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Use the following clues to complete the crossword puzzle.

=4
% Across - Down'
.;$ 1. type of demand in which consumers keep buying a 2. when consumers reactto a price rise of one good
g good despite a price increase by consuming less of that good and more of another
@ 3. amount of money a company receives by selling its good in iis place
goods 4. typs of good whose demand falls when income
5. lists the quantities of a good demanded by alt con- increases
sumers at each price that may be offered in the 6. lists the quantities of a good demanded by a person
market ~ ateach price that may be offered in the market
7. type of good whose demand increases when 8. graphlcalty represems the quantities of a good
incomme increases : demanded at each price that may be offered inthe
8. the way that consumers respond to price changes ‘ market

!0 type of demand in which consumers huy much less
of a good after a small price increase

11. two goods that are bought and used together

12. “all other things held constant” -
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Section 1: Guided Reading and Review

Understanding emand

s You Read
s you read Section
P ce prowded

1, for each boxed example, fill in the key term the example iilustrates in the

the higher the price of 2. eating salad or tacos 3. buying fewer slices of
izza, the fewer slices instead of pizza when the pizza when rising prices
sople will buy price of pizza goes up reduce real income
4. Price Quantity 5.  Price Quantity
) i 5 1 300
2 4 2 250
3 3 3 200
4 2 4 150
1ewmg Key Terms :
. ¥

each sentence by Wratmg the correct term in the blank.

is a table that lists the quantities of a good a person will buy at
1ce that may be offered in the market.

is a table that lists the quantities of a good demanded by all con-
t each price that may be offered in the market.

is a graphical representation of a demand schedule

- is the change in consumption resulting from a change in real

© Prentice-Hall, Inc.

says that when a good’s price is lowet, consumers will buy

Guided Reading and Review
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5.

8.
g
3
T,
g8 e ?
5
&
@
10.

1. law of demand
2. substitution effect
3. income effect

4. market demand schedule

Secﬁon1:&uh

Understanding Demand

A. Key Terms
Briefly define or identify each of the following.

B. Main ideas

o Write the letter of thé correct answer in the blank provided.

Why does an economist create a market demand curve?

a. to learn what demands the market will make under unusual conditions

b. to-have an idea of how-a market would change if conditions in an area changed
C to predzct how peopie will change their buying habits when prices change

d. to show how various conditions can changé the demand for a good

What is the effect of the interaction of buyers and sellers on a market?
a. agreement on the price and the quantity traded

b. association of both supply and demand with income

c. theoretical relanonshlp between price and use

& desn‘e for. goods that cannot actually be afforded

What. does it mean- When an economist says that a consumer has demand for a good
or service? . . -

a. The consumex is able to afford the good or service, but may be unwilling to buy it.

b The cofisumer wants the good or service but may not actually have the money for it.

c. The consumer is able to buy the good or service but not at the price demanded.

d. The consumer is Wilimg and able to buy the good or service at the specified price.

How cio economists measure the consumption of a good?

a. the_amount of money spent.to buy a good

b. the amount of a good that is bought-

c. the amount of a good that is bought for a specific amount of money
d. th ount of gdod that is actualiy used rather than bought

. How does the substltunon effect work when the price of an item drops?

a. The item becomes less and less popular as its price drops.
b. The: substitutes for the item also suffer a drop in prices.
c."Con$umers buy the item as a substitute for other things.

d. Consumers buy the1 item even if they do not particularly want it.

i3 prsces- se and iricome stays the same, what is the effect on demand?
a. More-ls"bought of some goods and less of others.

" b, Fewer goods are bopglit.
.- More goods.are bought... . .
d. Demand stays the same.

Chapter 4 Section 1: (Quiz
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=~ Section 2: Guided Reading and Review

Shifts of the Demand Curve

A, As You Read

As you read Section 2, answer the following questions in the space provided.

1. What condition must exist to make a demand curve accurate?

2. What happens to a demand curve when there is a change in factors (other than price) that
can affect consumers’ decisions about purchasing the good?

=

o
3. How does consumer income affect the demand for normal and inferior goods?

4. How does consumer expectation affect demand for certain goods?

5. Explain how the baby boom generation affected demand for certain goods.

6. How are consumer tastes and advertising related?

7. Explain how demand for a good can affect demand for a related good.,

8. Give an example of a substitute good.

B. Reviewing Key Terms
Match the definitions in Column I with the terms in Column II. Write the letter of the correct
answer in the blank provided.

Column | Coluemn I
9. all other things held constant | | a. normal goods
____10. goods whose demand increases as consumer income increases " b, substitutes
____11. goods whose demand falls as consumer income increases . ceteris paribus
___12. goods that are bought and used together ' d. inferior goods
___13. goods that are used in place of one another e. complements

... (8 Thapter 4 Section 2: Guided Reading and Review

@ Prentice-Hall, Inc.
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Section 2: Quiz

Shifts of the Demand Curve

A, Key Terms :
Match the definitions in Column I with the terms in Column 1L Write the letter of the correct
answer in the blank provided. -
‘Column | . Column H
1. two goods that are used together a. normal goods
2. goods that consumers demand more of when incomes increase b. inferior goods
' f
) ) 3. goods used in place of one another : c. complements
e 4. goods for which demand falls as income increases d. substitutes
B. Main ldeas
Write the letter of the correct answer in the blank provided.
. 5. What is the meaninig of the phrase ceteris paribus to an ecopomist?
a. the way that economists consider the changes in demand for a good
b. a conjecture about the changes in consumer behavior
c. an assumption that nothing but the price of an item will change
. d. a projection about the change in availability of a good
m 6. What do economists call a situation in which consumers buy a different quantity
than they did before, at every price?
a. a change in demand ¢. a shift in size of the demand curve
b. a change in expectations ‘ d. a move along the demand curve

7. How can expectations about the future change consumer behavior?
a. Immediate demand for a good will drop if its price is expected to stay the same.
b. Immediate demand for a good can rise if the good is expected to be plentiful.
c. Immediate demand for a good will go up if its price is expected to rise.
d. Immediate demand for a good is not related to future expectations.

8. How can population changes affect demand for certain goods?
a. Different levels of demand will cause different prices.
b. More people demanding goods will cause prices to rise.
. ¢ Demand will exceed supply under some population conditions.
d. People at different stages of their lives have different demands.

9. How can the demand for one good be affected by increased demand for another one?
a. When goods are bought together, increased demand for one will decrease demand
for the other. ' :
b. If goods are used togethes, increased demand for one will increase demand for
the other. ‘ 4
: c. If goods are substitutes for each other, increased demand for one will increase
3 demand for the other.
£ d. A drop in price for a good will increase demand for the good and its substitute.

@ Prentice-Hall, Inc.

10. What causes a change in the demand curve or 2 shift in demand?
a. a decrease in price c. a change in an area other than price
b. an increase in price d. a change in price and availability

Chaptor 4 Section2: Quiz  5)
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4, Unitary elastic demand:

1. Computation of elasticity of demand:

Section 3: Guided Reading and Review

Elasticity of De

A. As You Read

As you read Section 3, supply the missing information in the spaces provided.

Calculating Elasticity (Provide 2 formula or numerical value.)

DATE

2. Elastic demand:

3. Inelastic demand:

~

Factors Affecting Elasticity (How does each affect elasticity?)

5. Substitutes:

6. Necessities vs. luxuries:

7. Changes over time:

Elasticity and Revenue (Define and explain.)

8. Total revenue:

9. How elasticity affects a company’s pricing:

B. Reviewing Key Terms
Briefly define or identify each of the following.

10.
11.
12,
13.

elasticity of demand

inelastic

elastic

unitary elastic

{6 Chapter 4 Section 3: Guided Reading and Review .

& Prentice-Hail, Inc.




® Prengice-Hali, Inc,

NAME

CLASS DATE

Section 3: Quiz |
Elasticity of Demand

A. Key Terms ‘
Briefly define or identify each of the following.

1. elastic

2. melastic

3. total revenue

B. Main ldeas

Wr;te the 1etter of the correct answer in the biank prov1dec§

4. What does eiasncaty of demand measure’

5,

a. an increase in the quantity available

‘bi'a decrease in the quantity demanded

¢. how buyers will cut back or increase their demand when price rises or falls
d. the amount of time consumers need to change their demand for a good

When elasticity of demand for a good is exactly 1, how is demand described?
a. unitary elastic c. exactly equal
b. balanced d. inelastic

How does elasticity affect a company’s pricing policy?

-a, If demand is inelastic at the current price, the company knows that an increase in

price would reduce total revenues.

b. If demand is elastic at the current price, the company knows that an increase in
price would reduce total revenues.

c. ¥ demand is unitary elastic, the company knows that a decrease in price would
decrease total revenues.

d. ¥ demand is unitary elastic, the company knows that an increase in price would
increase total revenues.

. How does the price range affect the elasticity of demand for a product?

+

a. Demand for all goods is elastic if the price is low enough.

b. Demand for a good can be elastic at a low price but inelastic at a high price.
¢. Demand for a good can be inelastic at a low price, but elastic at a high price.
d. Price range has little or no effect on elasticity of demand for a good.

Which of the following is an example of a good for which the demand is likely to
become more elastic over time if price changes dramatically?

a. prescription medicine c. electricity

b. gourmet food *d. shoe polish

. How does a person’s perception of whether a good is a necessity or a luxury atfect

10.

his or her purchases of it?

a. Different people will have different concepts of necessity and luxury.

b. People who have a lot-of money will buy goods even if they think they are a luxury.
c. A good that is perceived as expensive will no longer be considered a necessu:y

d. A good that is perceived as a necessity wili be purchased even if the price rises.

What effect does the availability of many good substitutes have on the elasticity of
demand for a good?
a. Demand is elastic.
b. Demand is inclastic.

c. Demand is unitary elastic.
d. Demand is not affected.

Chapter 4 Section 3: Quiz

N




NAME CLASS DATE

Graphs and Charts

Anal

lyzing Tables

Brian works part-time at Pete’s Pizza Place. Pete has recently raised pizza prices at all four
stores~-one in the business district of their small suburb, one a block from Brian’s high school,
one near several retirement communities, and one in a residential area of the city near which
Brian lives. Pete knows that Brian is interested in working full-time during the summer manag-
ing one of his stores, and he has asked Brian to help him analyze the effect of the price increase
on pizza sales. Review the Economic Skills feature on page 84 of your textbook. Then study the
table below. Finally, help Brian by answering the questions that follow.

Namber of Store 1 Store 2 Store 3 Store 4
Large Pizzas Elmgrove Near Eimgrove Near Retirement Residential -
Sold per Week Business District High School Communities Elmgrove
Before increase ' 75 150 - 50 : g0
After increase - 60 145 20 ' ' 75

1. Which store had the highest demand both before and after the price increase?

2. Which store showed the greatest loss in demand after the price increase?

3. Which two stores showed the same difference in demand after the price increase?

4. Which store was least affected by the price increase?

@ Prentice-Hal}, Inc.

5. What conclusion can you draw about the importance of pizza to the customers of these four
stores from the information in this table?

(8 Chapterd Economic Skills
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Section 1: Guided Reading and Review 2}

&, As You Read

Understanding Supply

As you read Section 1, supply the missing causes or effects on the lines provided in the chart.

1. The price of pizza increases.

2. "The cost of tomato sauce increases along with
the price of pizza.

5. The supply of a good is not.very responswe to
price changes.

'6. A supplier, such as an orange grower, has a
Jong time to respond to a price chiange.

1. On pizzerias:

2. On'pizza ;upply schedule:

3. On market supply curve: Prices will remain the
same as on a single pizzeria’s supply curve.

4, On supply curve: The curve always rises from
left to right.

5. On the value of elasticity of supply:

6. On supply:

B. Reviewing Key Terms

Read the statements below. In the space provided, write T'if the statement is true or Fif it is false.

good increases.-

all suppliers in a given market.

7. Price and quantity supplied are variables on a supply schedule.
8. A supply curve shows price and quantity in a table.

9. Elasticity of supply states that the output of a good increases as the price of the

10. To create a market supply schedule, an economist needs to know the total output of

Chapter § Section 1: Guided Reading and -Review

13)
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Section 1: Quiz

Understanding Supply

A, Key Terms
Match the descriptions in Column I with the terms in Column II. Write the letter of the correct
answer in the blank provided.

Column § _ R - Column If

.. 1. a measure of how suppliers react to a change in price a. vériable

2. a factor that can change . b. quantity supplied

_____ 3. how much of a good is offered for sale ata specific price c. market supply schedule
e 4. relationship between price and total quantity supplied by all firms  d. elasticity of supply

B. Main ldeas

Write the letter of the correct answer in the blank provided.

5. For which of the foiiowmg proclucts or services is supply likely to be melastlc in the
short term whether prices rise or fall?
a. cargo ships C. newspapers
b. haireuts , d. staples

6. What is the pnnmpie of the law of supply?
a. The lower the pmce the larger the quantity produced.
b. The highet the ;price, the larger the quantity produced.
¢. The higher the price, the smaller the quantity produced. ‘
d. The lower the price; the more manufacturers will produce the good. o

7. What is the term for supply of a product that cannot easily or quickly expand or | gyg
reduce its production? s
a. profit
b. supply schedule
¢. inelastic
d. elastic ‘ %

8. A graph of the data points in the supply schedule creates which of the following?
a. a demand curve
b. a supply curve
c. the quantity of goods demanded
d. the supply of goods available

@ Prentice-Hall, Inc.

9, What happens in the case of a product that has elastic supply when the price
; decreases?

i a. Existing producers expand, and new producers enter the market.

b. Some producers produce less, and others drop out of the market

c. Existing firms continue their usual output but earn less.

d. New firins enter the market as older ones drop out.

10. A supply schedule is characterized by which of the following?
a. It shows the quantity supplied at only one price.
b. It shows the factors that could influence supply.
c. It is sensitive to changes in the costs of labor and parts.
d. It lists supply for a specific good.

714  Chapter 5 Section 1: Duiz
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Section 2: Guided Reading and Review

Costs of Production

A. As You Read

As you read Section 2, supply the requested information in the spaces provided.

1. A basic question a producer must answer:

2. Marginal product of labor benefits gained from worker specialization:

3. Negative effect of a firm’s limited chpital:

7 4, Curve.pa'ttem for marginal product of labor when capital is limited:

5. Examples of typical fixed costs:

6. Why laborisa variable cost:

7. How the marginal costs of production for the beanbag producer changed after the rate of
three bags per hour was surpassed:

3. How total reverue and total cost can help set the most profitable output level:

9. How marginal revenue and marginal cost can help set the most profitable output level:

10. Why a producer would continue to increase output even though the marginal cost of pro-
duction may be rising:

© Prentice-Hall, Inc.

B. Reviewing Key Terms
Define the following terms.

11. marginal product of labor

12. diminishing marginal returns

13. total cost

! ' 14, marginal cost

o 1 . ‘ Chapter 5 Section 2: Guided Reading !
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Section 2: Quiz

@%ﬁg.@?ﬁmummn

A. Key Terms _ ‘
Match the descriptions in Column [ with the terms in Column II. Write the letter of the correct
answer in the blank provided.

Column { Column i
1. a cost that rises or falls depending on the quantity produced . marginal cost
2. the change in output that results from héving one more b. variable cost
worker .
c. fixed cost

3. a cost that does not change no matter how much is produced .
d. marginal product of labor |

4. the additional income from selling one more unit of a good - .
e. marginal revenue

5. the additional cost of producing one more unit

~

' B. Main ldeas

Write the letter of the correct answer in the blank provided.

6. When do diminishing marginal returns occur?.
a. when some workers increase output but others decrease it
b. when additional workers increase total output at a decreasing rate
c. when extra workers will have to wait their turn to be productive
d. when additional workers will get in each other’s way

o

7. How does a manufacturer set his or her total output to maximize profic?
a. set production so that total revenue plus costs is greatest ‘
b. set production at the point where marginal revenue is smallest #
¢. determine the largest gap between total revenue and total cost
d. determine where marginal revenue and profit are the same

8. If marginal cost becomes higher than price, what happens to a company?
a. The company will go out of business. ‘
b. The company will lose money on each additional unit produced,
c. Company specialization will lower the actual price charged.
d. Diminishing marginal returns will shrink the production.

9. When would it make sense for a factory that is losing money to remain in
operation? _

_ a. if marginal revenue is equal to marginal cost

- b. if total cost of the goods being manufactured exceeds the operating cost

o ¢ if marginal product of labor becomes negative _

d. if the revenue from the goods being manufactured exceeds the operating cost - : b

© Prentice-Hall, inc.

10. How is the total cost of a factory or other production site determined? o
a. marginal cost plus fixed cost . o
b. fiked cost plus variable cost :
c. marginal cost plus variable cost
d. marginal cost plus output cost , o @

i (16 Chapter 5 SectionZ: Quiz R | _ ‘ .
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Section 3: Guided Reading and Review

Changes in Supply

A. As You Read

As you read Section 3, supply information to complete each statement in the spaces provided.

1. Unable to controt price, a profitable producer faced with rising labor and/or materials costs will

2. New technology affects supply by

‘ Fo :
3. Puropean covernments’ reasons for subsidizing food producers include
P gove 1 p

4. In the past, Western European governments subsidized banks and airlines by

5. The United States government subsidizes such industries as

6. An excise tax increases production costs by

7. Consumers may be unaware of excise taxes because

8. Government regulations often reduce supply because

9. During periods of inflation, suppliers may temporarily withhold goods that can be stored
for long periods because

@ Prentice-Hall, Inc.

B. Rewewmg Key Terms
Complete each sentence by writing the correct key term in the blank provided.

10. Govemment can mcrease supply by granting producers a(n)

11. To reduce supply, a government mlght levy a(n) ' i

12. Requiring pollution control on automobiles exemplifies government

Chapter 5 Section 3: Guided Reading and Review 17
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Section 3: Quiz

Changes in Supply

A. Key Terms
Match the descriptions in Column I with the terms in Column II. Write the letter of the correct
answer in the blank provided. ‘

Column | ' Column I
1. government intervention in a market that affects price, quantity, a. subsidy
or quality b .
. excise tax

’r -
2. payment to the government on the production or sale of a good .
¢, regulation

3. a condition of rising prices ) .
&P d. inflation

4. a government payment that supports a business or market

B. Main ideas

Write the letter of the correct answer in the blank provided.

5. What effect does a rise in the cost of machinery or raw materials have on the cost of a good?
a. A rige in the cost of raw materials (but not machinery) raises the cost.
b. The good becomes cheaper to produce.
c. The good becomes more expensive to produce.
d. It does not have any effect on the cost of the good. :

6. What does new technology generally do to production?
a. It Jowers cost and decreases supply. c.. It increases cost and decreases supply.
b. It lowers cost and increases supply. d. It has very hittle effect on production.

7. What is one reason European governments protect the growing of food with
subsidies even though imported food would be cheaper?
a. to have food in case imports are ever cut off
b. to allow the food producers to be able to pay their debts
c. to protect cattle growers because they like to see the cattle
d. to help the population forget the food shortages after World War IT

8. Why does the United States regulate automobile manufacturing in so many ways?
a. to protect the consumer from Japanese and European automobiles
b. to keep the price of U.S. automobiles competitive with others
c. to keep the manufacturers of U.S. automobiles from gaining too much of the market
d. to offset the air pollution caused by automobiles

9. When any effort by government causes the supply of a good to rise, what happens
to the supply curve for that good?
a. It shifts to the left. ¢ It reverses direction.
b. It shifts to the right. d. The supply cuzve is not affected.

10. How do future expectations about the price of a good affect the present supply?
a. If the pnce is expected to increase, many producers will hold onto their supply.
b. If the price is expected to decrease, many producers will hold onto their supply.
c. If the price of a related good is expected to increase, only a few seilers will hold
onto their supply until the increase occurs.. :
d. If the price is expected to increase and then decrease, most sellers Wzil hold onto
their supply until the decrease has occurred.

(18 Chapter 5 Section 3: Quiz
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Use the following clues to complete the crossword puzzle.

Across
1. Quantity of a good produced increases as the price
rises, accordingtothe __
2. Any expense that rises or falis is a variable ___
7. Government intervention that affects price, supply,
or quality is called ___
8. How suppliers respcnd to a price change is a mea-
sure of the supply’s
i1, When price is riot ﬂnder company control, the mar-
ket price equals the marginal ___.

13. Govermment can provide support fer a market in the ,

formofaln) ___

14. The relationship between price and quantxty sup~
plied is shown in a supply ___

18, If adding workers increases total putput at a
decreasing rate, marginal returns are ..

Down
1. Output change from adding one more worker is the
marginal productof ___.
2. The amount of money it takes to keep a factory
open is the operating ___.
3. Variable and fixed expenses make up the ___
4, The amount of a good offéred at a specific price is
the . .
5 The . cost isthe additional cost of producmg
one more Gnit.
6. Coststhat de not.change are __..
8. Government may tax the sale or manufacture of a
goodwithafn) ___.
10. A graph of the data points in a supply schedule cre-
ates.a supply - .
12, Afactor that can change is a(n) —

(20 Chapter5 Vocabalarﬁf Practice
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Problem
Elmo Entrepreneur has a basement wood shop where he enjoys making model cars. He sells his
cars to hobby shops, but lately orders have been falling off and Elmo’s income is suffering.
Re%uctantly, Elmo decides he must look for a new business.

Elmo Entrepreneur

CLASS DATE

Economic Detective

While dei;vermg an order of model cars at

the mall, Elmo stops to buy a new pair of run-
ning shoes. To his surprise, the price of his favorite
shoes has increased $15. The next day, Elmo goes to
the library and studies the market supply and sales
data for the city’s running shoes. He soon decides
that this is a good time to enter the shoe manufac-
turing business. He will make his favorite styie and
sell his shoés directly to customers for $60 a pair, or
the price charged by all suppliers.

1. What sort of data did Elmo’s hbrary search prob—

ably reveal to prompt his decision?

2. How will Elmo’s new business affect the market

supply for running shoes?

3. What amount of income can Elmo expect in his

new business?

4. How does Elmo’s decision ilustrate the law of

suppiy?

investigation 2

Elmo starts small. He uses his garage as a fac-
tory, with his property taxes costing $50 a month
and his utilities $40 a month. He buys a cutting-and-
stitching machine, hires a worker, and finds thdt he
can produce 5 pairs of shoes an hour. Encouraged,
Eimo hires another worker, doubling his labor costs
but increasing output to 12 pairs per hour. He con-

tinues to hire more workers, increasing output to 21 -

pairs with three workers, 34 pairs with four work-
ers, and 45 pairs with five workers. In the roeantime,
the cost of leather for shoe tops and soles has risen

twice, but the cost of fabric for linings has fallen’

enough to offset the rising cost of leather.

1. What factors make up Elmo’s variable costs?

2. What is Elmo’s total revenue per hour after he
hires three workers?

3. What is Elmo’s marginal product of labor after
he hires a second worker?

4. When does Elmo reach a diminishing margmal
return of fabor?

5. What does Elmo pay in fixed costs?

investigation 3

Elmo’s shoe business does so well that he adds

another room to his garage and buys another
cutting-and-stitching machine. Unwelcome news comes
in the mail, however. The federal government, deciding
that running shoes are harmful to the foot, places a tax
on all running shoe producers. Seeing his profits shrink,
Elmo lays off a worker and cuts his output. After fur-
ther research, the federal governmerit reverses its posi-

tion and rémoves the tax, but the running shoe

industry remains depressed To revive it, the city coun-
cil votes to pay running shoe prodm:ers $1 a pair but
requires them to insert heel cups in the shoes to ensure
foot health. .

1. How does Elmo try to increase his production?

. a. What kind of tax does the federal government

impose?

b. How does it influence quantity supplied?

3. What regulation does Elmo have to follow?

4. a. What subsidy does Elmo receive?

b. What is the source of the subsidy?

Chapter 5 Economic Detective
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Economic Cartoons

Study this cartoon and review the section entitled “Understanding Supply” beginning on page
101 before answering the questions below.

\ LEARNING THE
| FIRST LECLON oF 7/
LUPPLY At DENNND.. (4L

1. (a) What is the street vendor selling?

i {b}) What is the asking price for his lz;roduct?

(c) What season of the year is it? ____ ' 2

2. Suppose you were trying to create a supply schedule for sno cones, Which variable has the
vendor been changing? .

3. Synthesizing Information According to the law of supply, will the seller increase or decrease
the supply of his product in the near future? Explain your answer.

© Prentice-Hall, Inc.

4. Drawing Conclusions. If changing the price of sno cones does not work, what might the ven-
dor do? '

5. Evaluating Information [s the supply of sno cones elastic or inelastic? Explain your answer.

Chapter5 Economic Cartoons 23
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Study this cartoon and review the sections entitled “Understanding Demand” and “Shifes of the
Demand Curve” beginning on page 79 before answering the questions below.

Bue

%
=]
=

oo
gece

GLASBERGEN

mad

«] introduced the world’s first |
nose-top computer 18 months ago.
Sales are slower than originally anticipated.” @

Copyright @ Randy Glasbergen. Reprinted
with permission from www.glasbergen.com.

1. (a) Which of the men is selling a new product?

(b) What is his product? )

7. What problem does the seller have with his new product?

3. Analyzing Information According to the law of demand, what effect might lowering the
price of the product have on sales? .

© Prentice-Hall, inc.

4, Tdentifying Alternatives What effect might an advertising campaign have on sales of the
product? : :

5. Synthesizing Information Is a portable laptop or notebook computer a product that would
be a complement to or a substitute for the nose-top computer? Explain your answer.

(12 Chapter 4 .Economic Cartoons
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Section 1: Guided Redding and Review

Combining Supply and Demand

3
;
1
1
1
s
i
i
i
/

A. As You Read

As you read Section 1, supply the requested information in the spaces provided.

In the Case of the Pizzerias

1. The market equilibrium price:

2. The market supply level:

3. The market demand level:

‘ . In Any Market Environment

4. How equilibrium is shown on a supply and demand graph:

5. Two possible outcomes of disequilibrium:

~

6. Supplier price response to excess demand:

7. Condition under which market forces will push market toward the equilibrium:

In the Case of Government Intervention

8. - Purpose(s) of rent control:

9. Negative results of ending rent control:

-10. Effect on labor when minimum wage exceeds equilibrium:

o 11. Purpose of Northeast Dairy Compact:

i B. Reviewing Key Terms
Complete each sentence by writing the correct term in the blank provided.

@ Prentice-Hall, Inc.

12. When government wants to ensure that “essential” goods or services are within the reach
of all consumers, it may impose a(n)

13. If prices rise too high, a market may face the problem of

14. The one and only price at which quantities supplied equal quantities demanded indicates
the market

15. Minimum wage is an example of a government-imposed _ .

16. If car manufacturers produce more or fewer cars than customers will buy, the car market
will be in_

{24 Chapter 6 Section 1: Guided Reading and Review
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~Section 1: Quiz

Combining Supply and Demand

A. Key Terms
Match the descriptions in Column I with the terms in Column IL Write the letter of the correct
_ answer in the blank provided.

Columni o ) o | Columin il
1. point at which supply and demand come together ~a. price ceiling
2. when quantity supplied is not equal to quantity demanded b. excess dernand
3. when quantity demanded is more than quantity supplied c. equilibrium

- 4, legal maximum that can be charged for a good d. disequilibrium
B. Main ideas
Write the letter of the correct answer in the blank provided.

5. When the quantity supphed is greater than the quantity ciemanded what is the
condition known as?

a. abundant supply c. excess availability
b. diset;uiiibrium d. excess supply
6. What is the government- -controlled price ceiling on apartment prices called?
a. floor pricing ¢. equilibrium fevel
i b. rent control d. rent monitoring

7. When the government sets a price floor on earnings, it is called which of the

following?
4 a. market equilibrium rate ¢, minimumn wage 3
i b. base-level wage 4. employment guarantee

®

Until 1996, the United States used price supports in agriculture by doing what to
create demand?

a. setting legal price floors ¢. setting legal price ceilings

b. buying excess crops - d. raising prices

9. What happens when any market is in disequilibrium and prices are flexible?
a. Market forces push toward equilibrium.
b. Sellers waste their resources.
¢. Excess demand is created.
d. Unsold perishable goods are thrown out.

© Prentice-Hall, Inc.

10. Why does a government place price ceilings on some “essential” goods?
a. to prevent inflation during boom times
b. to keep business people from making large profits
¢ to keep the goods from becoming too expensive
d. to reduce demand for these goods

Chapter 6 Section 1: Quiz 25
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Section 2: Guided Reading and Review

Changes in Market Equilibrium

A, As You Read

As you read Section 2, complete the chart by supplying an effect for each cause.

1. Eatire supply curve shifts. 1.

2. Technology for making compact disc (CD} e 2
players improved.

3. After a drop in production cost, CD player 3.
suppliers become willing to offer 1,200,000
units at the original price, but demand remains

at 1,000,000,
4, Price of CD) players continues to fall. 4.
5. Production cost of CD piayers continues to 5.
fali,
6. Market’s supply curve shifts to the left. 6. In the market:

On the equilibrium point:

7. Demand curve of a good suddenly shifts right. 7.

8. Signs of excess demand for the good continue 8. On suppliers:

over time.
9. Demand for a good falls. 9. On the demand curve:

B. Reviewing Key Terms ‘ ,
Rewrite each sentence so that the italicized term is used correctly.

10. Shortage occurs when the quantity demanded falls below the quantity supplied.

@ Prentice-Hall, inc.

11. Excess demand for a good indicates a market surplus of that good.

12. Suppliers pay search costs in the form of financial and opportunity costs as they search for
a good.

(26  Chapter 6 Section 2: Guided Reading and Review
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Section 2: Quiz

larket Equilibrium

Changes in [

A. Key Terms | _
Match the descriptions in Column [ with the terms in Column II. Write the letter of the correct
; answer in the blank provided. '

Column | ' Column U
1. when quantity supplied exceeds quantity demanded at a certain price a. shortage
2. when quantity demanded excegds quantity supplied at a certain price b. fad
P 3. the financial and opportunity costs consumers pay in looking for a good  c¢. search costs
- OF SEIVICe
A : d. sarplus
4. a product that reflects the impact of advertising and consumer taste on
consumer behavior
B. Main Ideas
Write the letter of the correct answer in the blank provided.
o 5. How does a firm generally respond to a higher demand for its goods?
a. It rations goods.
b. It raises prices.
@ c. It cuts prices.
: d. There is no set response to this sitzation.
6. How do falling prices affect supply? . _
a. The supply curve moves to the left. ¢. The quantity demanded rises.
b. The supply curve moves to the right. d. The quantity supplied rises.

7. Advances in production, such as new technology, can do which of the following to
a good? ‘
a. transform it from an expensive luxury to a mid-priced good
b. change it from a necessity to an expensive nonessential
c. raise the price as more features become available
d. make the production so simple that it becomes unnecessary

8. What happens first when the demand for a fad peaks and falls?
a. The quantity supplied goes down, and the price goes up.
b. The quantity supplied and the price both go up.
c. The price goes down, and the quantity supplied goes up.
d. Excess supply makes the good easy to obtain.

@] Prgn%ice»!‘iali, Inc.

9, Which of the following is an example of search costs?
a. paying a premium cost for goods
b. buying goods in some special way that is outside the normal channels
c. driving to a faraway place to find available goods
d. selling extra goods for a discount price

10. Equilibrium in a market means which of the following?
a. the point at which quantity supplied and quantity demanded are the same
b. the point at which unsold goods begin to pile up
c. the point at which suppliers begin to reduce prices
d. the point at which prices fall below the cost of production

Chapter 6 Section 2 Quiz 27\
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1.

7.

9,

10.

11.

2.

13.
14.

Section 3: Guided Réadin’g and Review

The Role of Prices

A. As You Read

As you read Section 3, answer the questions on the lines provided.

What overall, vital role do prices play in the free market?

What standard do prices set?

;
What signals do high prices send to producers and consumers?

Why do suppliers use price rather than production to resolve the problem of excess
demand? -

What drives the distribution. system in the free market?

How does a price-driven economy allow for a wide diversity of goods?

What was the goal of the Soviet planned economy?

T

How did the Soviet economic system affect consumer goods?

How does the free market ensure an efficient allocation of resources?

What motivates suppliers to increase production in the face of high demand and high

prices?

What three problems in the free market work against the efficient allocation of resources?

B. Reviewing Key Terms
Define the following terms.

12,

supply shock

rationing

spiliover costs

(28
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Section 3: Quiz

The Role of Prices <

A. Key Terms
Match the descriptions it Column I with the terms in Column II. Write the letter of the correct
answer in the blank provided.

Column | Column I
1. a situation in which resources are distributed accordmg to price a. rationing
e 2. a sudden shortage of a good ' ' ~ b. black market
_. 3. dividing up goods and services without regard to price - ¢ supply shock
g . 4. business conducted without regard for government controls “d. free market

B. Main Ideas
Write the letter of the correct answer in the blank provided.
5. What are spillover costs?

a. production costs paid by the general public
b. extra distribution costs paid by the manufacturer

: J c. distribution costs paid by the middle person
J 4 “d. regular rises in price absorbed by the market
i] : @ 6. What is the main principle of Adam Smith’s The Wealth of Nations?

a. Profits are in what peoplé need rather than what they want.
b. Business prospers by finding out what people want and providing it.
C Aithough goods are inexpensive, people do not always get what they need.
d. A price-based system sets some goods, such as food or housing, out of the reach of
some people. 7

7. Why did the United States use rationing during World War I1?
a. to limit production to a few varieties of each product
b. to create a society in which each person had an equal chance
c. because the needs of the armed forces created tremendous shortages
d. because it wanted to override the existing black market in goods

8. What prompts efficient resource allocation in a well-functioning market system?
a. business operating for a profit
b. government regulation
¢. the need for fair allocation of resources
d. the need to buy goods regardless of price

© Prentice;Hall, Inc.

9. How do price changes affect equilibriurm?
a. by assisting the centrally planned economy
b. by serving as a tool for distributing goods and services
c. by limiting the market to people who have the most money
d. by preventing inflation or deflation from affecting the supply of goods

10. Why did the former Soviet Union use a command economic system instead of one
based on price?
a. It had major shortages of many goods and services.
b. It wanted goods and services to be less important than they are in a price-based system
c. It hoped to overcome the advantages of a black market.
d. It hoped to create a society in which everyone had the same chance.

Chapter 6 Section 3: Quiz ~ 29)
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. VOGABULARY
| [Ee L

Complete each sentence below and use it as a clue to help you supply the missing letters in the
corresponding numbered item. When you have finished, use the word formed vertically by the
bracketed letters to write a true statement about prices.

.

S

~

w

|
10. . {
11, ' [
12.

®

Government may hold down the price of apartments with .

Inequality between quantities supplied and demanded results in market

Problem created when guantity supf:_:lied exceeds demand is excess .

Government-imposed maximum charge for a good is a(n}
Quantities supplied in excess of quantities demanded result ina(n) ____
. Government-imposed minimum for a good or service is a(n) .

. When supply and demand meet at a particular price, the market is said to be at .

. Quantities demanded in excess of quantities supplied create a{n)

I I R S

Dividing up scarce goods and services without concern for prices defines .

@ Prentice-Hall, Inc.

10. Fconomists call a sudden shortage of goods .

11. Problem created when quantity demanded exceeds supply is excess ___.

Chapter6 Vocabulary Practice 31)
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Economic Detective

Problem

Hy Feshn Neckties

CLASS DATE

Hy Feshn owns and operates a necktie boutique in one of New York City’s trendy neighbor-
hoods. The spring weather is mild, his clientele is loyal, and overall, his business prospers. A

friend in the garment district tells him,

however, that the coming fall’s new fad will be the

starched turtleneck shirt worn without a tie. Hy knows that fads fade quickly, but he still wor-

ries about keeping his business going during the down season sure to come.

Hy’s first line of defense is to cut expenses.

, He calls Cap Hill, his congressional representa-
tive, to see if he is eligible for any government help.
Cap says no, but his mother would let him have her
nearby rent-controlled apartment for a fee of $500
in addition to the usual rent. Hy decides to pay the
$500 and convert the cheaper second-story quarters
into a boutique, Hy takes inventory before he moves
and finds he has no more $30 Speckle ties but nearly
his full shipment of $50 Spott ties in stock. He plans
to make some adjustments after he moves.

]

1. In what way does Hy benefit from government
price ceilings? -

2. How does Hy’s experience illustrate some of the
problems connected with government price inter-
vention?

3. What part of Hy’s inventory illustrates excess
supply?

Investigation 2

Settled in his new location, Hy stocks a new
shipment of Speckle ties and raises the price to
$32.50. At the same time, he lowers the price of the
Spott ties to $45. The Speckle ties continue to sell so
well that Hy runs out of them before his next ship-
ment arrives. This time he raises their price to $37
and does not run out until another shipment comes
in. The Spott ties still sit on the shelf, however. Hy
puts them on sale for $39, at which price he just meets

demand and is able to sell them steadily until he runs -

out of stock. He does not reorder, however, because
he learns that waste dyes used in their manufacture
are discoloring the waters of his favorite lake.

1. (2) What problem of excess demand does Hy face?

(b} How does he remedy it?

2. In what way is Hy’s market for Spott ties in dis-
equilibrium?

3. (a) What is the equilibrium price for Hy's
Speckle ties? .

(b) For his Spott ties?
4, To what spillover cost does Hy object?

As the dreaded fall season approaches, a new

designer offers Hy an innovative “Soopt” tie suit-
able for the turtleneck collar. Hy orders 500 Soopt
ties, which he prices at $75. The Soopt ties sell out in
less than a week, with customers asking for more.
Seeing the success of her ties, the designer offers her
employees more than minimum wage to attract more
workers. Before long her output rises, but she still
cannot keep up with orders. Her problem eases when
she starts charging Hy more for his orders, but Hy

does not mind. His customers will pay up to $100 for
a Soopt tie, even though other designers and stores
have also started offering them.

1, What price floor appears in the Soopt tie story?

2. How does price flexibility serve the market for
Soopt ties?

3. What role do profit incentives play in the success of
Soopt ties?

(32 Chapter6 Economic Detective
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NAME

CLASBS DATE

Careers in Economics

Financial Adviser

Most adults go through many stages in their lives that require financial decision making. Many
marry, buy a house or rent an apartment, raise a family, put children through college, start their
own business, and retire from the work force. In making decisions about these important steps,
many people turn to financial advisers to help them plan for the future. '

Who Employs Financial Advisers?

Many financial advisers, or planners, have their own
businesses or work for firms specializing in various
aspects of financial planning, such asretirement
planning, the management of charitable trusts, and
tax and estate planning. Increasingly, financial
advisers are also employed by banks, brokerage
firms, and large corporations,

What Does the Job Involve?

Financial advisers use their knowledge of tax and
investment strategies, securities, insurance, pension
plans, and real estate to heip their clients analyze
their personal finances. They review this informa-
tion to help their clients make and implement finan-
cial plans. They determine their clients’ financial
assets and liabilities, current life and health insur-
ance coverage, and tax status. After discussion and
analysis of a client’s financial goals, they develop a
plan to meet these specific aims. Then they work
with the client to implement the plan.

Early in their careers, financial advisers also
spend time finding clients and building a customer
base. Some meet chients through business or civic
organizations they belong to or through social events
they attend. Many financial advisers make vatuable
business contacts by teaching adult education
courses in financial planning or giving lectures about
the services they provide at libraries or social clubs.

What Are the @ualificationé?

Most financial advisers have at least a bachelor’s
degree, with courses in accounting, business law,

‘ Activity

Interview a financial adviser in your area to find out how financial advice differs at various stages
of a client’s life; You might ask the adviser, for example, to compare the advice he or she would give
to a young couple without children, a single parent saving to send a child to college, and a person

nearing retirement who plans to live on a fixed income. Present your findings in a report to the class.

econormics, marketing, and finance. Many financial
advisers have had previous work experience in such
areas as sales, marketing, or insurance. Employers
seek applicants with strong communication skills
who enjoy working with people. A basic knowledge
of computers is also essential.

Some states have bonding-and/or licensing
requirements for anyone who works with stocks,
bonds, and other securities, as financial advisers
often do, and certification is highly desirable for
working in this field. To become 3 certified financial
planner, a person must take a specified number of
courses and be employed in the field for a minimum
number of years. Most companies provide training
to help employees meet various state and profes-
sionai requirements. New employees usually receive
classroom instruction in helping clients budget their
income and keep track of expenses, analyzing insur-
ance needs and investments, understanding tax laws,
and helping clients with retirement planning. Other
courses may cover estate planning, including the cre-
ation of wills or trusts.

How De You Get Started?

Some financial planning firms offer internships or
summer jobs to students interested in financial plan-
ning. Students in such jobs typicaily perform filing
and clerical work or assist in making computer-
designed graphs and charts, while observing how
financial advisers do their jobs. For more informa-
tion, visit Economics: Principles in Action within the
Social Studies area of the Prentice Hall Web site.
www.phschool.com

e s T D e e R S e S e T s,
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Economic Cartoons

Study this cartoon and review the section entitled “Changes in Market Equilibrium” beginning
on page 133 before answering the questions below.

- ——
1] || ives

TEMP:

pC
price:[®|919]

e e e e |
1
|

|

= ,

Copyright @ 1899 by Ted Goff. Reprinted by
permission of Ted Goff. World rightsreserved.

1. What unusual information is posted on this time and'temperature sign?

2. I)rawing Inferences What does the sign suggest about the price of PCs, or personal computers?

3. Drawing Conclusions Why might PCs undergo frequent price changes?

@ Prentice-Hall, inc.

4. Synthesizing Information (a) What effect might a drop in the cost of production have on the
market price of PCs? \ ‘

{b) What factors might have the opposite effect on price?

5. Analyzing Information Would news of a technology that makes PCs outdated be likely to
affect the supply of computers or the demand for computers first? - :

(3% Chapter6 Fconbmic Cartoons
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NAME

Section 1: Guided Reading and Review

A, As You Read

As you read Section 1, supply the missing cause or effect in the spaces provided.

Perfect Competiti

CLABS DATE

on

1. Cause: _

it

2. Cause:

3. Cause: Entrepreneurs are less likely to enter a
market with high start-up costs.

4, Cause: Sometimes firms cannot make enough
to stay in business. ‘

5. Cause: .

6. Cause:

1. Effect: The market determines price without
influence from suppliers or consumers.

2. Effect: Identical products are key to perfect
competition.

3. Effect:

4, Effect:

5. Effect: Prices are forced down to the point
where they just cover the seller’s costs of doing
business.

6. Effect: Producers adjust their output decisions
based on their most efficient use of available
land, labor, and capital.

B. Reviewing Key Terms
Briefly define or identify each of the following.

7. perfect competition

8. commodity

9, barrier to entry

10. start-up costs

Chapter 7 Section 1: Guided Reading and Review 35
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Section 1: Quiz

Perfect Competition

A. Key Terms
Match the descriptions in Column I with the terms in Column II. Write the letter of the correct
answer in the blank provided. '

Column | . ' - Column §i
1. expenses a new business must pay before the first product reaches the  a. perfect competition

customer - . b. barriers to entry

2. factors that make it difficult for new firins to enter a market C. Start-up costs

3. a product that is considered the same regardless of who makes or sells it d. commodity

4. a market with many well-informed buyers and sellers, identical
products, and free entry and exit

i B. Main ldeas
Write the fetter of the correct answer in the blank provided.

5. Why does a perfectly competitive market require many participants as both buyers
and sellers?
a. because the merchandise must be uniform
b. so that no individual can control the price
c. in order to maintain quality over the goods
d. so that both buyer and seller have the same information

6. Milk is considered a commodity because it is which of the following?
a. an inexpensive product o _
b. a product that can be bought in many different ways , j
¢. the same product regardless of who sells it Bt
d. an agricultural product P

7. What is the relationship between start-up costs and a competitive market?
a. Markets with high start-up costs are less likely to be perfectly competitive. ,
b. Markets with high start-up costs are more likely to be perfectly competitive. :
c. Low start-up costs are likely to make a market less competitive. S
d. There is nio consistent relationship between start-up costs and the competitiveness . r

of a market. ‘ E :

8. Which of the following is characteristic of a competitive market? % :
a. high costs ¢. inexhaustible supply £
b. low output . d. efficiency g
' @

9. How does a perfect market influence output?
a. Bach firm adjusts its output so that its costs, including profit, are covered.
b. Fach firm makes its output as large as possible even though some goods are not sold.
c. Different firms make different amounts of goods, but some make a profit and
others do not. '
d. Different firms each strive to make more goods and capture more of the market.

10. Why are there actually relatively few markets in which there is perfect competition?
a. Lack of demand keeps buyers from the market.
b. High prices keep companies in the market longer than necessary.
c. Barriers keep companies from entering the market freely.
d. Buyers will not pay more for perfect competition.

{36  Chapter 7 Section 1: Quiz
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Section 2: Guided Reading and Review

A. As You Read

As you read Section 2, supply the missing information in the spaces provided.

Inn the Monopolist Market

- Natural Monopolies Government Monopolies
1. Why they exist s, Type set up by patents '
2. Two examples 6. Why government grants patented monopolies
3. Advantage of 7. Example of an industrial monopoly

] .
4, Government role in

8. Two examples of government monopolies by license

-Production and Pricing

9. Effect of a monopolist’s price increase

10. Relationship between price and marginal revenue when a monopolist cuts the price to sell more

11. How a monopolist maximizes profits

B. Reviewing Key Terms
Complete each sentence by writing the C\(.)II',':f_:CT..' key term in the blank.

12. In a market with only one seller, that séllt:r has a

13. Characteristics that cause a producer’s.average cost to drop as production rises are

14. A contract issued by a local authority that gives a single firm the sight to sell its goods
~ within an exclusive marketisa . _ —

15. A monopoly offering targeted discounts is practicing .

‘Chapter 7 Section 2: Guided Reading and Review
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Section 2: Quiz

onopoly

A. Key Terms

answer in the blank provided.

Column 1

1. a single seller in a market

2. a producer’s average cost drops as production rises

3. a company has exclusive rights to sell a new good or service for a
specific time period '

4. a single seller has the rights to sell goods in an exclusive market
5. consumers are divided into groups and each is charged differently

~

B. Main ideas

Write the letter of the correct ending in the blank provided.

6. A natural monopoly is
a. any situation in which only a single seller is allowed to exist.

b. a monopoly in which the goods produced are agricultural resources.

c. an industry that runs best when one firm produces all the output.
d. an industry in which the government provides all the outpu.

a. increase the league owners’ profits.

b. prevent other cities from financing competing spotts.
c. prevent the athletes from starting new teams.

d. keep team play orderly and stable.

DATE

Match the descriptions in Column { wich the terms in Column II. Write the letter of the correct

Column i

a. economies of scale
b. franchise

¢. monopoly

d. patent

e. price discrimination

7. A government’s purpose in giving an antitrust exemption to sports leagues is to

8. A discounted airline fare is a price discrimination that can be offered because

a. people do not necessarily want to go where the discounts will allow them to go.
b. vacationers are willing to put up with the restrictions that the airlines impose.

c. people who fly on business want the price discounts but do not qualify.
d. senior citizens qualify for discounts on certain types of flights but not on others.

9. Patents are a form of monopoly that society allows because they

a. encourage firms to research and develop new products that benefit society as a

whole.
b. maintain an orderly way for companies to make a lot of money.
¢. give companies the right to decide

© Prentice-Hail, Inc.

who will be allowed to use their products.

d. set up a situation in which only a few manufacturers can control an industry.

10. The coatroller of a monopoly sets the price of goods by charging
a. as much as possible regardiess of the amount sold.
b. only a small amount over Cost. |
¢. the price at which the profit is maximized.
d. less than they would charge if they did not have a monopoly.

(38 Chapter 7 Section 2: Quiz” '
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Section 3: Guided Reading and Review

lonopolistic Competition and Oligopoly

A. As You Read

As you read Section 3, fill in the information requested on the charts.

Defining i 2,
; Conditions 3, ) 4
Forms.of 5. 6.

Nonprice

Competition | 7. 8.

Price-Output g

Relationship )

Carbs on

High Profits 10. 1.

Coasumer 12.

Advantages

Cenditions
' Encouraging
Formation

13. 14.

15.

Practices
that Concern

18. ' 17.

8.

Government

B. Reviewing Key Terms
Read the statements below. In the space provided, write T if the statement is true or Fif it is false.

© Prentice-Hall, inc.

19. Firms selling identical products create monopolistic competition.

20. Providing better customer service, introducing a new lipstick color, and sophisticated
advertising are examples of nonprice competition.

_____21. Price fixing is an outcome of collusion.

22. A cartel is most successful when each member produces as much product as possible.

Chapter 7 Section 3: Guided Reading and Review
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Section 3; Quiz

onopolistic Competition and Ol

A. Key Terms
Match the descriptions in Cofumn [ with the terms in Column II. Write the letter of the correct
answer in the blank provided.

Column | C ' S Column Il

1. many companies in an open market selling similar products a. cartel
2. a market structure dominated by a few large, profitable firms b oligopbly .
- 3. an agreement among firms to sell at the same or very similar ¢. price fixing !
prices d. monopolistic

4. a formal organization of producers that agree to coordinate COmpetition
! prices and production

B. Main ldeas -

Write the letter of the correct ending in the blank provided.

5. If two shops sell the same merchandise but one offers a higher level of service, the
service distinceion is a forim of

a. price fixing. ¢. choice among substitute products.

b. nonprice competition. d. local competition.
; 6. An agreement among members of an oligopoly to set prices and production levels is
called. . ' S B .
‘ a. price leadership. c. coilusion.

b. competition. d. imperfect monopoly.

7. A major characteristic of monopolistic competition is that prices wiil be
a. higher than in perfect competition. ¢. higher than in a true monopoly.
b. lower than in perfect competition. d. unrelated to the type of competition.

8. In monopolistic competition, profits well in excess of costs are unlikely because
a. nonprice competition only works for the short term.
b. customers always return to the product that is least expensive, even if the quality
of that product is much lower. ‘
c. excess output can be maintained only for short periods. _
d. established rivals and new firms would lure customers away with slightly different
and/or cheaper products. '

© Prentice-Hall, Inc.

9. A cartel is able to survive only if
a. government regulations permit it.
b. every member keeps to the agreed output levels.
¢. members are scripulous about where they sell goods.
d. members use advertising to differentiate their goods.

10

v

The main difference between perfect competition and monopolistic competition is that

a. in perfect competition the prices are set by the government.

, b. in perfect competition the buyer is free to buy from any seller he or she chooses.

i c. in monopolistic competition there are fewer sellers and more buyers.

g d. in monopolistic competition sellers can profit from the differences between their
products and other products.

{80  Chapter 7 Section 3: Quiz




Section 4: Guided Reading and Review

Regulation and Deregulation

A. As You Read

As you read Section 4, supply the mlssmg information about government market intervention in
the numbered web boxes

Goal

2

8. ;
‘ Antitrust Powers

Recently Deregulataed industries

5 3

Guidelines for Mergers / ' % ' \ Complaints Against Microsoft

. 4,
Complaints Against AT&T

B. Reviewing Key Terms
Use a key term to rewrite each sentence correctly.

© Prentice-Hall, Ing,

7. Price fixing is the practice of setting the market price below cost for the short term to drive
competitors out of business.

8. A monopoly occurs when a company joins with another company to form a single firm.

: 9. Perfect competztzon means that the government no longer dec1c§es a company s market role
and pricing. ‘ R
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Section 4: Quiz

lation and Deregulation

A, Key Terms
Match the descriptions in Column I with the terms in Column I1. Write the letter of the correct
answer in the blank provided.

Column { Column il

1. setting the market price below cost in the short term to drive a. antitrust laws

competitors out of business b. predat -
. predatory pricing

2. government policies that keep firms frof controlling the price
and supply of impoztant goods

. merger
3. the government no longer decides what role each company can d. deregulation
play in the market and how much it can charge

4, a company joins another company or companies to form a single firm

B. Main ldeas . | _

Write the letter of the correct ending in the blank provided.

5. Antitrust laws allow the U.S. government to do all of the following except
a. watch and regulate industry. c. stop firms from selling new products.
b. stop firms from forming monopolies. d. break up existing monopolies.

6. The U.S. government’s policies to deregulate the banking industry allowed savings
and loan (S & L} banks to get into trouble because
a. too many S & L banks made large, risky loans.
b. S & L banks were unable to compete with other types of banks.
c. too many S & L banks opened too many branches. g
d. people withdrew their money from too many S & L banks. :

7. The government claimed that, to illegally extend its control over the market,
Microsoft had used
a. predatory pricing and mergers. _
b. predatory pricing and forming a cartel with other companies.
¢. predatory pricing and buying out competitors.
d. predatory pricing and requiring customers to buy other products.

8. Before government approves a Merger, compaiies must prove that the merger would
a. be beneficial by creating an artificial monopoly.

b. lower costs and consumer prices or lead to a better product.

c. be good for certain consumers but not others.

d. actually raise the number of competitors in the market.

@ Prentice-Hall, Inc.

9. Tnventions like cellular phones can affect the government’s antitrust policies because
a. people using the technology do not want antitrust regulations.
b. government rules can allow higher charges than competitior.
c. the technology causes the need for more strict regulation than before.
d. they can mean that the need for regulation no longer exists.

10. The purpose of both deregulation and antitrust laws is to
a. promote competition. c. prevent inefficient commerce.
b. promote government control. d. prevent monopolies.
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Social Studies

Cartoons

nalyzing Political

This famous cartoon by Joseph Keppler was published in 1889, about two years after the pas-
sage of the first federal antitrust laws. Use the steps below to help you analyze the cartoon and
discover the different techniques Keppler uses to express his observations and opinions on the

effectiveness of the new antitrust laws.

Sl il

Culver Pictures

1. Identify the symbols in the cartoon. -{a) What is the setting for this cartoon?

{b) Describe the two entrances into the room.

(c) What has happened to the smaller entrance?

(d) How does Keppler represent the trusts?

2. Analyze the meaning of the cartoon. (a) How are most of the senators reacting to the trusts?

© Prenfice-Hal, Inc.

(b) Where is the will of the American people in this situation?

3. Draw conclusions about the cartoonist’s intent. (a) What point does Keppler make about the .
attitude of the Senate toward the trusts and the American people?

(b} What is the cartoonist saying about the success of antitrust laws in the late 1880s?
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V@.@G@Maw Practice o @

I

1

Use the following clues to complete the crossword puzzle.

Across 5. expenses of a new business before product reaches
the customer

1. simplest market structure . .
16. market structure that charactenzes an industry run

® Prentice-Hal, Inc,

6. market structure dominated by a few large prof- = !
itable firms most efficiently by one large firm
8. when government no longer decides each com- :
pany's market 'rei_e and pricing Down -

, 9. grants f:rms.e(_)ntravf UVEr SCArce resources ‘ 2, oiigopoly members’ agreement on price and output
16. caf cause difﬂc_ul.t:es i gettlpg‘into the marxet . 3. formal organization of producers that sets price and
11. firm’s right to sell its goods within an exclusive output.

market . . .
_ . . 4, single suppfier in a given market
12. a proguit that is the same regardless of who makes 5. competition based on diﬁereﬁces other than pricing
or selis i
amorig products
13. joining of one firm with another to form a single firm 7 ep

. charging special groups different prices
14. exclusive rights to sell a new good orserwcefora 9‘ gsp . group s
specific period of time

{84 Chapter7 Vocabulary Pr'aeﬁfce
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Problem

usiness of Buck |

Economic Detective

idness

Buck Bidness has a passion for gardening. His experiments with plants and gardening products
have made him a bit of an inventor. Like most folks, however, Buck has a full-time job, which
takes time away from his gardening adventures. For the past five years, he has worked on the
assembly fine at Swoopenzoom Aircraft. Before that, he worked at Divem and Stratstream, two

of the other three major aircraft manufacturers.

Investigation 1

Buck is restless in his job at Swoopenzoom.
He warits more money and personal indepen-
dence. He buys a few shares of stock in the company
every payday and has tried to sell management an
original idea to improve gearing on their planes.
Managers say his idea won’t work. Buck wishes he
could start his own company to prove them wrong
but knows he could not raise enough capital to build
airplanes. If he tries to sell his idea to Dlvem or
Stratstréam, he could lose his job.

1. In what market structure does Swoopenzoom
operate?

2. How does Buck participate in a perfect competi-
tion market structure?

3. What barrier to entry does Buck recognize in the
aircraft market?

Investigation 2

~ Buck buries his job frustrations'in his garden

on the weekends. The fertilizer he created in his
garage is working well, and it seems to repel garden
parasites. After further tests, Buck decides he has
invented a fantastic bug kifler and applies to the gov-
ernment for a patent. While he waits for the patent
on his “Surswat” formula to be approved, Buck stud-
ies gardening magazines and agricultural newsletters
for marketing ideas. He decides to offer discounts to
wheat farmers, whose battle with grasshoppers
might create a very large market. Buck’s hopes soar

until notice comes from the government that his for-
mula is under patent for a product already on the
market.

. 1. (a) What kind of market stracture does Buck
hope to enter with Surswat?

(b) How does he seek to enter this market?

2. In what way does Buck plan to use price
discrimination?

Investigation 3

Buck’s sister, Clarette, comes over to help him

clean his garage after his big disappointment with
Surswat. Like Buck, Clarette likes to make home for-
mulas, and her cleaning liquid whisks away rust, oil,
corrosion, and other grime throughout Buck’s garage.
Buck buys the formula from his sister, applies for and
receives a patent, and “Clar-up” becomes his new
business venture. Buck sells his Swoopenzoom stock

“and uses the money to buy ingredients and packag-

ing. Two big discount chains agree to stock Clar-up,
and sales soar: Other cleaning companies soon offer
products similar to Clar-up, but Buck is able to keep
many loyal customers through radio advertising by
adding a new fragrance to his cleaning formula.

1. (a} At what point does Buck again participate in
perfect competition?

{b) In what kind of market structure does Buck
operate after Clar-up’s success?

2. How does Buck practice nonprice competition?
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answering the questions below.

{ TECUNOLOGY 15 GHANGING S FAST
GOVERNMENT WILL. NEVER, BE ABLE
To REEF UP WiTH 1T, .

SENNTOR, |TY NOT ABouT MotofoLy,
1T's ABOUT INNOVA‘r_'roN.

WE TAKE 'PmPE

JNCTHIS AREA,

[(THERE ARE PROpUCTS AND SYITEMS
ALREADY IN PLcE THAT YOU PROBABLY
AREN'T EVEN AWARE OF, . _

rAND IF Yo CHECK THE FINE PRINT -
OF YouR OPERATING AGREEMENT,
YVou'LL DISCOVER, SENATOR,
WiTH ALL, DuE RESPECT,

o

s
s Ehtay, 2ARY Tudt /

3ED 1Y Fak vy Mt & wcﬂ.\-';&ﬁwok’{ L -
Copyright © 1988 by The Buffalo News. Reprinted with permission
of Universal Press Syndicate. Ail rights reserved.

(1 e

Fconomic Cartoons

Study this cartoon and review the section entitled “Monopoljr” beginning on page 156 before

1. (a) Who is the man at the microphone?

{(b) What is his occupation?

2. Synthesizing Information To whom is the man talking, and what is he talking about?

3. Making Inferences What does the cartoonist suggest is the attitude of the speaker toward the

person or group he is addressing? How can you tell?

4, Evaluating Information How can the existence of a monopoly negatively affect the con-
sumer? What argument does the speaker use to defend his way of doing business?

S. Recognizing Points of View Is the cartoonist sympathetic to the speaker’s point of view?-

Explain your answer
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