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Supply and Willingness to Accept

A seller's "willingness to accept" (W2A) is the absolute minimum amount she would take when selling a good. For example, someone selling a used car might hope to get $5000 for it but would take $4000 in a pinch. If she would sell the car for $4000 but would not sell it for $3999 or less, $4000 is her willingness to accept.

In general, a seller's W2A will be equal to her opportunity cost of selling the object: the amount of benefit she gives up when she hands the object over to someone else. In the example above, the seller is getting $4000 of benefits from the owning car and will give that up if she sells it. She'll need to be paid at least $4000 to hand over the keys.

Supply Curve and Marginal Cost
The supply curve for a good is a graphical representation of the prices that individuals or firms are willingness to accept when selling the good. Conceptually, it is constructed as follows: (1) start with a low price; (2) ask all potential sellers how many items they would be willing to sell at that price; (3) mark that price and quantity on a graph; (4) increase the price slightly and repeat the process.
Sellers distinguish between cost and price.

· Cost is what a seller must give up to produce the good.

· Price is what a seller receives when the good is sold. 

The cost of producing one more unit of a good or service is its marginal cost.

Production decision rule: The seller will produce one more unit of a good or service if the price for which it can be sold exceeds or equals its marginal cost.

A supply curve is a marginal cost curve.

For example, the supply curve of pizza tells us the dollars worth of other goods and services that firms must forgo to produce one more pizza.

That is, the supply curve of pizza shows the seller’s cost of producing each unit of pizza.

Figures 1 and 2 shows supply, minimum supply price, and marginal cost.

Figure 1:                                                                                          Figure 2:
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1. The quantity supplied at each price, other things remaining the same.

2. The minimum price that firms must be offered to supply a given quantity of pizza.

Producer surplus

The price of a good minus the opportunity cost of producing it. In other words, producer surplus is the price received by a seller less the minimum amount the seller is willing to accept in exchange for the good.

For producers as a whole, producer surplus is the area between the price they receive and their willingness to accept, which is given by the height of the supply curve:

Figure 3 shows Max’s producer surplus.
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1. At $10 a pizza, Max produces 100 pizzas a day.

The minimum price that Max must be offered for the 50th pizza a day is $6.
2. Max’s producer surplus on the 50th pizza is $4.
3. Max’s producer surplus on 100 pizzas a day.
4. Max’s cost of production.
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(2) Price determines quantity supplied







