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prices of the import commodities of the country are increased, If (he elastici
demand for the export commodities of the country is elastic, the demand rzl1u1l of
commadities are inercased considerably as a result of reduction in price of lh(r: G
Fommndilics due to devaluation. On the other hand, if the clasticity of dcmaiﬁpon
import commodities of the country is also elastic, the demand for import commodirror
are decreased considerably as a result of increase in price of the import commodil!es
duc to devaluation. As a result the deficit in balance of payment will reduce, Thyg }es
the success of devaluation policy, it is necessary that the clasticity of demang [or
export and import will be clastic, 3

Thus it is scen that the practical importance or application of the concept of
clasticity of demand arc inlinite 1o solve the economic problems and 1o take €Cconomijc
decisions.

m 2.4. Basis of Supply

Analysis of supply is very important for discussing theory of production. Actually
the main objective of production is the supply of commodity in the market. For this
the different aspects of supply are analysed here. !

® 24.1. Definition of Supply : The amount of a particular commodity seller
or producer prepare (o sell at a fixed price and at a fixed time is called supply,
Supply is considered from two angles. One is the supply of an individual seller and
the other is the total supply in the market. The amount of a particular commadity an
individual seller prepare to sell at a fixed price and at a fixed time is the supply of
an individual. On the other hand, the amount of particular commodity all the sellers

in the markets collectively prepare to sell at a fixed price und at a fixed time is the
fotal supply in the markel. } !

@ 2.4.2. Factors Determining Supply or Determinanis of Supply : Supply of a
commodity depends on many factors. The main factors which determined supply or
determinants of supply are discussed here.

(1) Price of the commodity : Supply of a commodity mainly depends on the price
of that commodity. Generally supply increases as a result ol increase in price and
supply decreascs as a resull of decrease in price.

(2) Price of other commeodities : Supply of any commodity is also dependend on
the price of other commoditics.

(3) Price of the factors of production : Cost of production of the commoidty is
increased if the prices of the factors of production of that commodity is increased.
As a result the amount of supply of the commodity may decrcase compare to the
previous amount of supply at a fixed price.

(4) Conditions of techniques for production : Cost of production changed due
to change in techniques for production. As a result amount of supply is also changed.
For example, if cost of production is decreased due to improvement in techniques of
production, the seller may inerease the amount of supply compare to the previous
amount of supply at a fixed price.

(5) Objective of the producer or firm : If the objective of the firm or producer
is to maximize sales instead of maximize profit then the amount of supply may
increase compare o the previous amount of supply.

(6) Conception of the scller regarding future price : The supply of a commodity
is also influcnced by the conception of the seller regarding future price of that
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" _ supply of commodity x.
peti ]S; = f’rizz f)l' commodity );
P; = Price of other commoditics.
P, = Price of the factors of production,
T = Conditions of techniques for production,
G = Goal or objective of the producer,

E = Expectation or conception of the seller regarding future price

The above supply I'unvlion' is called general form of supply function. From this
fuction it s clear that there CX.ISl a dependence relation of P.P.P,T,G,EwithS.
put if all the independent V““ab]cs' (P, Py, P, T, G, E) are changed simullﬂncousl}
{hen it is not pnssiblcl to ¢.1clcrm|nc the effect on §, seperately for each of the
independent variable. For this reason taking any one of this determinants as variable
and other determinants as constant, we try to discuss the relation of that determinants
with S,. For example, in any lixed time keeping the other determinants of supply as
constant, the relation between (he price of the commaodity (P,) with the supply for that
commodity (S,) will be

S, =1(P)

This supply functions is called special supply function.

e 244. Law of Supply : Price of other commodities, price of the factors of
production, techniques of production, time etc. remaining constant the supply of any
commodity is incrcased as the pn'cé of the commodity is increased and the supply of
the commodity is decreased as the price of the commodity is decreased. This dit'x?ct
telation between price of a commodity and the amount of supply of that commodity
is called law of supply. ke,

Thus, due to law of supply, the seller wants to sell morc amount of the commoanL{ in
the market when the price ol the commodity is increascd‘nnd. the scller wants lol sclf acnss
amount of the commodity when the price of the commodit): is dcurcascd.‘SuEp y :SC __Y
commodity is thus increased due to increase in the price of that commodity beca

(1) The producer wants to maximise his profit
(2) The number of seller may increase.
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® 2.4.5. Supply Curve : At a lixed time the difTerent amount of Supply op ny
commo.di'ly. at different price il expressed in a schcd_ulc llu-n‘ the lbd‘-c-;’mc s cqly)
supply schedule. Supply curve is obtained by drawing lllLl..\lfpp)' Schedule 4
Yoo s B t of supply the supplicr prepare (g g, ;
raph paper. Thus the dillferent amoun phyheupliy ‘ :
ﬁiffl'):rcgl [;icc. when expressed in the graph paper is called supply curyg,

Price } 3
P s
P, H
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0 M, M
Fig : 2.21.
In Fig:2.21., amount of supply is plotted along the I“"'im'“u!. xis tnd the price
of the ccc;mnmdily is plotted on the vertical axis. The amount of supply at different
price is shown by the different points. In the figure, the point A represents the amount

of-supply OM when the price of the comm‘odi%y is QP |S_il_nil:'lrlyb lh.c‘p‘oi:t B
represents the amount of supply OM, when price is (_Z)P" |tl this Iway y j()anlnc the
points A,B the locus. S8 is derived. The locus SS'I is lh.L sup\p{ cm:rw[:‘.lh rom the
diagram it is seen that the supply curve is u.p.ward rising Ir.r. ”;L«b 0[;(. (?e s(:l Sulppl-y
curve is positive. Supply curve is upward rising duc.: v L.“-At,n.d‘“::)? yl : dccrﬂ;g is
increased due Lo increase in price and the supply is _dt.mu.lm ue in
price. So supply curve is upward rising due (o law of .supl-) y ;
< 2.4.5.1. Why Supply Curve is Upward ‘Risiug +The d-l!I‘T.I-a"il,:":;::u.r::-ao‘|,sugple{
the supplier prepare to supply at dil"l'crcnl pr;::;:,u;v:::dtr:::ll:;\‘ue supp|y?s i[l:crgnsed
i surve. Supply curve is genera Sing i.¢. supply is
Lsuialléc?nz:gﬂz :'rll pr‘;cc “le );upply is dccrcascd. due to decrease in price. The causes
of the upward sloping supply curve arc now discussed. g Fah
(1) Law of Diminishing Returns : In a production |.)|‘.ucct.h Ul?](’.“]l I.T:F::SCLCTCM Oaf
constant if onc input is incrcased continuously, .lhc ﬂqdlllt)llllflj): ‘-),-cl:::cd con[:iniously
the variable input (marginal product of the \.mr'la!}lc. lnpu}) |..s . L’:‘hi;‘]-lw i
after a certain level. This is called law of dlmlnls'hlng rul-u-na‘. i ;;ci;y S
the short run production process. For this addition in pm({m_uw.rc.ﬁ)ducm;n lcmfs =
product of the variuble input decreases. As.a result (.l‘l:*.l Iuv p SR Gl
increase. For this reason price of the comm?dlly lcndsl to II.IL.I'L.ITI, e
cost of production along with the increase in output. ljl.u} hulj')llcirc.“c s
result ol increase in price and supply is decreased as a u.hu. l'lil -‘:g“]u .(.]uc LB o
to law of diminishing returns ie. supply curve is upward rising
diminishing retums.
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Here it is mentioned that the supply curve is not upwand tising to the right
the law of supply does not hold. In these cases the supply curve may be par
the price axis or downword sloping to the right or backward bending (laboyy
These supply curves are called abnormal supply curve.

e 24.7. Supply Change: Changes in Quantity Supplicd and Cllanm g
Supply—Shiflts in the Supply Curve: The amount ol o particular c“'“'““dily "
seller or producer prepare to sell at a fixed price and at a lixed time is calleg sup ]e
Supply may change in two ways—one is changes in quantity supplied and i
is the changes in supply. °

¢ 2.4.7.1. Changes in Quantity Supplied : According 1o the law of SUPPlY, pric
of other commodities, price of the fuctors of production, techniques of pmdllc[ioe
time ete. remaining constanl, the supply of any commudity is increased as (he pricn'
of the commaodity is increased and the supply of the commuodity is decreased g lh:
pricc of the commodity is decicased. As a result the seller moves  from one Point 1
another point on the same supply curve. The movement on (he saine supply curye is
called changes in quantity supplied. Changes in quantity supplicd is now explaineq
with the help ol Fig. 2.22.
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Fig : 2.22.

In Fig 2.22., the amount of supply is plotted on the horizontal axis and price of
the commodity is plotted on the vertical axix. SS, is the supply curve for the
commodity. On this supply curve the amount of supply is OM when price is OP, The
amount of supply decrease from OM into OM, due to decreise in price from OP to
OP,. So it is seen that other things remaining constant the seller moves from A to B
on the same supply curve SS, duc to change in price only. Thus change in price on
the same supply curve is the changes in qutantity supplicd. .

Q 24.7.L1. Causes of Changes in Quantity Supplied : Changes in quantity
supplied occur duc to many factors. The main causes of changes in quantity supplied
are discussed below ;

(1) Law of Diminishing Returns: In a production process other inputs remaining
constant if onc inpul is inbreased continuously, the addition in productive capacity of
the variable input (marginal product of the variable input) is deercascd continuously
after a certain level, This is culled law of diminishing returns. This law operates in
the short run production process. For this addition to productive capacity i.e. marginal

supply and Demand : How Marke Work, Markeg i
¥ o
the variable input decreases, Ag A result cog are 9

ﬂ)duc:e Y or this reason Pnf:ﬁ 0:]' lh_e commgdity tends 1o inc?:asirzduc:iop tends to
e o duction al('{.ng Wlil the ]Inclrease In output, Thys Suppl Ue 10 increase i
o 0 fincrcﬂs". m.pnce an su’?‘fl Y 1S decreased g aresult of dcirlcs Inc.rcastzd as a

of diminishing rcll'u rc:]s. erefore, law of diminishing rogyry 1g 0 U0
o % in quantity supplicd. M 1S a cause of
ch“"gesg ! ectation of the seller to maximise

profit : The
odity wi 7 Producer or (p
y supply lhe'co?:m HEY fl:: the expcct'auo'n 10 maximise profy, OIhc: ;tfller
e constant, if the price of the commodity j increased, profit per unit " n;gs
: 1S also

mait"e o result the seller or producer increases {
;Creas 'e:;cmtion to increase profit. On the other hi:l?'lju{())f:lzt'o{h-[he commf’d.hy
wilh o the price of the commodity is decreased, profit p'c, =" things remaining

nt! 3 unitis also decreased

constd Jlt the seller or producer decreases the supply of the ey sed.
psa :ioﬂ of the seller to maximise profit is a cause of changes in quam);'( ere?r(:,
X cmchanges in nunil)f!l-' ot.' P-roducer or Seller ; Other things remaini :’ S:gss::d.

@ rice of the commodity is mFreased, the amount of profit is also incrfased T::
ifth;epr of producer or seller may increase due to expectation of eamning larger p-rol‘n
e result supply of commodity oy increase. On the other hand, ;iw number oi’
S:ucei‘ or seller may dccrea.se if the price of the commodity is decreased. As a
v it supply of the commodity may decrease. Therefore, changes in number of
rcz‘:’ucer or seller is a cause of changes in quantity suppled,
ro 24.7.2. Changes in Supply—Shl:fls in the Supply Curve: Supply of any
commodity depends n'ot only on the price of lh.at- commodity but also depends on
other factors. The price of a commodity remaining constant, the supply for the
commodity is changed as a resu!t of change in other determinants of supply (e.g.
pice of other commodulxes'. price of the fac_tors of production, techniques of
Pmductioﬂ. time etc). T:hIS is calleq changes in supply. Supply curve shifts its
sition due to changes in supply. Price of the commodity remaining constant, if the
supply for the commodity is increased due to change in at least any one of the other
geterminants of supply, the supply curve shifts to the right of the old supply curve.
On the other hand, due to these changes if supply is decreased, the supply curve shifts
o the left of the old supply curve. This is shown in Fig 2.23.
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In Fig 2.23., the amount of supply is plotted on the horizontal axis and n.

the commodity is plotted on the vertical axis. In Fig 2.23., 88 is the initia] tice of
curve. Here OM, is the amount of supply at price OP,. Price remaining co"smns'fpply
price of the factors of production for the commodity is decreased or the (Qch' ff the

of production is improved, cost of production for the commodity will decreg Ugg
the seller will increase the supply of the commodity at the same price. Ag aSe ang
supply curve shifts from SS, to SS,. Here OM, is the amount of supply g % Tesy|,
price OP, ie., supply is increased at the sam¢ prti. Samg
On the other hand, price remaining constant if the pricc of all the factg
production for the commodity is increased, the cost of producton for the cgmmrs B
will increase and the seller will decrease the supply of thc commodity at 1he 0
price. As a result supply curve shifts from SS, to SS,. Here OM, is the am()u:f:me
supply at the same price OP, i.e., supply is decreased at the same price. Therefore u?f
supply curve shifts its position due to changes in supply. e
0 2.4.7.2.1. Causes of Changes in Supply—Causes of shifts in the Suppl
Curve : Changes in supply occur due to many factors. The main causes of chﬂngc‘:

fis in the supply curve are discussed below.

in supply or shi
es in supply occur due to change in Price

(1) Price of other commodities : Chang
of other commodities. For example supply of mustard seed will decrease due g
increase in price of wheat even though the price of mustard sced remain constant, Ag
a result, supply curve of mustard seed will shift to the left because more lands wij|

be used to cultivate wheat in place of mustard sced.

(2) Price of the factors of production : Cost of production of the commodity s

increased if the price of the factors of production for that commodity is increased. As
a result the amount of supply of the commodity at each pricc may decrecase compare
to the previous amount of supply and the supply curve may shift to the left.

(3) Conditions of techniques for production : If cost of production is decreased
due to improvement in techniques of production, the seller may increase the amount
of supply compare to the previous amount of supply at a fixed price. As a result
supply curve may shift to the right. : ;

(4) Objective of the producer or firm :
is 10 maximise sales instead of maximising profit then the amount of supply may

increase compared to the previous amount of supply. As a result supply curve may
shift to the right.

(5) Conception of the seller regarding future price : If the se
price of the commodity will further increase in future duc to increase
present, then seller will supply less amount of the commodity at present.
supply curve shift to the left. )

(6) Effect of Tax : Supply changes due to tax. If new tax is
product or the amount of old tax is increased then seller will decrease t
cupply at the same price due to increase in production cost and the supply curv
shift to the left. On the other hand, if the amount of old tax is reduced or the amount
of old tax is abolished the seller will increase the amount of supply at the samc price

due to decrease in production cost and the supply curve will shift to the right
(7) Effect of Weather : Weather sometimes affects the supply of agricult
product. For example, if rains takes place in appropriate time and appropriate quan

ller expects that the
in price at
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-rfi:‘ﬂﬂt price when expressed in a schedule then thyt schcdulecirspé:ﬁzac.m §e.ll &
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51!!’}\’ hypolhc[icl individual supply schedule for a commodity is shown in Tap
Table 2.6. : Individual Supply Schedule Lol
Amount of sugar supplied (kg.)
400
360
300

m the above individual suppl.y schedule it is seen that when the price of

kg. then a seller supphcs. 400 kg. of sugar. But when the grice of :::::
kg. then the seller supplies 360 kg. of sugar. Further when the price of
20 per kg. then the seller supplies 300 kg. of sugir. The individual

Fro
jRs. 30 per
isRS. 25 per

qgar is Rs.
dule thus shows how much a seller want to scll at different price of a

apply sche St
From this individual supply schedule it is also scen that the amount of

commodity- Sagig
supply s smaller if price is decreased and the amount of supply is larger if price is

increased.
Ata fixed time the different amount of any commodity which the sellers jointly

¢l at different price of the commodity when expressed in a schedule then that
cledule is called market supply schedule. Let us assume that there are only two
ollers in the market. Scller-A and seller-B. The sum of the individual supply schedule
o these two sellers is the market supply schedule. A hypothetical market supply

ghedule is shown in Table 2.7. :
Table 2.7. : Market Supply Schedule

Price of sugar Amount of sugar Amount of sugar Amount of sugar
Dt ke supplied by supplied by supplied in the
(Rs) Seller-A Seller-B market
(kg.) ' (kg.) (kg.)
(Amount of sugar
supplied by Seller-A
+
Amount of Sugar
supplied by Scller-B)
3 400 500 900 (400 + 500)
5 360 440 800 (360 + 440)
! . 300 350 650 (300 + 350)

A e
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9
Lol.¢ ‘hedule, it is seen that when the price
the above market supply s¢ ) i of sy,
R F;gmcr kg then seller A supplies 400 kg of Sugar ‘f“dl]hf”L.' B Supplieg Sggr i
:. af Thercfore at price Rs. 30, the supply of sugar in :, market jg 900 ke y
9 sugo.f) ke). When the price of sugar reduced to Rs. 25 per & then seljgp Fis (4o
KEd S lies 440 kg of sugar. Therclore at price Rs Pplig,

.o of sugar and seller B supp ‘ o :
3\?31:5 :})f :ugar in the market is 800 kg. (360 kg. + 440 kg.). In the Same S, th

when the price of sugar is Rs. 20 per kg, thc? lhchSl:I[::liiy“I:IL T;‘gnr in the mar;:::}t.'
650 kg (300 kg + 350 kg). The market SUPP L °f i d_ows how myy is
sellers jointly supply in the market at different pncrco alco_ mlu ity. an“ the a;khe
supply schedule it is also scen that the amount 0 su}Fp y u?kl‘lc‘mmkcl 1S sm Iqe_l
price is decreased and the amount of supply in the market is larger if b it

Ce :

increased. i
Supply cury
Supply curve is i
market supply curve. Indivi

e is obtained by drawing the supply schedule on the graph ;
of two types. One is individual supply curve and the other i:ikr,
dual supply curve is obtained by cxpressing the indiy; t
supply schedule on the graph paper. At the t.ime of drf]wing im'iividual supply chi]
the amount of supply is plotted, on the horizontal axis an.d price of the cop,
is plotted on the vertical axis. The market supply curve is obtained by aqq
individual supply curve.

It is assumed that there are only two sellers in the market. Seller-A and Sellery
Market supply curve is obtained by adding these two individual supply curve side b;;

side.

My
INg the

e i i R 5
P, P, P, B
P 5 5 A
i S

S S 3
0, M M "0, MM, °0 M M

Amount of individual Amount of individual Amount of

supply (Seller-A) ' ‘supply (Seller-B) = = market supply”
Fig : 2.24. itk Fig : 2.26.

In Fig 2.24., S, is the individual supply curve of seller A and in Fig. 2.25., 85,
is the individual supply curve of seller B. From Fig. 2.24. it is scen that at price OF
the amount of supply of seller A is O,M, and from Fig. 2.25. it is scen that at price
OP, the amount of supply of seller B is O,M,. Therefore at price OP, the amount of
supply in the market is OM (O, M, + O,M,). This is shown in ligure 2.26. by the point
A. As a result of risc in price to OP,, the amount of supply of seller A is OM' and
the amount of supply of scller B is O,M,. Therefore at price OP,, the amount of
market supply is OM' (O M, + O,M,). This is shown in Fig. 2.26. by the point B.
The locus SS, is obtained through the point A and B. Here the locus SS; is the markel
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. of supply is now expressed with the help of
Elasucll — initial quantity supplicd. P ol symbols,
Let, A — small change in quantity supplied (A

called delta). .
P = initial price.
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Elasticity of supply is of differcnt types.

(1) Unit Elasticity of Supply : If the percentage change in quantity supplied of
he commodity is equal to the ?crcenlagc change in price then it is called unit
dasticity of supply. Here E = 1 Le. the value of the clasticity of supply is equal to
on¢. In Fig. 2.27., OS, is the unit elasticit_y supply curve.
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