Prof. Dohan Eco 101 and 102.                                                                  Spring 2008

MB=MC  Problem  Due Thursday 28.  Look at your notes on the PPF
and the concept of marginal physical product. 
This shows that demand for labor depends on MPP and price of the product.  

The graph to the right illustrates the marginal revenue product curves  for hiring various numbers of berry pickers (workers) by the a cranberry grower called Ms. Smith in Massachusetts.  The price of cranberries is currently at 3$ per pound.  The marginal revenue product
is the extra revenue earned by selling the marginal physical product (the additional cranberries) produced
by an extra worker and sold at at the market price P=3.  MRP = MPP x P.  Remember you are maximizing the TOTAL PROFIT from the land after paying the workers.




1. If the wage is $6/hour how many workers should

 
 Ms. Smith hire in order to maximize profits. Remember

maximize net benefit at point where MB=MC. Here that

means MR of worker (marginal benefit) = per work wage= $6


2*. Assuming no other costs, what is the approximate total profit of this cranberry grower when hiring the profit-maximizing number of workers. Total profit = total revenue (ARP x Q) – total cost (# of workers x wage)

 3. What is the marginal revenue product and the marginal factor cost of extra labor hired by this grower when hiring the profit maximizing number of workers.


4. What is the marginal physical product of the last worker hired to pick cranberries.

What is inefficient if this grower decides to hire just enough workers to maximize profit per worker,  

(difference between the wage & the average revenue product).


5. How many workers are hired?


6. What is the marginal revenue product and the marginal factor cost of the last unit of labor hired..


7. What is total profit at point Y.


8. Is the grower getting more or less total profit if he/she hires just enough workers to maximize the average profit per worker, and why?  ___________________________________________________________

9. If Mrs Smith hires enough workers (70) to maximize revenue, what is her profit.

10. If the wages of cranberry pickers drop to $3.00 per hour, about how many cranberry pickers would the Ms. Smith now hire?


11. If the price of cranberries rises to $6.00 per pound because of an favorable medical report in the medical press on the benefits of eating cranberries, what would happen to the marginal revenue product and average revenue product curves and how much labor would Grower Smith now hire (approximately)?


12 If all the cranberry growers face the same selling price and the same wages for cranberry pickers, what is the marginal physical product of the last worker hired by every other cranberry grower in Massachusetts if they are all maximizing revenues in Questions 1-4.
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