1.4 Supply
Meaning of Supply:
Supply means the quantities that a seller is willing and able to sell at different prices. It is
obvious that if the price goes up, he will offer more for sale.

But if the price goes down, he will be reluctant to sell and will offer to sell less. Supply thus
varies with price. Just as we cannot speak of demand without reference to price and time,
similarly we cannot speak of supply without reference to price and time.

Supply is always at a price. The supply of any good may then be defined “as a schedule of
respective quantities of the good which people are ready to offer for sale at all possible prices.”
Just as demand implies willingness and ability to pay, in the same manner the phrase ‘ready to
offer for sale’ in the definition of supply given above implies both willingness and ability to
deliver the goods.

Like demand, supply is also relative to a person, place and time: It would be different in a
different place, at a different time and with a different person. When we say that A is willing to
supply 100 quintals of wheat at Rs. 100 per quintal, we mean that he will do it in a particular set
of circumstances. Any change in these circumstances will bring about a change in the supply.

Distinction between Supply and Stock:

The terms ‘supply’ and ‘stock’ are often confused. A clear understanding of the difference
between the two is essential. Stock is at the back of supply. It constitutes potential supply. Supply
means the quantity actually offered for sale at a certain price, but stock means the total quantity
which can be offered for sale if the conditions are favorable. At any time, the godowns in the
‘mandi’ may be full of wheat. This is the stock. If the price is low, very little wheat will come out
of the godowns.

The quantity that actually comes out is the supply. The stock will change into supply and vice
versa according as the market price raises or falls. In case of perishable articles, like fresh milk
and vegetables, there is no difference between stock and supply. The entire stock is supply and
has to be sold off for unless it is disposed of quickly, it will perish.

Law of Supply

Law of supply expresses a relationship between the supply and price of a product. It states a
direct relationship between the price of a product and its supply, while other factors are kept
constant.

For example, in case the price of a product increases, sellers would prefer to increase the
production of the product to earn high profits, which would automatically lead to increase in
supply.

Similarly, if the price of the product decreases, the supplier would decrease the supply of the
product in market as he/she would wait for rise in the price of the product in future.

The statement given for the law of supply is as follows:
“Other things remaining unchanged, the supply of a commodity expands with a rise in its price
and contracts with a fall in its price.”



The law of supply can be better understood with the help of supply schedule, supply curve, and
supply function. Let us discuss these concepts in detail in the next sections.

Supply Schedule:

Supply schedule shows a tabular representation of law of supply. It presents the different
quantities of a product that a seller is willing to sell at different price levels of that product.

A supply schedule can be of two types, which are as follows:

i. Individual Supply Schedule:

Refers to a supply schedule that represents the different quantities of a product supplied by an
individual seller at different prices.

Table-8 shows the supply schedule for the different quantities of milk supplied in the
market at different prices:

Price of Milk (per liter in T) Quantity Supplied(1000 per day in liters)
10 10
12 13
14 20
16 25

ii. Market Supply Schedule:

Refers to a supply schedule that represents the different quantities of a product that all the
suppliers in the market are willing to supply at different prices. Market supply schedule can be
drawn by aggregating the individual supply schedules of all individual suppliers in the market.
Table-9 shows the market supply schedule of a product supplied by three suppliers. A, B,
and C:
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Supply Curve:

The graphical representation of supply schedule is called supply curve. In a graph, price of a
product is represented on Y-axis and quantity supplied is represented on X-axis. Supply curve
can be of two types, individual supply curve and market supply curve. Individual supply curve is
the graphical representation of individual supply schedule, whereas market supply curve is the
representation of market supply schedule.

Figure-14 shows the individual supply curve for the individual supply schedule
(represented in Table-8):
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Figure-14: Individual Supply Curve

In Figure-14, the supply curve is showing a straight line and an upward slope. This implies that
the supply of a product increases with increase in the price of a product.

Figure-15 shows the market supply curve of market supply schedule (represented in
Table-9):
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Figure-15: Market Demand Curve
The slope of market supply curve can be obtained by calculating the supply of the slopes of
individual supply curves. Market supply curve also represents the direct relationship between the
quantity supplied and price of a product.

Supply Function:

Supply function is the mathematical expression of law of supply. In other words, supply function
quantifies the relationship between quantity supplied and price of a product, while keeping the
other factors at constant. The law of supply expresses the nature of relationship between quantity
supplied and price of a product, while the supply function measures that relationship.

The supply function can be expressed as:

Sx = f (Px)

Where:

Sx = Quantity supplied for product X

Px = Price of product X

f = Constant representing change produced in Sx with one unit change in Px

Assumptions in Law of Supply:

The law of supply expresses the change in supply with relation to change in price. In other words
the main assumption of law of supply is that it studies the effect of price on supply of a product,
while keeping other determinants of supply at constant.

Apart from this, there are certain assumptions that are necessary for the application of law
of supply, which are as follows:



1. Assumes that the price of a product changes, but the change in the cost of production is
constant. This is because if the cost of production rises with increase in price, then sellers would
not supply more due to the reduction in their profit margin. Therefore, law of supply would be
applicable only when the cost of production remains constant.

ii. Assumes that there is no change in the technique of production. This is because the advanced
technique would reduce the cost of production and make the seller supply more at a lower price.

iii. Assumes that there is no change in the scale of production. This is because if the scale of
production changes with a period of time, then it would affect the supply. In such a case, the law
of supply would not be applicable.

iv. Assumes that the policies of the government remain constant. If there is an increase in tax
rates, then the supply of product would decrease even at the higher price. Therefore, for the
application of law of supply, it is necessary that government policies should remain constant.

v. Assumes that the transportation cost remain the same. In case the transportation cost reduces,
then the supply would increase, which is invalid according to the law of supply.

vi. Assumes that there is no speculation about prices in future, which otherwise can affect the
supply of a product. If there is no speculation about products, then the economy is assumed to be
at balance and people are satisfied with the available products and do not require any change.

Exception to Law of Supply: According to the law of supply, if the price of a product rises, then
the supply of the product also rises and vice versa. However, there are certain conditions where
the law of supply is not applicable. These conditions are known as exceptions to law of supply.
In such cases, the supply of a product falls with the increase in price of a product at a particular
point of time.

For example, there would be decrease in the supply of labor in an organization when the rate of
wages is high. The exception of law of supply is represented on the regressive supply cure or
backward sloping curve. It is also known as exceptional supply curve, which is shown in
Figure-16:
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Figure-16: Exceptional Supply Curve

In Figure-16, SMS1 is the exceptional supply curve for labor. In this case, wages are regarded as
the price of labor. It can be interpreted from the graph that as the wages of a worker increases, its
quantity supplied that is working hours decreases, which is an exception to the law of supply.



Some of the exceptions of law of supply are as follows:

i. Speculation: Refers to the fact that the supply of a product decreases instead of increasing in
present when there is an expected increase in the price of the product. In such a case, sellers
would not supply the whole quantity of the product and would wait for the increase in price in
future to earn high profits. This case is an exception to law of demand.

ii. Agricultural Products: Imply that law of supply is not valid in case of agricultural products
as the supply of these products depends on particular seasons or climatic conditions. Thus, the
supply of these products cannot be increased after a certain limit in spite of rise in their prices.

iii. Changes in Other Situations: Refers to the fact that law of supply ignores other factors
(except price) that can influence the supply of a product. These factors can be natural factors,
transportation conditions, and government policies.



