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Markets for Factors of Production
Chapter 18 Reading Guide
Pp 459-482
Directions: Type your responses in the space provided. Be concise. Remember to save throughout so you don’t lose any of your work. Save the file as lastname.firstname.chp18.RG. When you have finished, upload this document to your Google Drive and share it with me at wchs.ap.economics@gmail.com.
The Anatomy of Factor Markets (p 460)
1. What are the four factors of production? Provide at least two examples of each.

[insert answer here]
2. What is the price of labor services?

[insert answer here]
Section 18.1: The Demand for a Factor of Production (pp 461-465)

3. Define the term “derived demand.”
[insert answer here]
4. Define the term “marginal revenue product of labor,” also known as value of marginal product.
[insert answer here]
5. What determines how much labor a firm will hire?
[insert answer here]
6. State the rule for how much labor to hire to maximize profits.
[insert answer here]
7. If the marginal revenue product of labor is greater than the wage rate, should the firm hire more or less labor?
[insert answer here]
8. A firm’s demand curve is also what other curve?

[insert answer here]
9. The labor market graph measures what on its x- and y-axes?

[insert answer here]
10. What does the demand for labor depend on?

[insert answer here]
11. As the price of the firm’s product gets higher, what happens to the firm’s demand for labor?

[insert answer here]
12. What usually happens to the demand for labor when the price of capital falls?

[insert answer here]
13. Explain how changes to technology can impact the demand for labor.

[insert answer here]
Section 18.2: Labor Markets (pp 466-471)
14. Explain why the labor supply curve eventually bends backwards.
[insert answer here]
15. What are the key factors that change the supply of labor? Explain each factor.
[insert answer here]
16. Explain where market equilibrium occurs in the labor market.
[insert answer here]
17. Define the term “labor union.”
[insert answer here]
18. What are the two actions that a labor union can take? What tradeoff do these actions create?
[insert answer here]
19. Explain how unions try to increase the demand for labor of their members.

[insert answer here]
20. What determines whether a labor union can restrict the supply of labor?

[insert answer here]
Section 18.3: Capital and Natural Resource Markets (pp 473-477)
21. Explain how firms decide how much capital services to hire.
[insert answer here]
22. What is the elasticity of supply of each particular block of land? Why?

[insert answer here]
