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Cost Chronicles: The Impact of 
Production Costs on Supply 
Have you ever wondered why the price of your 
favorite toy or snack sometimes goes up or 
down? It's not just a random change—it's often 
influenced by something called production 

costs. In this exciting reading passage, we'll embark on a journey to understand 
how changes in production costs can have a significant impact on the supply of 
goods and services, ultimately affecting the prices we pay. 

Production Costs Unveiled 

Think of your favorite pizza place. They need ingredients like cheese, tomatoes, 
and flour to make delicious pizzas. But what if the price of cheese suddenly 
doubled? This increase in the cost of ingredients is what we call production costs. 

Definition of Production Costs: Production costs are the expenses that businesses 
incur when making their products or providing services. These costs can include 
raw materials, labor, machinery, and even the energy needed to create goods. 

The Balancing Act: Supply and Cost 

Producing goods or offering services is a bit like a balancing act. Businesses aim 
to supply the right amount of products while keeping their costs in check. 

• The Cost-Supply Connection: Changes in production costs can directly 
impact the supply of goods and services. When production costs go up, 
businesses might produce less because it becomes more expensive to 
make products. Conversely, if production costs decrease, businesses may 
produce more. 

• Raw Materials and Labor: Two significant factors that influence production 
costs are the prices of raw materials (like the cheese for pizzas) and the cost 
of labor (the workers who make the pizzas). If the cost of either of these 
elements increases, it can squeeze a business's profits. 

Supply and Price 

Now, let's explore how changes in production costs can affect the prices 
consumers pay for products. 
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• Passing on Costs: When production costs rise, businesses often pass on 
some or all of the cost increase to consumers by raising prices. For example, 
if the cost of flour increases, the price of bread may also go up. 

• Competition and Prices: In a competitive market, businesses may absorb 
some of the cost increases to keep prices low and attract more customers. 
This can lead to price wars, where businesses try to offer the lowest prices 
to win over consumers. 

The Supply and Demand Dance 

Production costs don't just affect supply and prices; they also have a role to play 
in the dance between supply and demand. 

Demand and Elasticity: If the demand for a product is highly elastic (responsive to 
price changes), an increase in production costs may lead to a significant drop in 
demand. However, if the demand is inelastic (less responsive), consumers may 
continue buying despite higher prices. 

Balancing Act in Action 

Example: Smartphones: Imagine a 
smartphone company. If the cost of the 
high-quality camera lens used in their 
phones goes up, they face a decision. 
They could absorb the cost increase, 
raise prices, or find a more affordable 
alternative. Each choice affects the 
supply, price, and ultimately, the 
consumer's decision to buy. 

 

 

 

 

 

 

 

 

 


