L=

il

PRLESHL

INTRODUCTORY MICRO ECONOMICS

Chapter number:4(4.2)
Chapter Name:THEORY OF FIRM UNDER PERFECT COMPETITION(Supply)

CHANGING YOUR TOMORROW

Website: www.odmegroup.org Toll Free: 1800 120 2316
Email: info@odmps.org Sishu Vihar, Infocity Road, Patia, Bhubaneswar- 751024



of time

PUBLIC SCHOOL




o Nt el St = S Vel S ™ | af e SRy O B e e R A

e (Uriivnmvnly7 10 a1 Aocci1rad ATt

* DOUPE -ng*r.{@ﬁmk&a *, 1
\ - et X

.........

- Supply is always explaned with reference to
price

* Time during which it is offered for sale
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;:seller is willingto sell at dlﬁeret'prlce levels o, that prodhct. '

The graphical representation of supply schedule is called
supply curve.

Supply Schedule and Supply Curve are of two types
1) Individual Supply Schedule & Individual Supply Curve
2) Market Supply Schedule & Market Supply Curve
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|| Price of Milk (Per Quantity

liter in Rs) Supplied (1000
per day in
liters)
10 5

12 15

14 20 T R
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Individual Supply Curve
The supply curve is showing a straight line and an upward slope. This implies that PUBLIC SCHOOL

the supply of a product increases with increase in the price of a product.



|| Price of Individual Supply | Market

Product Supply
| X
100 750 500 450 1700 100
200 800 650 500 1950 S i
0 1700 1450 2002600
300 900 750 650 2300 Quantty Supplied
400 1000 900 700 2600 Market Demand Curve

Market supply curve also represents the direct relationship between the quantity
supplied and price of a product. AUBLICSCHOIL




Where,

Sx= Supply of a Commodity

Px = Price of the Commodity

Pr = Price of the Related Goods
Nf = Number of Firms

G = Goal of the Firm

Pr = Price of factors of Production
T = Technology

Ex = Expected Future Price

Ge = Government Policy
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goods producers:willﬁ .ﬁnd it more-profitable to produce that
commodity by reducing the production of the existing
commodity.

For Example: Suppose the seller of tea notice that the price of
coffee increases . They may reduce the amount of resources
devoted to the selling of tea in favour of coffee. O
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Increase in the number of firms implies increase in
the market supply, and decrease in the number of
firms implies decrease in the market supply of a
commodity.
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On the other hand, if goal of the firm is to maximise
sale more will be supplied even at the same price.
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If the factor price decreases, cost of production also reduces.
Accordingly, more of the commodity is supplied at its existing
price.

Conversely, if the factor price increases cost of production
also increases. In such a situation less of the commodity is
supplied at its existing price.
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at its existing price.
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‘supply will increase
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i.e. Higher the price, higher will be quantity supplied and
lower the price smaller will be quantity supplied.

‘Other things remaining the same’ means determinants other
than own price such as technology, goals of the firm,
government policy, price of related goods etc. should not
change.
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SS Slopes upward from left to right.

It shows positive relationship between price of the commodity
and its quantity supplied.

As price rises quantity supplied also rises.
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* There is no change in the technique of production.

* There is no change in the goal of firm.
* There is no change in the prices of related goods.

* Producers do not expect change in the price of the
commodity in the near future.
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ito nafural calamltles, there is fall in the productlon of wheat
then its supply will not increase, however high the price may
be.

* Supply of goods having social distinction will remain limited
even if their price tends to rise.

* Seller may be willing to sell more units of a perishable
commodity at a lower price.
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":'supply more in the market other things remain the same. -

» Positive slope of supply curve is also caused by the rise in the
cost of production. Usually cost of production increases with
increase in production. In this situation a producer will

produce and sell more units only at a higher price.

* The rise in price also motivates other producers to produce
this commodity so as to earn higher profit.



Supply and decrease in quantity
supplied due to fall in its price is
called Contraction of Supply.
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commodity due to rise in its
price is called Extension of
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f:price, while decrease in supplv*
occurs when less is supplied at
the existing price. While increase
in supply cause a forward shift in
supply curve, decrease in supply
cause a backward shift in supply
curve.

Shitt in supply curve

Price (in )
0

? =

g =S

Quantity supplied (in units)
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‘To quantify such change we require the concept of elasticity
of supply that measures the extent of quantities supplied in
response to a change in price.
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commodlty.' lt'is alse -defﬁnedas the 'percentage change in
quantity supplied divided by percentage change in price.

It can be calculated by using the following formula:
E; = % change in quantity supplied/% change in price
Symbolically,

E. = AQ/Q + AP/P = AQ/AP x P/Q
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(b) Inelastic Supply (Ec< 1):

(c) Unit Elasticity of Supply (Eg = 1):
(d) Perfectly Elastic Supply (E; = eo):

(e) Perfectly Inelastic Supply (Es = 0):
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The supply curve PS1 drawn in
Figure has an elasticity of supply
equal to infinity. Here the supply
curve has been drawn parallel to the
horizontal axis.
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'. of s‘uppiv curvé is ¢ nceived wheri'ﬁ‘?‘e".i_

consider the supply curve of land
from the viewpoint of a country, or
the world as a whole.
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Any straight line supply Curve passing
through the origin, such as the one
shown in Figure, has an elasticity of

supply equal to 1. This can be verified
in this way.
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.than one but Iess than mﬁmty

Here quantity supplied changes by a
larger magnitude than does price.
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Fig AATE, >
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Figure depicts inelastic supply curve
where quantity supplied changes by
a smaller percentage than does price.

Fig A1BE <!



the commodity.

Methods for Measuring Price Elasticity of Supply:

Price elasticity of supply can be measured by the following
methods:

1. Percentage Method
2. Geometric method

Ih’supply ofa com.fhédi'ty," due to a given chéﬁge in the' price of
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According to this method, elasticity
is measured as the ratio of
percentage change in the quantity
supplied to percentage change in the
price.

086 = % change in quantity supplied

% change In price

change in quantity supplied 100k
initial quantity supplied

change In price
Intial price

few quantly (Q2) - initial quantity (Q) "
initial quantity (Q1)

new price (P2) « [nitial price (P1
| Initial lx100

initial price (P1)
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Solution:

E; = Percentage Change in quantity supplied

Percentage change in Price
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(1) Es = 1, unitary elasticity: when a straight line upward

sloping supply curve starts from the point of origin. in this case

percentage change in quantity supplied is equal to the percentage
change in price
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Eg= o
Perfectly elastic
supply curve
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