
 Marginal Revenue Product PRACTICE   KEY  Name:  

MRP = OUTPUT OF WORKER X THE PRICE OF GOOD THE WORKER PRODUCES 

 
Number of 

Workers 

Total Product Marginal Product (MP) 

 

Product Price Marginal Revenue 

Product 

Price x MP 

1 15  

15 

$2.00 (2x15) = 30 

(3x15) = 45 
2 27  

(27-15) = 12 

$2.00 (2x12) = 24 

(3x12) = 36 
3 38  

(38-27) = 11 

$2.00 (2x11) = 22 

(3x11) = 33 
4 46  

(46-38) = 8 

$2.00 (2x8) = 16 

(3x8) = 24 
5 54  

(54-46) = 8 

$2.00 (2x8) = 16 

(3x8) = 24 
6 60  

(60-54) = 6 

$2.00 (2x6) = 12 

(3x6) = 18 
7 59  

(59-60) = -1 

$2.00 (2 x -1) = -2 

(3x-1) = -3 

 
1.  Describe the profit maximizing hiring condition that a firm in this market will follow 

 

To maximize profit, the Marginal Resource Cost (Wages or MRC) need to be = or < Marginal Revenue Product 

(MRP) 

 

2.  If the wage was $15.00, how many workers would this firm hire?  Explain 

 

FIVE.  For workers 1 through 5, the product of each worker (MRP) is > the wage ($15) 

 

 

3.  If the wage fell to $10.00, how many workers would this firm hire? 

 

SIX.  For workers 1 through 6, the product of each worker (MRP) is > the wage ($10) 

 

 

4.  If the wage remained at $15.00 and the product price for this product increased to $3.00, how many workers 

would this firm hire? 

 

SIX.  See GREEN calculations.   

At $3 price, for workers 1 through 6, the product of each worker (MRP) is > the wage $15 

 

 

5.  Would this firm ever hire all 7 workers?  Explain 

 

No.  The marginal product of the 7
th

 worker is negative.   

 

 

6.   If the product price in the market rose to $3.00 per unit would the firm hire more or less workers as a result?  

Explain 

 
More workers would be hired because as product price increases, the MRP of worker also increases. 

 

 



 

GW Company produces and sells hats in a perfectly competitive market at a price of $2 per hat. Assume that labor 

is the only variable input and the wage rate is $15 per unit of labor per day. The table below shows GW’s short-run 

production function for hats.  

# of Workers Output of hats Marginal 
Product (MP) 

Product Price Marginal 
Revenue Product 

(MRP) 

0 0 0 2 0 

1 10 10 2 20 

2 26 16 2 32 

3 36 10 2 20 

4 44 8 2 16 

5 49 5 2 10 

6 52 3 2 6 

(a) After which worker do diminishing marginal returns begin?  

After the 2
nd

 worker.  At this point, MRP starts to decline 

(b) Calculate the marginal physical product of the fifth worker. 

5.  (49-44=5) 

(c) Calculate the marginal revenue product of the third worker.  

$20.  MP of 3
rd

 worker  = 10 and price = $2.  MRP = MP x Price (10x2) = $20 

(d) How many workers will GW hire to maximize profit?  

4.  For workers 1 through 4 the MRP ≥ MRC (wage) of $15 

 (E) If GW Company has fixed costs equal to $20, what will be the company’s short-run economic profits from 

hiring two workers? 

$2.   

Profit = Total Revenue ($52) – Total Cost ($50) 

Total Cost = $20 (fixed cost) + $30 (variable cost…2 workers at $15 each) = $50 

Total Revenue = 2 workers produce 26 hats at $2 per hat = $52 

(F) If the price of hats increases, what will happen to the number of workers hired in the short run? Explain 

More workers will be hired because the MRP will increase if hat prices increase, so workers will become more 

valuable and more would get hired. 


