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uu'cK QUIZ make up an example of a monthly demand schedule for pizza and graph
mplied demand curve. ® Give an example of something that would shift this demand
1 F;nd briefly explain your reasoning. ® Would a change in the price of pizza shift

the i

curv ¥
this demand curve:!

SUPPLY

We now turn to the other side of the market and examine the behavior of sellers.

Once again, to focus our thinking, let’s consider the market for ice cream.

The SuppLy CURVE: THE RELATIONSHIP BETWEEN
PRICE AND QUANTITY SUPPLIED

The quantity supplied of any good or service is the amount that sellers are will-
ing and able to sell. There are many determinants of quantity supplied, but once
again, price plays a special role in our analysis. When the price of ice cream is high,
selling ice cream is profitable, and so the quantity supplied is large. Sellers of ice
cream work long hours, buy many ice-cream machines, and hire many workers.
By contrast, when the price of ice cream is low, the business is less profitable, and
so sellers produce less ice cream. At a low price, some sellers may even choose to
chut down, and their quantity supplied falls to zero. This relationship between
price and quantity supplied is called the law of supply: Other things equal, when
the price of a good rises, the quantity supplied of the good also rises, and when
the price falls, the quantity supplied falls as well.

The table in Figure 5 shows the quantity of ice-cream cones supplied each month
by Ben, an ice-cream seller, at various prices of ice cream. At a price below $1.00,
Ben does not supply any ice cream at all. As the price rises, he supplies a greater
and greater quantity. This is the supply schedule, a table that shows the rela-
tionship between the price of a good and the quantity supplied, holding constant
everything else that influences how much producers of the good want to sell.

The graph in Figure 5 uses the numbers from the table to illustrate the law
of supply. The curve relating price and quantity supplied is called the supply
curve. The supply curve slopes upward because, other things equal, a higher price
means a greater quantity supplied.

MARKET SUupPPLY VERSUS INDIVIDUAL SUPPLY

Just as market demand is the sum of the demands of all buyers, market supply is
the sum of the supplies of all sellers. The table in Figure 6 shows the supply sched-
ules for the two ice-cream producers in the market—Ben and Jerry. At any price,
Ben’s supply schedule tells us the quantity of ice cream Ben supplies, and Jerry’s
Supply schedule tells us the quantity of ice cream Jerry supplies. The market sup-
PIy is the sum of the two individual supplies.

The graph in Figure 6 shows the supply curves that correspond to the supply
sehedules. As with demand curves, we sum the individual supply curves horizon-
fally to obtain the market supply curve. That is, to find the total quantity supplied
atany price, we add the individual quantities, which are found on the horizontal
N8 Of the individual supply curves. The market supply curve shows how the
otal quantity supplied varies as the price of the good varies, holding constant
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5 FIGURE

Ben's Supply Schedule

and Supply Curve

Price of
lce-Cream Cone

The supply schedule is a table that shows the quantity supplied at each price. This
supply curve, which graphs the supply schedule, illustrates how the quantity supplied
of the good changes as its price varies. Because a higher price increases the quantity
supplied, the supply curve slopes upward.

$0.00
0.50
1.00
1.50
2.00
2.50
3.00

Quantity of Price of
Cones Supplied Ice-Cream
Cone
$3.00 Supply curve
0 cones :
. 2.50
1 1. An f
2 increase
23 in price ... 2.00
4
5 1.50
1.00
0.50
N (|

| N SO I AR ) AN WO
R s s S B AR R O L G L 12 Quantity of
e Ice-Cream Cones
2. .. increases quantity of cones supplied.

———— . ————ET TS o

all the other factors beyond price that influence producers’ decisions about how
much to sell.

SHIETS IN THE SuppPLY CURVE

Because the market supply curve holds other things constant, the curve shifts
when one of the factors changes. For example, suppose the price of sugar falls.
Sugar is an input into producing ice cream, s0 the fall in the price of sugar makes
selling ice cream more profitable. This raises the supply of ice cream: At any given
price, sellers are now willing to produce a larger quantity. The supply curve for
ice cream shifts to the right.

Figure 7 illustrates shifts in supply. Any change that raises quantity supplied at
every price, such as a fall in the price of sugar, shifts the supply curve to the right
and is called an increase in supply. Similarly, any change that reduces the quantity
supplied at every price shifts the supply curve to the left and is called a decrease in
supply.

There are many variables that can shift the supply curve. Here are some of the
most important.

Input Prices To produce their output of ice cream, sellers use various inputs:
cream, sugar, flavoring, ice-cream machines, the buildings in which the ice cream
is made, and the labor of workers to mix the ingredients and operate the machines.
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FIGURE 6
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When the price of one or more of these inputs rises, producing ice cream is less
profitable, and firms supply less ice cream. If input prices rise substantially, a firm
might shut down and supply no ice cream at all. Thus, the supply of a good is
negatively related to the price of the inputs used to make the good.

Technology The technology for turning inputs into ice cream is another deter-
minant of supply. The invention of the mechanized ice-cream machine, for exam-
ple, reduced the amount of labor necessary to make ice cream. By reducing firms’
costs, the advance in technology raised the supply of ice cream.

Expectations The amount of ice cream a firm supplies today may depend on its
expectations about the future. For example, if a firm expects the price of ice cream
to rise in the future, it will put some of its current production into storage and
supply less to the market today.
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]g | Number of Sellers In addition to the preceding factors, which influence the

|| behavior of individual sellers, market supply depends on the number of these

% sellers. If Ben or Jerry were to retire from the ice-cream business, the supply in the

| market would fall.
Summary The supply curve shows what happens to the quantity supplied of a
good when its price varies, holding constant all the other variables that influence
sellers. When one of these other variables changes, the supply curve shifts. Table 2
lists the variables that influence how much producers choose to sell of a good.

Once again, to remember whether you need to shift or move along the supply

| curve, keep in mind that a curve shifts only when there is a change in a relevant
variable that is not named on either axis. The price is on the vertical axis, so a change
I in price represents a movement along the supply curve. By contrast, because input
N prices, technology, expectations, and the number of sellers are not measured on
Ll either axis, a change in one of these variables shifts the supply curve.

QUICK QUIZ make up an example of a monthly supply schedule for pizza and graph the
. implied supply curve. ® Give an example of something that would shift this supply curve,
i and briefly explain your reasoning. ® Would a change in the price of pizza shift this sup-
} { ply curve?

| 2 TABLE

along the supply curve, whereas a change in one of
the other variables shifts the supply curve.

|
|
\ Variable A Change in This Variable . . . E«
Variables That Influence Sellers ] ‘ t
i 3 ¥ Price of the good itself Represents a movement along the supply curve
This table lists the variables that affect how much - ;
i Input prices Shifts the supply curve

‘ producers choose to sell of any good. Notice the ] L
[ | g : Technology Shifts the supply curve t
[ | special role that the price of the good plays: A : . |
! : o Expectations Shifts the supply curve }
change in the good's price represents a movement : I
Number of sellers Shifts the supply curve i
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