Price elasticity of supply
Just as the quantity demanded of goods and services depends on the price, so does the quantity supplied. Indeed, it is even possible to talk about the responsiveness of supply to changes in price. Consider what would happen if the demand for ice-cream suddenly increased. From having studied market equilibrium, you know that the higher demand would result in a higher price. Now, you should also be aware of the fact that the higher price acts asboth a signal and as an incentive for producers to start producing more. The question we are concerned with in this section is how much more they are going to produce. What is the responsiveness in quantity supplied following a change in price?
Definition of PES
Price elasticity of supplied, is a measure of responsiveness following a change in price. This time however, we focus on the supply rather than the quantity demanded of a product. The formula looks like this,
PES=%ΔQs%ΔP
That is, PES equals the percentage change in quantity supplied divided by the percentage change in price.
 
Important
Price elasticity of supply (PES) is defined as the responsiveness in quantity supplied following a change in price.
Remember that the law of supply states that there is a positive relationship between the price of a particular product and the quantity supplied (the supply curve is upwards sloping). This means that when the price increases, so does the quantity supplied and when price decreases, so does the quantity supplied. It follows that price elasticity of supply will always be positive.
Different elasticities of supply
Just as in relation to PED, it is possible to talk about different degrees of responsiveness in the quantity supplied, or different elasticities in PES.
Elastic supply
When the percentage change in quantity supplied is greater than the percentage change in the price, PES > 1. We say that supply is elastic. This is typical for manufactured goods as it is often easy for factory owners to produce more as they realise that they can get a better price for their products. This could be achieved for example by utilising spare floor space or by paying employees to work extra hours.
Inelastic supply
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On the other hand, when the percentage change in quantity supplied is less than the percentage change in the price, PES < 1. Supply is said to beinelastic. Most primary products, such as crops and minerals are supply inelastic. Just because a farmer realises that he will get a better price than expected for his crops, he simply cannot increase his production straight away as it takes time for the crops to grow. On the other hand, if the price of crops should fall, the farmer will have a very difficult time switching production to something else. This is even more obvious in the case of a copper mine, for example. Just because the price of copper falls does not mean that you can simply start mining other metals in the same mine instead.
Unit elastic supply
Finally, when the percentage change in quantity supplied exactly matches the percentage change in price, we say that supply is unit elastic. In such a situation, PES = 1.
Determinants of PES
What determines the elasticity of supply? We need to think of different factors than those affecting demand. They include:
· Time between measurements: if you measure the change in quantity supplied of a particular product immediately after its price has changed, you will inevitably find that the change in quantity supplied is minimal if it exists at all. This is because it takes some time for suppliers to enter a market or to switch production. Depending on the mobility of factors of production new machinery needs to be bought, workers need to be retrained, and new contracts for inputs need to be determined. The longer we wait between measurements, the more time we allow suppliers to switch production and the more elastic PES will be.
· Unused capacity: If suppliers are operating below full capacity, i.e. if they do not use all of the factors of production to the full extent, they will be quicker to react to changes in the price of a product. We can easily imagine a situation where 10 idle workers are asked to start producing a product immediately following an increase in price of that product. Thus, the more spare capacity there is the more elastic the PES will be.
· Quality of labour: It will be easier to expand production in a firm where the employees are skilled and easily learn new production techniques. In other words, the more skilled the employees are, the more elastic PES will be.
· Ability to store stocks: certain products can be more easily stored than others. For example, it is much easier to store teddy bears than to store ice-cream! As a result, when the price of teddy bears falls, producers can just keep them in store and not sell them, thus reducing the quantity supplied. When the price increases again, the teddy bears will immediately be released on the market. With ice-cream, the costs of storage are higher, and the ice-cream risks becoming old. Supply of ice-cream is thus more inelastic than the supply of teddy bears.
· Number and closeness of supplier substitutes: a supplier substitute is not the same as a consumer substitute. Instead, it is something that the supplier could switch production to. It may, for example, be very easy to switch production from mirrors to windows and vice versa, and so they are supplier substitutes. When you are looking to buy a new mirror however, you would never consider a window, and so, they are not consumer substitutes. The greater the number of supplier substitutes, and the easier it is to switch production from one substitute to the other, the more elastic supply will be.
 
What you should know
· PES measures the responsiveness of the quantity supplied following a change in price.
· PES is always positive, ranging from 0 to infinity.
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