TRAPTHR 2 |
Pemand, Supply. and Marker Equilibrium I

EisitAE 14 Anindividual producer’y supply of corn. Beause price and quanmmy suppléed are dirserly refared, the supply curve for i
wudrerdud pro-ducer graphs s an upsbaping curse, Other things equal, producers wil offar morm of 2 priduct for 4le 35 s price Hees hess of the product for

sale as its price falks.
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in "Tatde 3+ are for the many supphiers in the markex, 2ach
willing to supply corn. Curve §) in Figure 3.3 is a graph of
the rarket supply dara. Note that the values of the axes in
Figure 3.5 aee the same a5 those used in our gmph of mar-

[11] i0 an 40 L 60 L]

Cuantity supplied (bushals per week)

oithier gowals, (5) producer expecradons, and (df the number
of sellers in the market. A change in any one or mare of
these determinants of supply, or mpply shifters, will move
the supply curve (or 2 preduct either right or left. A shift

kef demand (Figure 3.3), except the change trom "gquantity
demanded™ to “yuantty Suppiltd on The horizontal axs,

Determinants of Supply

[n constructng a supply curve, we asswme that price is the
mast significant imfluencee on the quantity supplicd of any
J.uu'\lur_l.. oo iErloss {-&::L"ull'sl_'!_dliuu_l l:quuli} [T
awnf du aflece suppde T sopphremnve D dius i an ohe as-
sumptien that these ather things are fixed and do no
change. Hone of thems does change, 3 chanpe in supply will

to the thr as trom b to Y; in Figure }.5, signibies an in-

eregse 1N SUpply: Producers supply larger quaniiies of the
product at each passible price. A shift to the kff, as from
5, 0 8y, indicates a decrese in supply: Producers offer less
autpnrt at each price,

Changes inSupply
Eedseousiderliow chunpes in eachr ot derermiriants af--
lect aupplv The kes idea s that costs are a major factor an-

derlying supply curves; anyhing that affeces costs {uther
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The hagie derrrminanrs of snpply are () resinrce
prices, (2} wechnology, (3) axes and subsidies, (4) prices of

LD 5.4 Market Supply of Corn, 200 Producers
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Respurce Prices The prices of the respurces used in
the production process help determine the costs of pro-
therion incurred by firms. Higher vesonree prives raise
praduction costs and, assuming a particular predeet price,
sijuecze profirs. That reduction in profits reduces the in-
cennivé tor Hmms to sopply ourpuc a1 each product price.
For example, an increase in the prices of sand, crushed
rock, and Portland cement will increase the cost of pro-
ducing conerete and reduce ies sapply.

In contrast, lower resource prices reduce praduciion
costs and increase profits. So when resource priees fall,
tirms supply greater output at each product price. For
examnple, 2 decrease in the price of flat-panel glass will in-
crease the supply of big-screen televisinn sets,
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Technelogy Lnprovemens in technology (techrigues
at procductirm) enable firms oo praduce wnits of oukpat
with fewer resources, Beoause tesources are costly, using
fewer ol them lowers prodoction costs and increases sup-
v, Example: Technalowical alvances in producing flat-
panel computer monitors have prearly redoced cheir cost.
Thus, manutacturers will now offer more such moniwers
than proviously ar the various prices; the supply of thae-
panel manitors has increased.

Taxes and Subsides Businesses mear most tases as
costs, Jnoincrease insales or propery taxes will inerease
privductiion costs and reduce supply. 1o contrase, subsidies
are “raxes i reverses” 1 the povernment subsidizes che
prodduction of a good, it in effect lowers the producers’
e and increases supply,

Prices of Other Goods Finus that produce a par-
ticabar produoce, say, saccer balls, can sometdmes use their
Hant and equipment to produce allernative goads, say,
basketballs and vollevballs. "Thy higher prices of these
*rhes woods™ may eotice soceer ball prodoucers vs swirch
proaluction oo these uther goods 0 order woinerease -
its. Uhis cufistipeerion B prsdaction esults moa deeline in the
supply of seccer balls. Alternatively, when the prices of
laskethalls and vollevballs dechine relaove to the price of
soceer balls, producers of those goods may decide w pro-
duee more soccer halls instead. increasing Lheir supply,

Producer Expectations Changes in expoctations
about the fature price of a product may atfecr the producers

i L Changes inthe supply of cori. A change inone
ar more of the determamants of Supply causes a change i supply. An ncreasa
it1 supply is shawn 25 a rightuward shift of the supply curye, 22 frern 5 o 5 A
e remse 1N SUpply i depicted a5 3 Wefrward shifo of che curee.as from 5. w5,

I gpnrgac a diange oo sl o quehihey s pAsd—a LUl DY 2 STIRER 0 T
product’s price and 15 shown by 4 moygment fran cae FRInC [0 another. i

from b ta d on fixed supply curve 5,

current willingness o supply that producr. Ie is ditfienlr,
however, to generalize abour how a new expectation of
higher prices affects rhe present supply of 2 product
Farmors anticipating 2 higher wheat price in the tutre
might withhold some of their current wheat harvest trom
the marker, thereby cousing o decrease i the current sup-
plv of wheat, In contrast, in many vpes of manufacturing
industries, newh: formed expectations that price will in-
crease may indece firms to add another shift of workers or
1o expand their production facilities, cansing current sup-
Py o Lnerease,

Number of Sellers Other tungs equal, the larger
the number of suppliers. the greater the market suppl. As
mare firms enter an industry, the supply carve shitts w the
right, Conversely, the smaller the nober of finns i cthe
industey, the less the market supply. "This means that as
firms leave an indvstey, the supply curve shitts 1o the lefe
Faample: Fhe United States and Canada have impased re-
stractivns on haddock fshing to replenish dwindling soocks,
A pari ot thae policy, the Federal govermnment has Loughe
the boats ot sone of the haddack fishers as a vy of putting
thern aut of business and decreasing the cach, The resale
hias treen a decline in the markee supphy of haddock.

Table 3.5 is a checklist of Uie determinants of supply,
along with further ustrations. {Key Question 6)

Changes in Quantity Sue
The distinction weoween a chaage Jr.'pph aml 3 [!:.r.ra.r;‘e
s ghantery sappdeed parallels the distinetion between a
charge in demand and a change in guantite demanded.




