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LAW OF SUPPLY
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. The law of supply is not a universal principle
that applies to all circumstances. There are, in fact, various important exceptions to the law of supply. Some exceptions
to law of supply are given below:

 Backward Sloping Curve: 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.  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.

 Vertical Supply Curve: Firstly, the supply curve of rare goods (such as
the artwork of a dead painter) or non-reproducible goods is a vertical
straight line. Rare, artistic and precious articles are also outside the
scope of law of supply. For example, supply of rare articles like painting
of Mona Lisa cannot be increased, even if their prices are increased.

 An unchanged quantity is offered for sale at all possible prices. In this
case, the supply curve becomes perfectly inelastic. Land is also
completely inelastic in supply. This is shown in Fig. 4.13. SS1 supply
curve shows that whatever the price of the commodity or land (even if
it is zero), supply of the commodity/land is always OQ.

 Expectations regarding future prices: When the sellers expect the prices to rise in the future then they
may adopt wait and watch policy and withhold their supply of goods. Even though the price may be higher
the sellers may want to supply the goods when the prices rise even more which would fetch them good
returns. Also if the sellers expect the prices to fall in the coming days then they may sell off their goods at
existing lower prices in order to avoid losses.

 Perishable commodities: The commodities fall in different classes and not all of them can be stored for a
longer period of time. Certain commodities have very short shelf life and they need to be made available
in the market before they perish. The common examples of perishable goods are fruits, sea produce,
flowers, meat, and vegetables and so on. So for such goods the sellers cannot simply wait for a longer time
and supply these in the market even when the prices are not rising.

 Competition: When there is a cut-throat competition in the market, the sellers may sell more quantity of
goods even at low prices. This is a situation where the law of supply will not apply.
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 Out of fashion goods: When goods are in fashion then the sellers can command a high price. But there are
certain goods that go out of fashion and are no longer in vogue. Such goods are supplied by the sellers at
low prices in order to clear these goods.

 Economic Slowdown: The businesses pass through different phases and the sellers have to adapt to these
changes. During the low economic phases the sellers may not have advantage of high prices and hence
during such tough times goods are sold even when they do not witness price rise in order to recover their
costs. So the law of supply is not applicable in this case.

 Change in business: It may happen that the seller may plan to enter into an entirely new area of business
by exiting the current one. So when the present business is on the verge of closure then the seller may sell
the goods at lower prices simply to clear them off. So here too the law of supply is not followed.

 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.

 Monopoly:Monopoly is a situation where there is only a single seller of a commodity. Thus, he is the price
maker and has control over the prices. In such a case, the law of supply may not apply as he may not be willing
to increase the supply even if the prices are high.

REASON FOR OPERATION OF LAW OF SUPPLY: Let us now try to understand, why the supply of a
commodity expands as the price rises. The main reasons for operation of law of supply are:
 Profit Motive: The basic aim of producers, while supplying a commodity, is to secure maximum profits.

When price of a commodity increases, without any change in costs, it raises their profits. So, producers
increase the supply of the commodity by increasing the production. On the other hand, with fall in prices,
supply also decreases as profit margin decreases at low prices.

 Change in Number of Firms: A rise in price induces the prospective producers to enter into the market to
produce the given commodity so as to earn higher profits. Increase in number of firms raises the market
supply. However, as the price starts falling, some firms which do not expect to earn any profits at a low
price either stop the production or reduce it. It reduces the supply of the given commodity as the number
of firms in the market decreases.

 Change in Stock: When the price of a good increases, the sellers are ready to supply more goods from their
stocks. However, at a relatively lower price, the producers do not release big quantities from their stocks.
They start increasing their inventories with a view that price may rise in near future.

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


