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1. Explain the difference between marginal physical product and marginal revenue product.  

















2. Explain the difference between marginal revenue product and marginal revenue.  














3. Many economists argue that the effects of a minimum wage on the incomes of unskilled workers depends on whether the demand for their services is elastic or inelastic.  Explain why, and support your answer with a diagram.  
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4. Assume that the market for nurses is perfectly competitive.  Illustrate graphically how each of the following events will affect the demand or supply of nurses.  State the impact on wages and on the number of nurses employed.  


a. New hospital instruments reduce the amount of time physicians must  spend with patients in intensive care and increase the care that nurses can provide.  
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b. The number of doctors increases.  
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c. Changes in the labor market lead to greater demand for the services of women in a wide range of occupations.  The demand for nurses, however, does not change.  
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d. New legislation establishes primary care facilities in which nurses care for patients with minor medical problems.  No supervision by physicians is required in the facilities.  
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e. Legislation provides nurse practitioners with prescriptive authority (the ability to write prescriptions without the supervision of a physician) and the ability to set up independent practices to provide primary and preventive care.  
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5. How is equilibrium in a perfectly-competitive factor market different from equilibrium in a market characterized by monopsony?  How are they the same?




















6.  Name three factors that could cause a firm’s demand for labor to increase.  How would such a shift affect the relative wages of the firm’s employees?  How does your answer differ if the factors affect the entire industry and not just the one firm?  


























7. Ceres, Inc. is a 300-acre profit maximizing farm that produced wheat.  The wheat industry is competitive, and there are many other wheat farms in the industry like Ceres.  The price of wheat is $5 per bushel.  The following table shows wheat production per year and the number of workers employed at Ceres during the year.  


Number of workers�
Wheat production (bushels per year)�
Marginal physical product of labor�
Price of wheat per bushel�
Marginal revenue product of labor�
�
1�
20,000�
�
�
�
�
2�
35,000�
�
�
�
�
3�
42,000�
�
�
�
�
4�
45,000�
�
�
�
�
5�
47,000�
�
�
�
�
6�
48,000�
�
�
�
�
a. Draw to scale the demand curve for labor at Ceres.  Label the axes, shot the units, and draw the demand curve as accurately as possible.  
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b. If the wage for wheat-farm workers is $14,000 per year, how many workers will Ceres employ?  Why?














c. Assume that labor with a wage rate of $14,000 per year is the only variable factor of production and that land with an annual rental rate of $100 per acre is the only fixed factor.  How much profit is Ceres earning at this price, wage, and rent?














d. Will the price of wheat rise or fall from $5 per bushel in the long run?  Why?














8. Using the diagram below, draw a typical supply and demand curve representing the market for physicians.  Suppose a government regulation does not allow the wage rate for this profession to go as high as the market-determined wage rate.  Depict this in your diagram.  Will there be a shortage or a surplus of doctors at that wage rate?  How might a private hospital or health maintenance organization react with regard to fringe benefits to counteract the impact of this regulation?
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