
1. The marginal revenue product of labor is the  
(A) Product price times the wage rate  
(B) Additional revenue a firm earns when it employs an additional unit of labor  
(C) Increase in the average product of labor when the firm employs an additional unit of labor  
(D) Increase in the price of labor when the firm employs an additional unit of labor  
(E) Marginal revenue plus product price  
 
2. For a competitive labor market, an increase in which of the following will lead to an increase in the demand for labor?  
(A) The supply of labor  
(B) The minimum wage  
(C) The cost of medical benefits pro- vided to the labor hired by firms  
(D) Labor union dues  
(E) The demand for the good that labor produces  
 
3. Marginal resource (factor) cost can be defined as  
(A) The change in total resource cost caused by the production of one more unit of output  
(B) The change in total revenue caused by the addition of one more unit of a resource  
(C) The change in total resource cost caused by the addition of one more unit of a resource  
(D) The total resource cost divided by the number of inputs used  
(E) Total resource cost divided by output  
 
 
4. At its current employment level of labor and capital, a firm observes the following. 
 

•   Marginal product of labor = 30 units 
•   Marginal product of capital = 60 units 
•   Price of labor = $3 per unit 
•   Price of capital = $15 per unit 

 
Which of the following actions should the firm take in order to achieve the least-cost combination of labor and 
capital and produce the same level of output? 

 

Labor                        Capital  
(A) Increase                Increase  
(B) Increase                 Decrease  
(C) Decrease               Increase  
(D) Decrease               Decrease 
 (E)  No change             No change 
 

5. If a competitive firm pays its workers the value of the marginal product of the last worker hired, which of the following 
is true?  
(A) The firm will not earn any economic profits.  
(B) Workers will look for employment elsewhere.  
(C) The wage will be less than the marginal product.  
(D) The firm will not maximize profits.  
(E) The contribution of the last worker hired to the firm’s profit will be zero.  
	  

6. If labor is the only variable input of a firm and the marginal product of labor is falling, the firm will always produce  
(A) more than the profit-maximizing level of output  
(B) less than the profit-maximizing level of output  
(C) at a level of output where average total cost is at a minimum  
(D) at a level of output where marginal costs are rising  
(E) at a level of output where average variable costs are falling  
	  

	  

	  



 

 
 

7. The graph above shows the conditions that a monopsonist faces in a labor market. How many workers would 
this monopsonist hire and what wage rate would it pay? 

 

Number of Workers         Wage Rate 
 

(A) 5 $37.50 
(B) 10 30 
(C) 10 20 
(D) 14 24 
(E) 14 37.50 

	  


