal Factors
If government regulations result in an increase in the costs of production for a firm, then supply will decrease. For example, laws relating to OSH (Occupational Safety and Health) may require a construction firm to purchase additional safety equipment. 

Compliance costs are the costs to a firm of complying with government regulations.

4)	Indirect Taxes and Subsidies

Direct tax – 






Indirect tax – 




Indirect taxes are often used by the government to _________________ the use of certain goods, e.g. _____________ and _______________. An indirect tax is collected by the firm and passed on to the government, increasing the firm’s costs and ______________ supply.   



			An indirect tax of 0.50c 

 (
Before the tax was imposed, the firm was prepared to produce ____ units at a price of $______ (point ____). After a tax of 0.50c was placed on the good, the producer needs to receive $_______ (point ___) to produce _____ units, as the firm will have to pass 0.50c tax on to the government. 
An indirect tax increases a firm’s _________, ___________ supply and ________ the supply curve up, vertically by the amount of the tax.
 
)
 
Subsidy – 



Subsidies are used by the government to ______________ the consumption of certain goods it considers beneficial. A subsidy received by a firm reduces their ____________, increasing ______________.  


				A subsidy of $0.50 


 (
Before the subsidy, the firm was prepared to produce 10 units at a price of $1.50 (point A). After the subsidy the firm only needs a price of $1.00 (point B) to produce 10 units, as they will receive an extra 0.50c from the government. 
A subsidy decreases a firm’s costs, increasing supply and shifts the supply curve down, vertically by the amount of the subsidy. 
)




Market Supply

Market supply – 




The market supply curve and schedule show the quantities of a commodity that will be produced by all firms in the market at each price. To calculate, horizontally add together the quantity supplied by all firms at each price.



[bookmark: _GoBack]Example – if there are 2 producers in the market.


Market Supply Schedule (per month)

	P ($)
	QSA
	QSB
	QSMkt

	300
	— 
	100
	

	350
	100
	150
	

	400
	200
	200
	

	450
	250
	
	500

	500
	
	300
	600
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