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ELASTICITY OF SUPPLY
The law of supply states that there is a direct relationship between the quantity supplied and the price of a
commodity. To point out, this is a very qualitative statement. However, markets for different commodities differ in
ways we can’t even imagine. Interestingly, the concept of elasticity of supply handles all this with ease.

The elasticity of supply establishes a quantitative relationship between the supply of a commodity and its price.
Hence, we can express the numeral change in supply with the change in the price of a commodity using the concept
of elasticity. Note that elasticity can also be calculated with respect to the other determinants of supply.

However, the major factor controlling the supply of a commodity is its price. Therefore, we generally talk about the
price elasticity of supply. The price elasticity of supply is the ratio of the percentage change in the price to the
percentage change in quantity supplied of a commodity.

Definitions:
 According to Lipsey, "Elasticity of supply is the ratio of percentage change in quantity supplied over the

percentage change in price."
 In the words of Prof. Bilas, "Elasticity of supply is defined as the percentage change in quantity supplied

divided by percentage change in price."


Price elasticity of supply measures the relationship between change in quantity supplied and a change in
price. The formula for price elasticity of supply is:

 ∆Q =change in the Quantity Supplied.(difference in Supply)
 ∆P=change in the price.(difference in the price)
 P1=initial price. (first price/ old price)
 Q1=initial supply. (earlier supply/ old supply)

Degree of Elasticity of Supply:
 Unitary Elastic Supply: For a commodity with a unit elasticity of supply, the change in quantity supplied of a

commodity is exactly equal to the change in its price. In other words, the change in both price and supply of the
commodity are proportionately equal to each other. To point out, the elasticity of supply in such a case is equal
to one. Further, a unitary elastic supply curve passes through the origin.

 Relatively Less-Elastic Supply: When the change in supply is relatively less when compared to the change in
price, we say that the commodity has a relatively-less elastic supply. In such a case, the price elasticity of supply
assumes a value less than 1.

 Relatively Greater-Elastic Supply: When the change in supply is relatively more when compared to the change
in price, we say that the commodity has a relatively greater-elastic supply. In such a case, the price elasticity of
supply assumes a value greater than 1.

 Perfectly Inelastic Supply: A service or commodity has a perfectly inelastic supply if a given quantity of it can
be supplied whatever might be the price. The elasticity of supply for such a service or commodity is zero. A
perfectly inelastic supply curve is a straight line parallel to the Y-axis. This is representative of the fact that the
supply remains the same irrespective of the price. The supply of exclusive items, like the painting of Mona Lisa,
falls into this category. Whatever might be the price on offer, there is no way we can increase its supply.
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 Perfectly Elastic supply: A commodity with a perfectly elastic supply has an infinite elasticity. In such a case the

supply becomes zero with even a slight fall in the price and becomes infinite with a slight rise in price. This is

indicative of the fact that the suppliers of such a commodity are willing to supply any quantity of the commodity

at a higher price. A perfectly elastic supply curve is a straight line parallel to the X-axis.

All the five types of Elasticity’s of supply can be shown by different slopes of the supply curve.

 Fig. (1) Shows the supply is unit elastic because change in price from OP to OP1 brings about exactly

proportionate change in the quantity supplied of commodity X viz., from OM to OM1. In this case Es = 1.

 Fig (2) shows that supply is relatively inelastic because change in price of from OP to OP1 brings about

less than proportionate change in quantity supplied of X. in this case Es < 1.

 Fig (3) shows that supply is relatively elastic because change in price of X from OP to OP1 brings about

more than proportionate change in quantity supplied of X. in this case Es > 1.

 Fig (4) shows that supply is perfectly inelastic because change in price of X from OP to OP1 has absolutely

no effect on quantity supplied of X. in this case Es = 0. Thus, if the supply curve is vertical, i.e. parallel to

Y-axis it represents perfectly inelastic supply.

 Fig (5) shows that supply is perfectly elastic because a small change in price of X brings about infinite

change in supply. Thus, if the supply curve is horizontal or parallel to X- axis it represents perfectly elastic

supply.
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Time Period and Supply

The change in the supply of a commodity also depends on our perception of the timeframe. This means, that in

many cases the change in supply tends to differ when considered over different time periods. Such an

observation leads to a classification of time into three time periods.

 Market Period: A market period is a very short interval of time. On the other hand, supply cannot change

in the blink of an eye. Producers need time to adjust to the changes in the price of a commodity. Observe

that such statements are similar to the conditions of a perfectly inelastic supply. Thus, in a market period,

the supply is perfectly inelastic.

 Short Period: A Short period is a small period of time. In such a timeframe, only the variable factors of

production can be played with. Hence the change in supply is limited to a small degree of response.

Evidently, for a short period, the supply tends to be less elastic.

 Long Period: A long period of time is a time interval sufficiently long, in which all the factors of production

can be altered. Thus for a long period, the supply responds in a high manner.


