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LAW OF SUPPLY
INTRODUCTION: As mentioned earlier, a man of normal intellect will always prefers to increase his profit. Talking
about the suppliers, when a supplier gets more price for his supply, the normal behaviour would be to increase the
supply, in order to earn more profits. This is the law of supply. Technically, the law of supply states that other factors
remaining constant, the quantity of a good produced and offered for sale would increase with an increase in its price
and decrease as the price falls. Thus the law of supply acts as a bridge between the supply of a commodity and its
price. In short, the law of supply is a positive relationship between quantity supplied and price and is the reason for the
upward slope of the supply curve. This law is true for a majority of day-to-day occurrences of supply.

The statement given for the law of supply is as follows: “Other things remaining unchanged, the supply of a
commodity expands with a rise in its price and contracts with a fall in its price.” The law of supply can be better
understood with the help of supply schedule, supply curve, and supply function. Let us discuss these concepts in
detail.

SUPPLY SCHEDULE: Supply schedule shows a tabular representation of law of supply. It presents the different
quantities of a product that a seller is willing to sell at different price levels of that product, while all non-price
variables remain constant. There are two types of Supply Schedules:

I. Individual Supply Schedule
II. Market Supply Schedule

i. Individual Supply Schedule: Refers to a supply schedule that represents the different quantities of a product
supplied by an individual seller or an individual firm or producer of a commodity at different prices. Table-8 shows
the supply schedule for the different quantities of milk supplied in the market at different prices:

ii. Market Supply Schedule: Refers to a supply schedule that represents the different quantities of a product that
all the suppliers in the market are willing to supply at different prices. Market supply schedule can be drawn by
aggregating the individual supply schedules of all individual suppliers in the market. Table-9 shows the market
supply schedule of a product supplied by three suppliers. A, B, and C:

SUPPLY CURVE: The graphical representation of supply schedule is called supply curve. The supply curve is an
upward sloping curve showing direct relation between price of the commodity and its quantity supplied. In a
graph, price of a product is represented on Y-axis and quantity supplied is represented on X-axis. Supply curve can
be of two types:

1. Individual Supply Curve
2. Market Supply Curve
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Individual Supply Curve is the graphical or diagrammatic representation of individual supply schedule. Figure-14

shows the individual supply curve for the individual supply schedule

(represented in Table-8):

In Figure-14, the supply curve is showing a straight line and an upward

slope. This implies that the supply of a product increases with increase

in the price of a product.

Market Supply Curve is the graphical or diagrammatic representation of market supply schedule. Figure-15 shows

the market supply curve of market supply schedule (represented in

Table-9):

The slope of market supply curve can be obtained by calculating the

supply of the slopes of individual supply curves. Market supply curve also

represents the direct relationship between the quantity supplied and

price of a product.

ASSUMPTION IN LAW OF SUPPLY: The law of supply expresses the change in supply with relation to change

in price. In other words the main assumption of law of supply is that it studies the effect of price on supply of a

product, while keeping other determinants of supply at constant. Apart from this, there are certain assumptions

that are necessary for the application of law of supply, which are as follows:

i. Assumes that the price or cost of production remains constant, as because if cost of production increases

then it will lead to decrease in profit margin.

ii. Assumes that there is no change in the technique of production. This is because the advanced technique

would reduce the cost of production and make the seller supply more at a lower price.

iii. Assumes that there is no change in the scale of production. This is because if the scale of production

changes with a period of time, then it would affect the supply.

iv. Assumes that the policies of the government remain constant. If there is an increase in tax rates, then

the supply of product would decrease even at the higher price. Therefore, for the application of law of

supply, it is necessary that government policies should remain constant.

v. Assumes that the transportation cost remain the same. In case the transportation cost reduces, then the

supply would increase, which is invalid according to the law of supply.

vi. Assumes that there is no speculation about prices in future, which otherwise can affect the supply of a

product. If there is no speculation about products, then the economy is assumed to be at balance and

people are satisfied with the available products and do not require any change.


