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Law of Supply | Graph | Table | Assumptions | 

Limitations | Elasticity 

Economics is a complex field that seeks to explain how societies allocate their limited resources to fulfill 

unlimited wants and needs. Central to this understanding is the Law of Supply, a fundamental principle 

that guides economic decision-making.  

It’s time to see what is Law of Supply, its Graph, Table, its underlying principles, determinants, 

assumptions, limitations and examples. 

What is Law of Supply | Different Definitions 

The law of supply is a fundamental concept in economics that describes the relationship between the 

price of a good or service and the quantity of that good or service that producers are willing and able to 

supply to the market. It is a key component of the supply and demand model, which helps explain how 

prices are determined in a market economy. Here are different definitions of the law of supply: 

1. The law of supply states that, all else being equal, as the price of a good or service increases, the 

quantity supplied by producers will also increase. In other words, there is a positive direct 

relationship between price and quantity supplied. 

2. The law of supply is an economic principle that asserts that, ceteris paribus (all other factors 

remaining constant), an increase in the price of a good or service will lead to an increase in the 

quantity supplied, while a decrease in price will lead to a decrease in the quantity supplied. 

3. The law of supply refers to the tendency of producers to offer more of a good or service for sale 

as its market price increases, and to offer less as its price decreases. It embodies the idea that, in 

general, producers are motivated by profit, and higher prices provide greater incentives to 

produce and supply goods. 

4. The law of supply is a basic economic principle that affirms that, assuming all other factors 

remain constant, the quantity of a good or service supplied by producers will increase as its 

market price rises, and it will decrease as the market price falls. 

5. The law of supply is an economic concept that postulates that, with all other factors held 

constant, the quantity of a good or service offered for sale by producers will vary directly with 

changes in its price, such that an increase in price leads to an increase in supply and a decrease 

in price leads to a decrease in supply. 

The law of supply is a crucial element of market dynamics and plays a central role in understanding how 

producers respond to changes in market conditions, particularly changes in price. It helps explain the 

upward-sloping supply curve commonly seen in supply and demand diagrams and is a foundational 

concept in economics. 

Basic Principles of Supply 
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At its core, supply in economics refers to the quantity of a good or service that producers are willing and 

able to provide to the market at various price levels. The Law of Supply is built upon two basic principles: 

1. Price-Quality Relationship: As the price of a good or service increases, the quantity supplied by 

producers also increases, all else being equal. Conversely, as prices fall, the quantity supplied 

decreases. This inverse relationship between price and quantity supplied is the essence of the 

Law of Supply. 

2. Ceteris Paribus Assumption: The Law of Supply assumes that all other factors affecting supply 

remain constant. In other words, it isolates the impact of price changes on quantity supplied 

while holding other variables, such as production costs and technology, constant. 

Law of Supply: Supply Curve Graph & Table 

The Law of Supply is a fundamental concept in economics that describes the relationship between the 

price of a good or service and the quantity that producers are willing and able to supply to the market. It 

is typically represented using a supply curve on a graph and a supply schedule in a table. 

Supply Curve: 

When we explain law of supply with the help of graph is known as supply curve. It illustrates how the 

quantity supplied of a good or service changes in response to changes in its price, assuming all other 

factors remain constant (ceteris paribus). Here's how the supply curve looks: 

• The vertical axis represents the price of the good or service (P). 

• The horizontal axis represents the quantity supplied (Qs). 

• The supply curve slopes downward from right to left. 
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Supply Schedule: 

A supply schedule is a table that shows the relationship between the price of a good or service and the 

corresponding quantity that producers are willing to supply. It provides a detailed breakdown of how 

the quantity supplied changes as prices vary. Here's a simplified example of a supply schedule for a 

hypothetical product: 

TABLE 

No Price (P) Quantity Supplied 

1 $1 10 

2 $2 20 

3 $3 30 

4 $4 40 

 

The Graph and Table Explanation:  

1. Upward Slope: The supply curve slopes upward from left to right, indicating a positive 

relationship between price and quantity supplied. In other words, as the price of the good or 

service increases, producers are willing to supply more of it to the market. 
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2. Supply Schedule: The supply schedule complements the graph by providing specific data points. 

For example, at a price of $1, producers are willing to supply 10 units of the product. As the 

price rises to $2, the quantity supplied increases to 20 units, and so on. 

3. Price and Quantity: Notice that as the price increases from $1 to $4, the quantity supplied also 

increases from 10 units to 40 units. This demonstrates the Law of Supply in action: higher prices 

lead to higher quantities supplied, assuming other factors affecting supply remain constant. 

4. Ceteris Paribus: The Law of Supply assumes that all other factors affecting supply, such as 

production costs, technology, and resource availability, remain constant. If any of these factors 

change, they can shift the entire supply curve, altering the relationship between price and 

quantity supplied. 

The law of supply is graphically represented by an upward-sloping supply curve, and it is detailed in a 

supply schedule that shows how the quantity supplied changes in response to changes in price. This 

fundamental economic concept helps us understand how producers respond to price changes in the 

marketplace. 

Assumptions of Law of Supply 

The Law of Supply is a fundamental concept in economics that describes the relationship between the 

price of a good or service and the quantity that producers are willing and able to supply to the market. 

This law is built on several key assumptions that help explain how producers respond to changes in 

price. 

1. Ceteris Paribus (All Other Things Being Equal): The Law of Supply assumes that all other factors 

affecting supply remain constant when examining the relationship between price and quantity 

supplied. In other words, it isolates the effect of a price change on the quantity supplied while 

holding other variables constant. However, in reality, many factors can influence supply, such as 

production costs, technology, resource availability, government policies, and more. These 

factors can change over time and affect the supply of a product. 

2. Production Technology: The Law of Supply assumes that production technology remains 

consistent. Producers are expected to use the same production methods, techniques, and 

technology levels when assessing how much they are willing to supply at different price levels. 

Technological advancements can significantly alter production processes and output levels, 

influencing the supply of goods and services. 

3. Resource Availability: This assumption posits that the availability of key resources, such as raw 

materials and labor, remains unchanged. In reality, fluctuations in resource availability can 

impact production costs and the overall supply of a product. Shortages or surpluses of resources 

can disrupt supply chains and production capacity. 

4. Producer Expectations: The Law of Supply assumes that producers do not anticipate significant 

changes in the future, such as drastic price fluctuations or changes in consumer demand. In 

reality, producers often make decisions based on their expectations of future market conditions. 

For instance, if producers anticipate higher prices in the future, they may reduce supply in the 

present to take advantage of those expected future profits. 
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5. Number of Producers: The law assumes a constant number of producers in the market. In 

reality, the number of firms operating in an industry can change due to factors like entry and 

exit. An increase in the number of producers typically leads to higher overall supply, while a 

decrease can result in reduced supply. 

6. Government Policies and Regulations: The Law of Supply assumes that there are no significant 

government interventions or policy changes that directly impact supply. However, government 

policies, such as taxes, subsidies, trade restrictions, and environmental regulations, can have a 

profound effect on the supply of goods and services. For example, subsidies may incentivize 

higher production, while taxes may discourage it. 

7. Time Frame: The Law of Supply often assumes a short-run perspective. In the short run, some 

factors affecting supply may be less flexible to change. In the long run, producers have more 

time to adjust production methods, resource allocation, and capacity. Thus, the relationship 

between price and quantity supplied can vary depending on the time frame considered. 

These assumptions are crucial because they provide a simplified framework for analyzing the 

relationship between price and quantity supplied in economics.  

However, real-world supply decisions are influenced by a multitude of factors beyond these 

assumptions, making supply analysis a complex and dynamic field.  

Economic models and theories, including the Law of Supply, serve as valuable tools for understanding 

and predicting supply behavior, but they are simplified representations of a more intricate reality. 

Limitations of Law of Supply 

Law of Supply is a fundamental concept in economics that provides valuable insights into how producers 

respond to changes in price, it also has certain limitations and simplifications. These limitations are 

crucial for a more nuanced perspective on supply behavior in the real world. Let's check below the key 

limitations of law of supply. 

1. Ceteris Paribus Assumption: The Law of Supply is based on the ceteris paribus (all other things 

being equal) assumption, which means it isolates the effect of a price change on quantity 

supplied while holding all other factors constant. In reality, many other factors affect supply, 

such as changes in production technology, resource availability, government policies, and 

consumer preferences. Ignoring these factors can lead to an oversimplified view of supply 

behavior. 

2. Production Timeframe: The law often assumes a short-run perspective, where producers have 

limited time to adjust their production levels. In the long run, producers have more flexibility to 

adapt to changing market conditions by adjusting production methods, resource allocation, and 

capacity. The Law of Supply may not fully capture the dynamics of long-term supply responses. 

3. Resource Availability: The law assumes that key resources required for production, such as raw 

materials and labor, remain constant. However, the availability of resources can fluctuate due to 

factors like natural disasters, changes in resource prices, or geopolitical events. Such variations 

can disrupt supply chains and affect the quantity supplied. 
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4. Production Costs: The Law of Supply does not explicitly consider variations in production costs. 

In reality, changes in the cost of inputs, such as labor, materials, and energy, can significantly 

impact a producer's willingness and ability to supply a product. Higher production costs can 

reduce supply, even if prices remain the same. 

5. Expectations and Speculation: The law assumes that producers do not anticipate significant 

changes in the future, such as drastic price fluctuations. In practice, producers often make 

supply decisions based on expectations of future market conditions. For example, if they 

anticipate higher future prices, they may reduce supply in the present to capitalize on expected 

profits. 

6. Government Interventions: The law assumes no significant government interventions or policy 

changes that directly impact supply. However, government policies, such as taxes, subsidies, 

trade restrictions, and environmental regulations, can have a substantial effect on supply. 

Producers may adjust their supply decisions in response to government policies. 

7. Market Structure: The Law of Supply does not account for variations in market structure. 

Different market structures, such as perfect competition, monopolistic competition, oligopoly, 

and monopoly, can influence the behavior of suppliers. For instance, a monopoly may have 

greater control over supply compared to a perfectly competitive market. 

8. Non-Profit Motives: The law assumes that producers are primarily profit-driven. However, some 

organizations and producers may have non-profit motives or other objectives, such as public 

service or social responsibility. These entities may not respond to price changes in the same way 

as profit-driven firms. 

9. Complex Supply Chains: In modern global markets, supply chains can be highly complex, 

involving multiple suppliers, intermediaries, and international trade. The Law of Supply often 

simplifies these supply chain dynamics, which can affect how products are supplied and 

distributed. 

10. Behavioral Factors: Economic models, including the Law of Supply, typically assume rational 

behavior by producers. In reality, human behavior can be influenced by various cognitive biases 

and psychological factors, which may lead to deviations from the predicted supply responses. 

Law of Supply provides a useful framework for understanding the basic relationship between price and 

quantity supplied, it is essential to recognize its limitations. Real-world supply decisions are influenced 

by a multitude of factors, and economic models, including the law, serve as simplified representations of 

supply behavior. A comprehensive analysis of supply behavior should consider these limitations and the 

complexity of the economic environment. 

Determinants of Supply 

While the Law of Supply focuses on the relationship between price and quantity supplied, several 

factors, known as determinants of supply, influence a producer's willingness and ability to supply goods 

and services. Key determinants include: 
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1. Production Costs: The cost of inputs, such as labor, materials, and technology, directly affects a 

producer's decision to supply. Higher production costs may reduce the quantity supplied at any 

given price level. 

2. Technology and Innovation: Advances in technology can increase production efficiency, leading 

to higher quantities supplied even at the same price.  

3. Resource Availability: The availability of key resources, like raw materials and skilled labor, plays 

a critical role. Shortages or surpluses can impact the quantity producers are willing to supply. 

4. Government Policies: Government regulations, subsidies, and taxes can have significant effects 

on supply. For example, subsidies may incentivize higher production, while taxes could 

discourage it. 

5. Expectations of Future Prices: If producers anticipate higher prices in the future, they may 

reduce supply in the present to take advantage of future profit opportunities. 

6. Number of Producers: The number of firms in an industry can influence supply. An increase in 

the number of producers often leads to higher overall supply. 

Elasticity of Supply 

Elasticity of supply, often referred to as supply elasticity, is a concept in economics that measures the 

responsiveness of the quantity supplied of a good or service to changes in its price. It quantifies the 

degree to which producers adapt their output in response to price fluctuations.  

The supply elasticity is essential for businesses, policymakers, and economists as it helps predict how 

changes in price will affect the quantity supplied and, consequently, market dynamics. 

Formula for Supply Elasticity: 

The formula to calculate supply elasticity is as below: 

• Elasticity of Supply = % Change in Quantity Supplied | % Change in Price 

Where: 

1. % Change in Quantity Supplied: This represents the percentage change in the quantity of a 

good or service supplied when the price changes. 

2. % Change in Price: This represents the percentage change in the price of the good or service. 

The result of this calculation indicates how sensitive supply is to changes in price: 

• If the supply elasticity is greater than 1 (Elastic), it means that the percentage change in quantity 

supplied is greater than the percentage change in price. Producers are highly responsive to price 

changes, and supply is considered elastic. 

• If the supply elasticity is less than 1 (Inelastic), it means that the percentage change in quantity 

supplied is less than the percentage change in price. Producers are not very responsive to price 

changes, and supply is considered inelastic. 



 
 

8 | P a g e   BUSINESSSTUDIESNOTES.COM 
 

• If the supply elasticity is exactly 1 (Unitary Elastic), it means that the percentage change in 

quantity supplied is equal to the percentage change in price. Producers adjust their supply 

exactly in proportion to price changes. 

Now, let's explore the factors influencing supply elasticity: 

Factors Affecting Supply Elasticity: 

1. Time Horizon: The elasticity of supply can vary with the time horizon. In the short run, supply 

may be less elastic because producers have limited time to adjust their production processes 

and resources. In the long run, producers can be more flexible in adapting to price changes, 

making supply more elastic. 

2. Production Capacity: The ability of producers to increase output in response to price changes 

depends on their production capacity. If they have excess capacity and can quickly ramp up 

production, supply is more likely to be elastic. Conversely, if production capacity is limited, 

supply may be inelastic. 

3. Availability of Inputs: The ease with which producers can access key inputs, such as raw 

materials and skilled labor, affects supply elasticity. If inputs are readily available and responsive 

to price changes, supply is more likely to be elastic. 

4. Storage and Inventory: For goods that can be stored, the elasticity of supply can be influenced 

by the level of inventory. If producers have substantial inventory, they can quickly adjust supply 

in response to price changes, making it more elastic. 

5. Production Technology: Advances in technology can increase production efficiency, making 

supply more elastic. Innovations that reduce production costs and lead times enable producers 

to respond more flexibly to price fluctuations. 

6. Perishability: Perishable goods, such as fresh produce, have limited storage lifetimes. The 

supply of such goods may be less elastic because they cannot be stored for an extended period, 

and producers cannot easily increase supply in response to price changes. 

7. Government Regulations: Government policies and regulations, such as price controls, 

subsidies, and production quotas, can affect the elasticity of supply. For example, subsidies may 

make supply more elastic by incentivizing production. 

8. Market Structure: The structure of the market, whether it's perfectly competitive, monopolistic, 

or somewhere in between, can influence supply elasticity. In highly competitive markets, supply 

is often more elastic because producers must respond to price changes to remain competitive. 

Implications of Supply Elasticity: 

1. Elastic supply implies that producers are responsive to price changes, and consumers benefit 

from more significant price adjustments in response to changes in demand or cost. 

2. Inelastic supply suggests that producers are less responsive to price changes, and consumers 

may face price fluctuations or shortages when demand or cost changes occur. 

3. The degree of supply elasticity can impact the efficiency and stability of markets, affecting 

consumer welfare, producer profits, and overall economic performance. 
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Supply elasticity is a crucial concept in economics that quantifies how responsive producers are to 

changes in price. It depends on factors such as time horizon, production capacity, availability of inputs, 

and market structure. Understanding supply elasticity is essential for making informed economic 

decisions and analyzing market behavior. 

Conclusion 

The Law of Supply is a cornerstone of economic analysis, providing valuable insights into how producers 

respond to changes in prices and market conditions. Its principles, determinants, and implications are 

essential for businesses, policymakers, and individuals seeking to understand and navigate the intricate 

web of supply and demand that shapes our economic world. 

As we conclude this exploration, we recognize that the Law of Supply is not a static concept but a 

dynamic one that continually evolves with changing technologies, market structures, and global 

influences. Its enduring relevance underscores its significance in economics and its role in shaping our 

economic choices and outcomes. 


