1 |[Demand : Meaning :*

In the ordinary sense, the term

S

‘demand' is taken to mean ‘desire’ N
r

a thing. But, in economics, mere desire for a thing does not COnstity,, e

‘demand'. A person, for an example, may desire to have a TV setor 3 Ste
. cabinet but if he does not have the necessary resources (i.e. money) tq by
[ it. his desire will not be considered as ‘demand’ in economics. Wi, *

" however, the desire for a thing is backed by willingness and ability o Ny !
for it. it becomes ‘demand’ or ‘effective demand'. In other words, ‘demang'
in economics implies three things :
(a) Desire for the commodity;
(b) Willingness to pay its price; and |
(c) Ability to pay, i.e. the person should have the necessary gy,
adequate purchasing power (money). ,
Demand for any commodity, therefore, may be defined as the desire f
that commodity backed by the willingness and ability to pay for it.
Demand is always at a Price : It should also be remembered that th, |
demand for any commodity has no meaning unless it is stated in terms of
price. A person, for an example, cannot say how much of a commodity he
would demand unless he knows the price at which it is offered for sale. He
would, for an example, demand a particular quantity ata particular price, |
If, however, there is a change in price, there will be a change in his demanq
too. That is to say, a person's demand for the commodity is different a
different prices. Generally speaking, he will buy more at a lower price and
less at a higher price. Therefore, 70 speak of demand without referenceto
price is meaningless. Similarly, the demand is always per unit of time-pet

day, per week, per month, per year etc.
In short, demand means the quantity demanded at a given price and per|
unit of time. The term, therefore, is not an absolute term; it is a relative |

term-relative to price and time.
2 |Demand Schedule :

Demand schedule is a tabular statement showing quantities of a

commodity demanded at different prices. It represents functional relatioﬂ';

ship between price and amount demanded. Demand schedules are of tW0]
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) M mand Schedule : Individual demand schedule shows
(i)l g Commodity that a p?rson will buy at different prices; in
ties . shows the relationship between price and the quantity

" b’y an individl.lal. qu a'n .example, if we study the different
manded cle which an individual demands at different prices, we

dﬁ aﬂtj[ies O_f Z':;:;Lal demand schedule.
?vill get 41 " Individual Demand Schedule
price  Quantity Demanded by an Individual
Rs. 5 S units
Rs. 4 7 units
Rs. 3 10 units
Rs. 2 13 units
Re. 1 15 units
On this basis, We can draw individual demand curve as follows :
,,/Y—/
D
Rs. 57
Rs. 4 The individual demand
g; Rs. 31 curve slopes down from left
& s 2 to right indicating that lower
_ the price, greater is the quan-
D tity demanded.
oF 5 7 10 13 15
QUANTITY DEMANDED
Fig.: 1

of b(:i) Market Demand Schedule : In any market, there is a large number
dema::jrs each one having his own demand schedule. The sum of these
Mmand sscc}:l;d ules constitutes market demand schedule. Thus, market
ule can be defined as a schedule indicating various amounts

of . ]
duﬁco modity that would be purchased by all the buyers at various prices
N8 a period of time.

.



== a

demanacu JHHICILAOVD vy avas

/7 l Demand Function :’j

In mathematical parlance, a function is a symboljc St
relationship between the dependent and the independent v ariables Il)nent )
function states the relationship between the demand for a product (t.h e'mand
dependent variable) and its determinants ( thatis, the indepen dent v, i.it IS, th,

Inother words, ademand function states the functiona} relatiOﬂshjp :eables_,
demand for a product and the various factors or variables affect; tweg,

mg.
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ps = price of substitutes

Pc = price of complementary goods

T = tastes and preferences of consumers

U = other factors affecting the demand for product x.
m’ybenowdheredm_thefo’rmofdeumdﬁn:ﬁondepmdsmﬂr
‘;i of ice relationship. The twe most common forms of
, memmealinworanon-]inmrfm
(a) Limear Demand Function :

I\

O T

. AmknmﬂﬁmﬁmiSMwm-emesldpeofﬂrdemandcm\e
. r,_,m,mg,(;onst:«.mt[hmughoutits» length, Thus,

Fig.: 3
Quantity Demanded = (Dx)
(b) Non-linear Demand Function :
| cchdw‘ fmimissaidmbcnon—linmrwhmdeslopeotjd:ed.emlﬂ
demang ges all along the curve. Non-linear demand function yields a
i_ curve instead of a demand line. Thus.
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Law of Dema of demand S121€5 thing,

: The law i demand increqs,,
- a,,ddecrea:e:withevay,ik
| .11 in the price - v varies inversely with;
with every fal zxdamndforaconmvdﬁy" At
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QUANTITY DEMANDED
Fig. 5
Price Quantity Demanded
Rs. 5 100 units
Rs. 4 200 units
Rs. 3 300 units
Rs. 2 400 units
Re. | 500 units -~

* Explain law of demand with diagram
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e () There are all types of Consume'rs in the market for a commodity some
. rich and some are poor. .SOII'IC ll.ke the commodity more than others.
s;/hen price of th? ?omm odity 1s. high, people with low income do not
Jrchase because it is beyon(():ld t‘helr reach, and people with less liking also
ceep AWAY from the.comm ity because thf:y do not consider it worth
Jrchasing at this price. When, however, price goes down, many of the
rsons With lo.w income find that they can now afford to purchase it.
 Hence, they begin to purchase the commodity. And people with less liking
Jlso feel that now the .commodlty 1S wqﬂh purchasing. Therefore, they also
buy it. Thus, when price of a commodity falls, total number of consumers
in the market increases and consequently quantity demanded increases.

(i) The second reason for the inverse relationship between price and
demand for acommodity is more subtle. When price of a commodity falls,
its existing buyers are also tempted to purchase and consume more than
before. The behaviour of existing consumers is explained by the economists
in terms of substitution effect and income effect.

(a) Substitution Effect : When the price of one commodity falls and
that of other commuodities remain the same, this commodity becomes more
attractive to the consumer in relation to others, and therefore, he will tend
o substitute it for other commodities. In other words, the fall in the price
of a commodity makes it more price attractive as against its substitutes
whose prices have not fallen. This, therefore, induces the consumer to
Substitute more of this commodity for other commodities. Conversely, a rise
n ‘he‘price of a commodity while that of others remaining constant, will
;:::eo?iftd;tively price-unat‘tractive flnd consumers, therefore, will demand
| feming [~he0r an example, if the price of .oranges falls and that of apples

. Same, the consumer will substitute more of oranges for apples.

e wi : i ..
» lhet}] a fal.l In the price of oranges, its demand increases. This is known
Substitution effect'
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Effect ¢ Besides th .
(b) Income a commodity means that a copg "t

: ‘ i ice of

income effect. A fall in the pr , , m
mmodity by spending le &y

can purchase the same quantity of the co y by sp g less am,

of money, of more quantity by the same a'moupt. l.n eitll.ler case, he is ‘bE[uT
off” or «well-off". In other words, a fall in price Implios ‘:‘ mcre.ase ing
purchasing power of money which means an .mcrease ‘m the real 3ncome0f
 the consumer. The rise in demand due to the’ increase in the Teal inc .
the consumer is known as ‘income effect.” For example, 1f the Price

oranges falls fromRs. 50 per dozen to Rs. 40 per dozen, there is an i"Crease
i the real income of the consumer (0 the extent of Rs. ‘10. He theref%
becomes ‘better-off' by ten rupees or We can say that his real incomeh ,
increased by ten rupees and as such he can afford to buy more Orange,

6. | Determinants of Demand :*
Demand for acommodity is influenced by many factors. These factey

are known as determinants of demand, because they determine the quangj

demanded of a commodity. It is also known as demand function. The m;,

determinants of demand are as follows : |
(1) Price : Basically, the amount of a commodity demanded per yy;

of time depends upon the price charged for it. Usually higher the price,
Jower will be the quantity demanded and vice versa.

(2) Income : The household's demand for a commodity is influencgg
by the size of its income. In most cases, larger the income, the greater wj
be the quantity demanded. At present, demand for goods does not contrag
in India inspite of price rise, because money incomes are increasing rapidly,
and the effect of income is more powerful than that of price rise.

(3) Tastes and Preferences : Tastes and preferences of the people ca
have a powerful influence on the level of demand for a commodity. If1
particular commodity comes into fashion, it will be demanded in larg
quantity even if its price is high. Conversely, if a commodity goes out d
fashion, its demand will decline in spite of fall in price.

(4) Prices of Related Commodities : Demand for a commodity X
influenced by the level of price of some other related commodity Y orse
Take the example of substitute goods. Tea and coffee are substitute goodt
If price of tea falls, some people will substitute tea for coffee. Thus, dema"

for coffee declines though its price is constant. Now, take an example
_/




time hen price of fountai
us eless: Thus, W p untain pen falls, demand for ink increases

‘nough price of ink itself is. constant or may even be slightly rising.

(5) Size ofj Population : Total demand for g commaodity depends upon
e ymber of its consumers. The large.r the number of consumers, the larger
will be the demand for that cc?mmodlty. The number of consumers for 2
commodity depends upon the size of population - a demographic factor. For
nstance; the n}1mber of consumers of wheat will increase with the growth
” population in the country. Hence demand for wheat will increase.

6) Expectations about F.‘uture Price : Demand for a commodity will
depend on people's .expe.ctatlop about its future price also. Demand for
wheat will increase in spite of its high price at present, if people expect a
further increase in price. Conversely, demand for wheat will decrease
inspite of its low price at present, if people expect a ruther fall in price.

(7) Income Distribution : The pattern of demand for goods depends
on the pattern of income distribution. If there is an increase in income
inequality due to the transfer of incomes from the poor to the rich, the
pattern of demand will change in favour of luxuries. If income inequality
is reduced, and the purchasing power shifts from the rich to the poor overall
demand will rise, as the propernsity to consume of the poor is more than
that of the rich. |

(8) Advertisement and Publicity : An effective advertisement and
publicity campaign can bring about a change in preferences of the people
and causes alternations in demand for the products. At present, demand for
electronics, cosmetics and toilet products is determined mainly by
advertisement and publicity by the producers. Chamberlin has analysed in
detail the effects of selling costs on demand in his famous book ‘Economics

of Monopolistic Competition’. The main points of his analysis are as
follows -

(i) When price of the product, its quality and prices of related goods
etc. are constant, there is a direct relationship between selling
cost and sales. That is, sales increase with selling costs.

(i) In the beginning sales increase more rapidly than selling costs.

But after a point, sales increase at a slower rate than selling
costs.
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in Taxation : Taxes affect demand f""good:\"\é
(9) Change | ; "”‘Mlodrcp,»h‘w

3
i

' '  Direct taxes such as incg b
therefore demand tends 10 contract nCOme.1y, n]

wealth-tax reduce disposable income of the taxpayers and cause den“‘
dechne. o
{le)mmincmnlmuvdzlnﬂftmm%‘%
affect demand for products in the economy: Inﬂm mtﬂl iy
ofthepeqaieaMMngsaboutaclungcmmhuveprm’ﬂw‘ '
mmmhnﬂnimmlimmofdmpwpk.mﬂam%%
mlaimprb&mm.mmmecw:ﬂeaﬂnmdd N
2 large number of goods in the economy. ,
'7 | Change in Demand :
| Itamklbeintaesﬁnglﬂetonotedndiffmbwrm ) .
om:cﬁmofdamndonﬂiconehandandincrmeandmmmli
on the other. Increase and decrease in demand indicate change in “4,

(1) Extension and Contraction of Demand : A change in the .‘f
ofmaticledemandedasarmlﬂtofachangei-uitspﬁoeislmmr‘}l%é
exmﬁmorconﬂacﬁonofdeunnd.lnoﬂlcrwords,whenﬂleqmv',a
demanded increases due to a fall in price, it is called extension of demgy
and when quantity demanded decreases due 1o a rise in price. it is knog
2s contraction of demand. In short, extension and contraction of demay
are always due to change in price.
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demand analysis refers to the systematic g q

roduct. Itis an attempt to idepy; y
ce of each and every determinzult ;

nature of pricc—demand

elasticities of demand and deamand forecas

In Economic theory,
the allocation of scarce resou

mechanism. Therefore it conc . Hor
d. Tt explains the inverse relationship in terms of th,

rces among
entrates on the inverse relation between prig,

and market deman SHE T
behaviour of an :ndividual consumer. Marshall explains 1t with the help g

marginal utility analysis, while Hicksexplainsit with the help of indifference

curve analysis. Samuelson explains it with the help of revealed preference

analysis.

In Business Economics however, the scope and objects of demand
analysis are quite different. The main objectives of demand analysis are as
follows :

(i) To make forecast of future demand

(ii) To deliberately change market demand for the product

(iii) Toevaluate the performance of salesmen and to determine the sales
quotas among them

m—

* : I I
How is demand function useful for taking managerial decisions ?

(April. 20031
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iv) TOtﬁat of the rival firms 1€ Tirm as compared
to

(

To use it in legal suits relating taxation, claims for compensation

etc. . .
and analysis serves following purposes :
m

. provides guidelines for demand manipulation through

0 jdvertising:
It pmvides guidelines for product improvement and production

(v)

u planniﬂg- o
o It serves as a guide in formulating price policy.

(fv) [t indicates the market share of the firm, its competitive position
u and scope for business expansion.

(v) Itisan important technique for sales forecasting.
Demand Determinants for Consumer's Non-durables :

The factors which influence the demand for non-durable consumer

are as follows :

Price : Price is the most important determinant of demand for the
consumer non-durable goods, e.g. milk. At a higher price less of it is
gemanded and vice versa. However, the extent of change in demand

depends upon the elasticity of demand for the product concerned.

. (ii) Prices of related goods : Prices of related goods also influence the
demand for the product concerned. The product may be a substitute, e.g.
eoffee is a substitute for tea. The fall in the price of coffee by increasing
%&edemand for coffee leads to a cut in the demand for tea. The product may
'be 2 complement which is jointly demanded, e.g. car and petrol. A fall in

o

the price of cars by increasing the demand for cars will increase the demand

@

'_h. petrol also.
' (iii) Spendable or disposable income : Spendable income is income

:;t:ly 0 ris; and vice versa. Changes at a low level of disposable fncome
While cclf mainly the df:mand for necessaries of life like food, clothing etc:
femanq fa nges at a higher level of disposable income affect more the
| Or semi-luxuries and luxury goods.
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(iv) Population : It is not only the size but also tm
Population which has an impact on the demand for consumer nonsm()‘\ .

The size of population directly affects the demand for the Producy urablQ
demand for consumer perishable goods like edible oil, sugar, iy e.g.ui.
kerosene etc. has increased in India after independence, due mainiat’ g,
rise in the size of her population. y tol}g
Resides the size of population, the composition of POpulagi,
ratio), age composition (children, ady), a:& ¢

lation etc. also influence demand for differ%

male-female ratio (sex-
people), rural-urban popu . :
consumer goods. If there is a relatively larger increase in child popularq‘,
demand for goods used by them would rise, €.8. b'aby f ood, talcum, mw‘%‘
milk etc. If old people (senior citizen's) population rises relatively dey
demand for tonics, dentures, walking sticks etc. would rise faster &

10 |Determinants of Demand for Consumers' D“l‘abh;l

The factors affecting the demand for consumers’ durables e .
different. Such goods are refrigerator, colour TV, VCR, Video Ca:g’;
Washing Machine, Acquaguard, CD (compact disc) Player etc. They
be used over and over again for a long period. “

The demand for such goods is composed of replacement demang (ok
owner demand) and new owner demand. The new owner demand,'&
comparatively very small. The main demand comes from replacemep; o
such goods after their life is over. The main determinants of demand f,
such goods are the following :

(i) Income : The mostimportant determinant of demand for consumg
durables is the income of the households. As these goods are expensive |
only households with high income can afford them.

(ii) Family profile : Consumer durables are collectively used by the |
family as a unit. Hence family size, number of members in the family, lifz |
style; working members in the family, status awareness etc. have a grea
influence on the demand for time-saving and prestige symbol goods. |

(iii) A vailability of service facilities : Households with modest means
have to continue using consumers durables such as geyser, refrigerator
cooker, washing machine, TV etc. even beyond their normal life expectancy
by repairing them. However, this is possible only if necessary spareparts

are easily available and service and repair facilities also exist.
(iv) Technological advances : The demand for consumer durables |
continuously keep on changing due to the introduction of new goods. ne*
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pe aving devices and status g
pou

[ ymbols. [p futur

: P (o Sc' P )
" feet Of mankind more exciting and thrilling pruduc::nce will place at
6 . o <D s
g (v) status value : Certain goods are purchased by especially rich

e out of their status value, e.g. A
pgoPS c onsiderations play very important
restigiOUS gOOdS'

suc ) Availability of supportive facilities : The use of certain goods -

sitate the regular supp!y of related or supportive facilities, e.g.
neciricity for stereo, TV refrigerator.
e i Credit and instalment payment facilities : Easy and cheap credit

ties by commercial banks and finance companies boost the demand
es like scooters, cars etc.

-+ automatic washing machines,
role in affecting the demand for

facil
for durabl

[t is necessary to note that it is relatively easy to forecast the demand
. consumer non-durables than consumer durables. Determinants of
| f(;fn cumer durables are many and complex.

¢

peterminants of Demand for Producers' Goods :

The demand for producers' goods like machinery, tools, equipments is
- sfluenced by the factors stated below :

(i Use of production capacity : The utilisation of installed capacity
is an important determinant for the demand for producers' goods. If the use

' ofinstalled production capacity increases, the demand for tools, equipment
- machinery etc will expand.

- (i) Growth potential : If the growth potential of the products or a
ﬁ, particular product in near future is substantial, it will lead to considerable
increase in the demand for machines, equipment etc. employed in
émanufactuﬁng them and vice-versa.

(iii) Profit expectation : If firms and companies expect to make
| bumper profit in producing certain goods, e.g. Colour T.V., Water
Purifiers, Vaccum cleaners etc. the demand for producers' goods like
| Machines, tools etc. used in making them will swell. Profit expectations
"lurally depend upon changes in wages, interest, raw-material charges
“‘- Cost elements and sales forecasts.

Elasticity of Demand Meaning :
;in reE:)ZSI:iCit)’ of demand is. a measure of the extent of change. in dema{Id
Eprice incze to the C}Tang.e In any one of the demand detemupants, VIZ.
Hly ., e etc. Price is the most important demand determinant. The

Ry S (;mand states a relationship between the change in the price of
me-1) Business Economics - 7 [50] NP/BC
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for sale at a short notice, whereas supply means the quantity which is

| E[What is Su@

In the previous chapters, we have discussed, about demand, the law
of demand and elasticity of demand. We will now briefly discuss about
supply, the law of supply and the elasticity of supply.

In the ordinary sense, the term ‘supply’ is taken to thean as the ‘stock’
of a commodity available with the producer. But, in economics, the term
‘supply” should be carefully distinguished from the term ‘stock’. Stock is
the total volume of a commodity which can be brought into the market

(131) [NP\ FECEDU14]
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Y ,hcw;n:r‘;(;l— for sale. Of course, i Shay, P
amml‘.‘:dl;';;:ﬁ::;;mits. vegetables, meat, ﬁm |
mmﬁ r;gﬂ;'d od as the same, because whatever is ip Slo;-( S“Pplyp:ri“ha,‘:
:}”l; . in the case of durable commodities it is not so, 5 :lust be (']‘:i g(n:: |
of. these articles can be h_eld back., if for an CXample en.ai" ‘llll:h*
cavourable. In short stock 18 pOlentlal.SUp.ply, while Sup;,)] Ces W,
odity which is offi Y refe,. "
partof the stock ofthe COmITOCEY offered for ggjq ; " ™1,
at a given price. M the ,"arkil
In other words, the term ‘supply’ may be defined a the \
of the commodity which is brought to the market for sa}e m?tlfa] .
Supply, in economics, therefore, implies two things - 8lvey, M,
(a) Stock of the commodity. ’ | |
(b) Willingness to offer a part of the stock for sale jj, fhe
a given price. ® Marky, |
(1) Supply is Always ata Price : We have just seen in the g |
of demand that demand is always stared in terms of price, § imillsc o]
term ‘supply’ is also stated in terms of price. To speak of 'S“pplya:vl-y’ the |
reference to price has no meaning. Likewise supply is also stated i rellthf;m |
to unit of time-say per day, per week per month, per year etc. Tp, alioy
‘supply’ therefore, is not an absoluted term, but a relative term_rﬂlateﬁ[;n ;
to price and time. ' | :
. .In short, supply meins the quantity supplied at a given price Eer i
2 |Supply Schedule :
Supply schedule is a tabular statement showing the different quantitis
of a-(;ommodity supplied at different prices: It represents a functiond
relationship between the price and the quantity supplied. - |

Price of Wheat | Quantity of Wheat Supplied
(per quintal) (in quintals)
" Rs. 1000 125 qunatials
Rs. 1,100 g
Rs. L1SO o2
Rs. 1,200 : 90
| Rs. 1250 20c




: draw the | ——
?‘Pp”, g ©asiS: we can draw the SUPply cury, : n
0"

RS- 1 1 -~

O 125 150 180 220 o5,
" Fig. 1: Quantity Supplied |

| GeLav of Supply : -
3 - from the study of the supp]
~ pwill pe clear . IPply schedyle that, other things

W e same, more quantity of a commodity iS Supplied at »
Wz:;igless quantity at a a lower price. This is the well-kno " ighe
oo 80 that, other things bring equal, the vy
nplywhlchstates b 3 | ] g- ., amOlmtOfaCOHMity
i inCreases Wlth ovexy Increase m 1ts Pﬂce.alld decreases with every
Jinisprice. In other words, the quantity supplied varioes dicrectly wit,
i, that is to say, othe.r thmgs remaining constant, more quanﬁty
£ atricle is supplied at a higher price and less quantity at a lower price

Price of Rice - Quantity of Rise Supplied
(per quintal) ~_ (in quintals)
Rs. 2,000 ‘ 100 qumtajs
Rs. 2,100 | o uo-
Rs. 2,200 125
| Rs. 2,300 o 145 -

"immatic Presentation of the Law of Supply : |
l'teA‘mg OX we have measured the quantity supplied and along QY the

i Vhen the price is OA, the quantity supplied is OF : with every rise
Mee form | .
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Fig. 2 : Quantity Supplied |
OA to OB, OC, OD and OE, the quantity supplied increageg form,
to OG, OH, OI and OJ respectively SS is the supply curve. OF

{4. |The Rationale of the Law.of Supply :

According to the law of supply, other things remaning Constant, g, PE

quantity of a commodity supplied varies directly with the price, o Hie
in price leads to an increase in supply and a fall in price results in a deceryg,
in supply. There are two reasons for this phenomenon :

() The rise in the price of a commodity leads to an incréase in the
profit of the producer, because profit, after all, is nothing but a differey,
between the selling price and the cost price (cost of production) of g
article. As a result of a rise in the price of a .commodity, the difference
between the selling price and the cost price increases leading to an increas
in the profit of the producer which gives him an incentive to producs mor
and offer a larger quantity of it for sale in the market. Thus, a rise in the

‘ant

the
pos
fall
Col
av
the

price of a commodity leads to an increase in.its supply.
(b) Conversely, a fall in the price of commodity would mean that ti
marginal producers are not in a position to cover even their cost o

production, they incur losses. The result is that these producers product ‘

less and offer a smaller quantity for sale in the market. Thus, a fall it the
price of a commodity leads to a reduction in its supply.

(1) Supply Curve Shopes-Upwards from Left to Right : Ifw -
the shape of the supply curve, we shall find that it slopes upwards

e study
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{ft© oft 10 ﬂgu pply decreases. Ip, other y,
M put s
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-iﬂcre odity Y ith the price. The d-lreCt ship between the Price ang
Gommdirectly W modites can be tllusaragog only ....... '

1eS 4 f com .
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« Which slopes
war jons of the Law D Supply |
Wm?".ng are the main aSSumptiong of the
1 .
The fou(::should notbe a sudden in
The
(@)

Crease or decrease in the production
mmodity due either
e €O
of th

substitues of the Commodity should j
(b) No neV;'ler should not be in any sudden pe
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er a certain poinl does not lead to an increqey iy

increase in wages aft ‘
of labour. Conversely, a fall in wages would make the " in \

supply “
work for extra hours to maintain, then existing level of income T
therefore, a fall in wages does not lead to 2 reduction but on tp, C(-) 6,
Nty, '

dp,

an increase in the supply of labour. ,

(d) Commodities whose Supply is F ixed in the Short Periqg .

are certain goods and factors whose supply is practically fixed lh.e ey
~ period and cannot be increased or decreased, although in the long mns .

supply can be changed, e.g. houses, machines, surgeons, pilots, Vegeta;hlﬁ

fruits, etc. A rise or fall in the prices of these goods and services ley

in the short period, result In an increase Or decrgase in their Supplynog

course in the long rumn, their supply can be increased or decreaseq B

a rise or fall in their prices respectively. Wit
7 |Determinants of Supply :
The main factors affecting changes in the supply of a commodisy .

as follows :

(I) Natura
W plant diseases, locusts, storm €tc.

1 Factors : Natura] factors like floods, dro'ughts,vpf,stS
: afféct adversely the function of agTiCllltUrai

| commodities and conequestly their supply, on the other hand favourap,
tors like timely rains and improved methods of production increg

¥ fac
" agriculture output and supply. Similarly calamities like earthquakes, warg

fire etc. also by adversely affecting the production result in the decrease
- supply of goods and commodities. | |
(1) Cost of Production : Cost of preduction is another importa
factor affecting the supply of a commodity. If, for an example, as a resil
of new inventions and the adoption of improved techniques, the cost o
production falls, this would lead to an increase in production resulting
increased supply. On the other hand, if the cost of production rises,
due to an-increa]se' in the prices interest raw materials and the prices o
the factors of production like rent, wages interest etc. this would ha®
adverse effect on production resulting in fall in the supply of goods ¥
commodities. :
(IT0) Industrial Progress : Industrial progress in a country leads ©
increased production and consequently increase in the supply of indi’smﬂl
goods. Thus, for an example. rapid advance of science and technol®’

P |
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o production. All this would Naturally result jp, 5 ;d]; ) affen
e commodities. | ' n the supply
: d Subsidies : An j se i
(v1) Taxes an . . INCrease in the rateg of taxation, say
- duty, may lead to an increase in the cost of pr

oduction which
sersely affect the output and the supply of a commeg o

A i lty HOWeYer, an
orease in the import duty, by restricting the supply of foreign goods may
seourage domestic production resulting in an increased supplies of those
mods. Similarly, subsides and bounties given by the government to certain
wiustrial units encourage them to rise their production and thys InCrease
i supply.

| |Extension and Contraction of Supply :

-

ﬁ

A change in the quantity of a commodity supplied as a result of a
m@ i its price is known as ‘Extension or Contraction of Supply’. In
"erwords, when the supply of a commodity increases due to an increase
" price or decreases due to a fall in its price, the phenomenon is k.nown
s%i‘m Or contraction of supply respectively. In short, extension or

o of supply is always due to change in price.
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Fig. 3 : Quantity Supplied
At the price OA in Fig. 3, the quantity suppiled is OB. Whep Price
rises from OA to OE, the qual}tity supplied increases from OB tq OF Thi:
~ 1s known as ‘Extens_ion of Supply’. Similarly, when the prices fa]] from
OA to OC, the quantity supplied decreases from OB to OD. Thjs i knowy
as ‘Contraction of Supply’.

9 |Increase and Decrease in Supply :

A change in the quantity of a commodity supplied not due to a change
in prior but due to changes in other factors, which we have already studied
is known as an ‘Increase or Decrease in Supply’. In other words, increase
in supply means that at the same price more quantity of a commodity is
offered for sale or the same quantity is offered for sale at a lower price..
Here, there will be a shift in the supply curve upwards to the right.

Price | | Quantity Supplied
Rs. 5 . 100 units
Rs. 5 1 125 units -
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At the original price OA, the quantity supplied is OB. Price r;m;,;
he same but the quantity supplied falls from OB to OC. |

This is known as ‘Decrease in Supply’. The new supply curve S’ shifis
lownwards to the left of the original curve SS. |

In short, it may be said that in the case of extension oOr contraction
»f supply, the supply curve remains the same; there is no shifting it
Whatever the movements, they take place on the same suply curve: while
n the other hand, increase or decrease in supply implies a shift in the
upply curve to the right or to the left.
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K Short Questions with Answers (April, 50 12)
b

‘ what is meant by supply ? |
[ Economic.s: the term supply has 5 Speci:(?pnl’ 2013,
means quantities of a commodity gejjepg ;'\ "CMing. I
eady tO sell at different prices during a given ee‘ Market gy
Thus, supply is ar elative term, 1y i relpat::()d of tifne.
because dl.lrmg a given period of time, i is de;f;o price,
different prices. Similarly, it is relative to fime erent at

. . - . - periOd’ becaUSe

at a given price, 1t will be different durine d;
: g different

of time. perods

y  State the exceptions to the law of supply,

| | (April, 2014)
. The law of supply does not hold good even when all its
assumptions are fulfilled in the following situations :
(i) Incase of rare articles like picasso’s paintings, supply
is fixed. not can these be reproduced.
(ii) It people have determined to earn a fixed annual
income by way of interest, they will have to save
more at low rate of interest and less at high rate of

interest. | |
(iii) At very high rates of wages, workers p.refer hesmz
to money. Hence, they will work less if wage 1@

goes up.
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Define : Supply. \
Supply is that part of stock which is offered for s)q by
the

producer or seller at a particular price during a given Der
Tlog

of time.
What is meant by supply schedule ?

The supply schedule is a table showing systematic Stateme
of different quantities of supply of a commodity by PTOduce,

or seller at different prices in the market.

What is supply curve ?

In a diagram with quantity on x-axis and price on y-ax;j;
the curve which shows different quantities supplied at price

ther things remaining constant is a supply curve.
State the law of supply.
The law of supply states that other factors remaining constant
a rise in price would induce expansion of supply and



). 1 What is demand function ?
(Oct., 2006, 2007, April, 2008)
Demand function states the functional relationship between
the demand for a product and various factors affecting it.
In terms of equation, it is expressed as follows :
Dx = f (Px, Pr, I, T, U).
In which, Dx = Demand for commodity x
f = functional relation.

P = Price of x

Ans.:

P, =Prices of related goods.
I = Consumers’ income.




