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1. [bookmark: _GoBack]The strength of the demand for a resource depends on the
Ans: B. (productivity of the resource)
2. Marginal resource cost is:
Ans: A. (the increase in a firm’s total cost by hiring one additional unit of an input).
3. To answer the question, we have to compute the costs and revenue associated as shown below
	No of workers
	Wage rate
	Total cost
	Total product
	Product price
	Total revenue
	Profit/loss

	0
	23
	0
	0
	3
	0
	0

	1
	23
	23
	16
	3
	48
	25

	2
	23
	46
	26
	3
	78
	32

	3
	23
	69
	34
	3
	102
	33

	4
	23
	92
	40
	3
	120
	28

	5
	23
	115
	44
	3
	132
	17


The company will hire workers who will maximize the revenue earned, therefore 3 workers, who will lead to the profit of $33. Hence the answer is 
			Ans: B. (3 workers).
4. The resource demand data indicate that the firm:
Ans: B (buying its resources in a perfectly competitive market)
5. A firm’s demand curve for labor
Ans: B (will shift to the left if the price of the product the labor is producing falls)
6. An example of a change in other resource leading to an increase in labor demand is:
Ans: C (a decrease in the price of wood decreases the cost of furniture, thus increasing the demand for furniture workers)
7. Refer to the graph. What will shift d1 to d2? 
Ans: D (an increase in the price of a complimentary resource.
8. Other things being constant, the demand for a factor of product will be less elastic if the demand for the final product it produces is:
Ans: B (inelastic).
9. If a factor of production has many close substitutes, its price elasticity of demand should be :
Ans: C (greater than one)
10. A firm maximizes profit at the point where Pl=MRPl and Pc=MRPc, which is option C (Choice C).
11. The firm should employ more of A and C and less of B. 
12. Major criticism of marginal productivity theory of distribution is that:
Ans: D
13. In a perfect competitive product and resource market, the firm will continue to hire labor until wage = MRPL. 
	Workers
	rate
	Total Cost (w)
	Production
	Product price
	Revenue
	Profit

	8
	540
	4320
	440
	10
	4400
	80

	7
	540
	3780
	410
	10
	4100
	320

	6
	540
	3240
	370
	10
	3700
	460

	5
	540
	2700
	320
	10
	3200
	500

	4
	540
	2160
	260
	10
	2600
	440

	3
	540
	1620
	180
	10
	1800
	180

	2
	540
	1080
	110
	10
	1100
	20

	1
	540
	540
	55
	10
	550
	10



Therefore, the firm will employ five workers who will give the highest maximum profit, hence answer is B (5).
14. Ans is -2% which is option B
15. Ans: $24
16. Ans: C (w2-w3)
17. Ans: A ($58)
18. Ans: b (MPl/MRCl = MPc/MRCc)
19. Ans: B (employment will increase)
20. Ans: Cannot be determined (D)
21. Ans: A
22. Ans: D
23. Ans: D
24. Ans: C (the expected rate of return is greater than the interest rate)
25. Ans: B (are influenced by the degree of monopoly power)
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