
Problem Set #5 Answers (48 points) 
 

Directions: Evaluate the assigned problem set, write corrections on the paper you are evaluating; on the 

top of the first page write their score clearly and circle it, write “graded by” with you name. 

 

1. Define the term and explain a situation that demonstrates the ‘real world’ application of each of the 

following.  Make sure your example clearly demonstrates your understanding of each concept.  

a. Derived Demand (5 points) 

2 points- definition: the demand for a resource results from the demand of the product it 

produces. 

3 points- clear example  

[if demand for pizza increases, demand for cheese (a resource used to make pizza) will 

increase] 

 2 points- if unclear example [demand for pizza changes demand for cheese] 

 1 point- major confusion [demand for cheese goes up, demand for pizza goes up] 

 

b. Marginal Revenue Product (MRP) and Marginal Factor Cost (MFC) (5 points) 

1 point- MRP is the additional revenue generated by an additional worker 

1 point- MRP example 

1 point- MFC is the additional cost of an additional worker 

1 point- MFC example 

1 point- MRP=MFC is the profit maximization point 

 

c. Monopsony (5 points) 

2 points- definition: a monopoly for labor, one firm hiring labor. 

3 points- clear example [a mining company in the mountains of West Virginia who is the only 

employer in town] 

 2 points- if unclear example [a mining company] 

1 point- major confusion  

 

2. Use the chart regarding a perfectly competitive Yo-Yo factory to complete the following: 

 

a. Complete the chart below. (2 points) 

Number of 

Workers 

Output 

(Quantity) 

Marginal 

Product 

Price of 

Yo-Yos  

Total 

Revenue 

Marginal 

Revenue Product 

0 0 ----- $2 0 ---- 

1 20 20 2 40 40 

2 50 30 2 100 60 

3 70 20 2 140 40 

4 85 15 2 170 30 

5 95 10 2 190 20 

6 100 5 2 200 10 

7 103 3 2 206 6 

8 104 1 2 208 2 

9 100 1 2 200 -8 

 

b. Fully explain why the number of yo-yos produced increases at a decreasing rate as more 

workers are hired.  Identify and explain the three stages of returns. (5 points) 

Stage 1: Increasing Returns- the result of specialization 

 Yo-Yo’s: 1st & 2nd worker 

 



Stage 2: Decreasing Returns- because of limited fixed resources 

 Yo-Yo’s: 3rd-8th worker 

Stage 3: Negative Returns- workers getting in each other’s way. 

 Yo-Yo’s: 9th worker  

 

c. Explain how a firm decides how many workers to hire.  If the wage was constant at $25 per 

day, how many workers should be hired?  Explain how you got your answer. (5 points) 

1 point- firms hire a the profit maximizing point where MRP=MFC 

1 point- 4 workers should be hired 

1 point- the MRP for the 4th worker is 30 (P x MP or change in TR) 

1 point- the MRP of 30 is greater than MRC of $25 (MRP>MRC) 

1 point- for the 5th worker MRP<MRC so they should not be hired 

 

d. Assume there is an increase in demand of yo-yos and they are now $3 each.  Explain how the 

level of employment be affected.  How many workers should be hired?  Why did it change? (5 

points) 
1 point- more workers will be hired 

1 point- 5 workers should be hired 

2 points- It changed because the MRP increased because the price increased  

1 point- the 5th worker generates more revenue (MRP is now 30) 

 

3. Complete the attached 2 page worksheet entitled, “How Wages are Determined in Competitive 

Labor Markets.”  Make sure to use complete sentences AND fully explain your answers. (16 points) 

 

 

 


