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Section 1: Guided Reading and Review

Understanding Supply

Guided Reading and Review Chapter 5 31

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

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

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 good
increases.

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

1. The price of pizza increases.

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

3.

4.

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

6. A supplier, such as an orange grower, has a
long time to respond to a price change.

Effect1. On pizzerias:

2. On pizza supply 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:

Cause Effect

Existing pizzerias will increase output; new 

restaurants will enter the pizza market.

The schedule will have to be remade.

The value of elasticity is less than one.

The supply becomes more elastic.

All pizzerias will charge prices in the same range.

Higher prices lead to higher output of a good.

T

F

F

T
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Section 2: Guided Reading and Review

Costs of Production
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32 Chapter 5 Guided Reading and Review

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 capital:

4. Curve pattern for marginal product of labor when capital is limited: 

5. Examples of typical fixed costs:

6. Why labor is a variable cost:

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

8. How total revenue 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:

B. Reviewing Key Terms
Define the following terms.

11. marginal product of labor

12. diminishing marginal returns

13. total cost

14. marginal cost

Producers must decide how many workers to hire.

increased output per 

worker and rising marginal product of labor

Total output increases at a decreasing rate, creating 

diminishing marginal returns of labor.

increasing marginal 

returns followed by diminishing marginal returns

rent, machinery repairs, property taxes, salaries of workers 

needed to keep the business running even when production is interrupted

The cost of labor changes with the number of workers, which changes 

with quantity produced.

Marginal costs increased with each additional bag per hour 

because the benefits of specialization were exhausted and the diminishing returns of labor set in.

Where total revenue is greater than total cost, find the biggest gap between the two figures.

The point at which the two figures are equal results in the highest profit level.

A profit can still be captured as long as marginal cost does not overtake 

marginal revenue.

change in output resulting from hiring one more worker
level of production in which the marginal production decreases with
new investment

sum of fixed and variable costs

additional cost of producing one more unit
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Section 3: Guided Reading and Review

Changes in Supply

Guided Reading and Review Chapter 5 33

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

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

.

2. New technology affects supply by

.

3. European governments’ reasons for subsidizing food producers include

.

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

.

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

10. Government can increase supply by granting producers a(n) .

11. To reduce supply, a government might levy a(n) .

12. Requiring pollution control on automobiles exemplifies government
.

cut production and lower marginal cost until marginal cost equals the lower price

lowering costs and increasing supply at all price levels

ensuring that their farms can feed their citizens in case imports are cut off, and in France, 
protecting the lifestyle and look of the countryside

promising to pay off these industries’ debts

mining, cattle ranching, and tobacco growing

adding an extra cost for each unit sold

such taxes are built into the price of the good

they increase costs

such goods retain their value while cash loses its value

subsidy

excise tax

regulation
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