
LEAST COST FRQ’s ANSWER KEY 

1) You hire capital and labor at a $1.00 per unit.  The MPL (marginal output of labor) is 100 and the MPK 

(Marginal Output of Capital) is 10. 

 

 Is the ratio of MPL to Price equal to the ratio of MPK to Price?  Yes or No? Show #’s 

 NO…they are not equal.   100 ÷ $1 (labor) > 10  ÷  $1 (capital) 

 

 If they are not equal, should you hire more Capital or more Labor?  Explain.   

 You should hire MORE LABOR and Less Capital because labor is more productive per dollar…100 > 10 

 

 Based on your answer from above, what will happen to the productivity of labor over time? 

 As more labor is hired, diminishing marginal returns will come into play and productivity of additional 

 labor will eventually DECREASE 

 

 

FRQ #2 EXPLAINED IN VIDEO 

 
 

 

https://www.youtube.com/watch?v=rC1Qohl9oug&index=6&list=PL50F9C4FD0BE8FE28


 

 

FRQ #3 EXPLAINED IN VIDEO 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://www.youtube.com/watch?v=mRNDKE9W214


LEAST COST PRACTICE MULTIPLE CHOICE WITH EXPLANATIONS KEY 

 

1. In a competitive industry, suppose the MRP of the last donut baker hired is $35 and the MRP of the last bagel 

maker hired is $15. A bakery must pay donut bakers $40 a day and bagel makers $10 a day. Which of the 

following should the bakery hire to maximize profits? 

a. More donut baker and fewer bagel makers   d. More of both 

b. Fewer donut bakers and more bagel makers   e. None of the above 

c. Fewer of both 

WHY:  $35/$40 (Donut Bakers) < $15/$10 (Bagel makers)…Bagel makers are more profitable 

 

2. A firm requires both labor and capital to produce a given output. Labor costs $8 per hour and capital costs $12 

per hour. At the current output level, the marginal physical product of labor is 40 units and the marginal physical 

product of capital is 60 units. To minimize production costs at the current level of output, in which of the following 

ways should the firm change the amount of labor and capital? 

 Labor   Capital 

a.  Increase  Increase 

b.  Increase  Increase 

c.  Decrease Increase 

d.  Decrease  No change 

e.  No change  No change 

WHY:  40/$8 is equal to 60/$12 so profit is already maximized and no changes are needed 

 

3. For a certain firm, the MRP (marginal revenue product) for the last unit of labor is $60.00, and the MRP for the 

last unit of capital is $100. Which of the following combinations of factor prices would be necessary for the firm to 

maximize profits? 

 Price of Labor   Price of Capital 

 A) $2.00   $5.00 

 B) $3.00   $20.00 

 C) $10.00   $10.00 

 D) $2.00   $25.00 

 E) $60.00   $100.00 

WHY: $60/$60 = $100/$100 

 

4. Assume that the last worker for a firm produces 60 additional units per hour of output and last machine rented 

produces 6,000 units per hour of output. A worker’s hourly wage is $12.00 and the rental cost of the machine is 

$1,000 per hour. In order to minimize the cost of its current output, the firm should 

A) do nothing, because the costs of production are minimized 

B) increase the use of labor and decrease the use of capital 

C) increase the use of capital and decrease the use of labor 

D) increase the use of labor and increase the use of capital 

E) decrease the use of both 

WHY: 6000/$1000 (capital) > 60/$12 so capital is more cost effective 

 

5. If a firm employs only labor and capital in its production process, which of the following best describes the 

optimal combination of inputs for the firm in the long run? 

A) the marginal product per dollar spent on labor is equal to the marginal product per dollar of capital 

B) the marginal product of capital is equal to the marginal product of labor 

C) the total product of labor is equal to the total product of capital 

D) The marginal product of both capital and labor is zero 

E) All marginal products are equal to average product 

WHY: This is the definition of the Least Cost Rule 

 

 

 

 

 



 

Monopsony Practice KEY 

See Presentation #15 and apply concepts to answer questions below 

 
 

1.  If this graph represented a labor market in perfect competition what would be the wage and quantity of 

workers hired? 

Wage = B and Quantity of Workers = G 

 

 

2.  If this market were a monopsony, where one firm was the market, what would be the quantity of workers 

hired?   

F 

 

 

3.  Based on your answer to question #2, the intersection of which two curves provided the answer? 

MRC and Demand (MRP) 

 

 

4.  Based on your answer to question #3, what wage would the Monopsony pay its workers?  Explain. 

A - because that is what that quantity of workers is determined to be paid based off the market supply curve - the 

monopsony is the “wage maker” and uses the supply curve, not the MRC curve to set the wage 

 

 

5.  Shade the area that represents the loss to society if there is only one firm hiring labor? (unemployment) 

 

SEE TRIANGLE ABOVE…remember, a Monopsony employs less labor (F instead of G) and pays less wages (A 

instead of B) than perfect competition, therefore causing a deadweight loss to society shown in the triangle. 

 


