Chapter 5: Supply
5.1 Understanding Supply
Vocabulary: supply, law of supply, quantity supplied, supply schedule, variable, market supply schedule, supply curve, elasticity of supply
Standards: 12.1.3 The difference between monetary and nonmonetary incentives and how changes in incentives cause changes in behavior.
12.2.1 The relationship between law of supply and incentives and the relationship of incentives and substitutes to law of demand.
5.1 Understanding Supply
If you discovered your customers were willing to pay twice the price for the good you were making, you would probably make more of that product.

I. The Law of Supply
Supply is the amount of goods available

Law of supply: the higher the price, the larger the quantity produced
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Quantity supplied: how much of a good is offered for sale at a specific price.

Market Entry: When something becomes popular or profitable, everyone jumps in and it loses appeal.  Disco became popular in the 70s, everyone started making it, and then no one wanted to buy it anymore.

II. The Supply Schedule

Supply schedule: relationship between price and quantity supplied for a specific good
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The more expensive the pizza is, the more the owner is willing to make more.
This table compares two variables, or factors that can change.

Market supply schedule: chart that lists how much of a good all suppliers will offer at different prices
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Supply curve: a graph of the quantity supplied of a good at different prices

Market supply curve: a supply curve for the whole market
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Elasticity of supply: a measure of the way quantity supplied reacts to a change in price
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Oranges are inelastic.  It would take a long time to grow more, so if the price of oranges rises, the market will take a while to catch up and increase supply.

Haircuts are elastic.  If the price of haircuts rises, barber shops and salons can hire workers quickly.

Elasticity over time: Oranges would be elastic if we were measuring over 5 years.  Sometimes it depends on what time period we’re looking at.

5.2 Costs of Production
I. Labor and Output

*Marginal = additional*
Marginal Product of Labor: change in output from hiring one more worker
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	INCREASING

DECREASING


Let’s say that there is only one sewing machine and one pair of scissors.  You can hire all the workers you want, but eventually people will just be standing around wasting time.

Increasing marginal returns: when you hire more workers and they efficiently make more products per worker

Diminishing marginal returns: when hiring more workers means they actually make less products per worker

http://www.youtube.com/watch?v=MtuCPRlTl38
Cool Hand Luke – 54 min to 1 hourish
http://www.youtube.com/watch?v=kJPqvk0RxGo  cookies
Negative marginal returns: When hiring a worker actually DECREASES total output.

II. Production Costs
Fixed costs: a cost that does not change 
example: rent, repairs, taxes, salaries of important workers
Variable costs: costs that rise and fall based on quantity produced
example: raw materials, labor, electricity, heating

Total cost: fixed cost plus variable costs
Marginal cost: the additional cost of producing one more unit

Marginal revenue: the additional income from selling one more unit of a good
Operating cost: cost of operating a facility, such as a store or factory
5.3 Changes in Supply
All of the following are things that can change supply:

I. Input Costs
If the price goes up to make something, factories will make less.  Cheaper, more.  
Example: leather becomes expensive, so they make less beanbags.

Technology lowers costs and increases supply at all levels.

II. Government’s Influence on Supply
Subsidy: a government payment that supports a business or market
example: our government has provided subsidies to car makers and banks recently.  Another example is corn growers in the US.

Sometimes gov places an excise tax (tax on the production or sale of goods) to reduce the amount sold.
example: cigarettes, alcohol have a lot of taxes built into the price.  Rhode Island charges $3.76 extra per pack of cigarettes.

Regulation: government intervention in a market that affects the production of a good
example:  gov says that cars need to get a certain gas mileage, making them more expensive to produce.
III. Supply in the Global Economy
Import restrictions can change supplies.  If the US banned foreign meat, supply would naturally drop.

IV. Other Influences on Supply

If you make something and know it can be sold for more next month, you will wait to sell it.

Likewise, if the price will drop in a month, you will sell ASAP.

If there are more suppliers, there will be a larger supply (duh.)

V. Where Do Firms Produce?

Firms will do business where it makes sense to do business.
Examples:

A business that makes one ton of tomato paste from six tons of tomatoes will locate close to tomato farms.

A business that makes 1000 bottles of soda from 1 bottle of syrup will be closer to the consumers.
