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Lesson 4 Fundamentals of Supply


The Effect of Price on Supply
Supply is the amount of a good or service that is available to buyers. How much of a good or service is supplied at a certain price is called the quantity supplied. The law of supply says that firms will offer more of a good or service as its price increases and less as its price falls.

The reason that price affects how much of a good or service is offered is profit. If the price rises, but the firm’s costs of making the good stays the same, the firm will earn a higher profit. Similarly, if the price goes down, the firm will earn less profit or even lose money.

Prices rise and fall all the time. Often prices rise and fall when goods are popular for only a short time. More firms will enter the market when prices rise. Sometimes firms will drop out of the market if the price falls too low.

Reading Check Based on the law of supply, how does price affect supply?



Understanding Supply Schedules
A supply schedule shows how many goods or services are offered at different prices. Supply schedules have two variables, or things that can change. One is the price. The other is how many goods or services are offered at that price. In a supply schedule, it is assumed that the cost to make the good stays the same. Also, a change in price does not change the supply schedule. A change in price will just cause the seller to use a different row on the supply schedule. When something other than price affects a market, a new supply schedule is needed.

All supply schedules in a market can be added up to create a market supply schedule. A market supply schedule shows prices and quantities supplied from all firms in a market. It helps sellers know how many goods or services to supply in a large area, such as a city.

A supply curve is a graph that shows the same information as a supply schedule. A market supply curve is a graph that shows the same information as a market supply schedule. Both types of supply curves always rise from left to right. That is because higher prices cause firms to supply more of that good or service to the market.
Reading Check What is the difference between a supply schedule and a market supply schedule?




Elasticity of Supply
Elasticity of supply measures how firms react to changes in price of a good or service. There are three measures for the elasticity of supply: elastic, inelastic, and unitary elastic. See the graphic organizer below.
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Time plays a big role in elasticity. Supply is often inelastic in the short run. In the long run, supply is more likely to be elastic. The type of business also matters. For example, orange growers cannot quickly grow more oranges when prices rise. They need to plant more trees to increase supply. An orange grower’s supply, then, is inelastic in the short run. A barbershop, however, has a more elastic supply. If the price of a haircut rises, they can hire workers or increase hours quickly, even in the short run.
[bookmark: _GoBack]Reading Check Why would it be important for a firm to know the elasticity of their supply?



✓ LESSON CHECK A firm needs to decide whether to make a new video game system or skateboards. Each video game system will take a long time to build because it has many parts. Each skateboard does not take as long to build. Research has shown that both products will be very popular. The video game system would sell for a slightly higher price than the skateboard. Which do you think the firm should choose? Why?
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MEASURES OF ELASTICITY OF SUPPLY
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