What we really need
One thing that is obvious about a decentralized
 market-oriented economy is that it seems to produce a very wide distribution of income.  Some individuals become very wealthy while others remain very poor. The pattern of income depends on the productivity of the factors of production owned by each individual. 

The Productivity Curve represents the relationship between real GDP
 per hour of labor, and the quantity of capital per hour of labor with a given state of technology.  The shape of the productivity curve illustrates diminishing returns; each additional unit of capital per hour of labor produces a successively smaller additional amount of real GDP per hour of labor. 

One idea the “Marginal Productivity” theory helped keep things simple. When we developed the law of diminishing marginal returns, we simplified our analysis by concentrating on just two of the inputs into the production process: labor and capital.  There are two ways of viewing the firm’s decision on input use.  In the first approach, the one we considered was the one where the firm hires increasing amounts of labor while holdings its amounts of capital fixed.  The graph displayed on the video shows the diminishing marginal productivity 
of labor.  When we first derived it, it had an increasing portion at the top of the negative slope.  The rationale is as the labor force gets bigger and the stock of machines does not, and each individual worker has a smaller quantity of machines to work with, and is less productive.

The second way is to consider the firm as hiring more and more capital while holding the size of its labor force fixed. With the size of the labor force fixed, each additional machine has a smaller quantity of labor to work with, and so it adds less to the firm’s total output.  The area under the curve or line measures the total amount that the firm has produced.   

We want scarce factors to carry very high prices, because if it costs firms a lot to use them then they will use such scarce items only where they are considered especially valuable.  The amount of the tax on a per-unit-of-labor basis is equal to the vertical gap between the old demand curve for labor, and the new demand curve for labor
After a limit, the welfare dollars start getting withdrawn as you earn more market income.  It varies by municipality but on average; in Ontario you lose about 75 cents of welfare every time you officially earn one more dollar in the marketplace.  That means that people in this low income range are effectively in a 75% tax bracket.  But things are even worse than that. 

Suppose we put the personal income tax and the welfare system together in one. The individuals in this income tax bracket are those just emerging from being on welfare, and now find a line that is even steeper than before.  Marginal productivity theory of income distribution: general versus specific form of taxation; incomes can be redistributed by using either general or specific taxes, and we learned that the general approach can avoid many unintended outcomes.  There are disincentives to work when their effects are combined; our welfare income tax programs lead to large disincentives to work.  We learned that a guaranteed annual income plan can avoid this problem.  By solving our income redistribution goals through this general approach, we can avoid reliance on such things as minimum wage law or import tariffs to protect people’s income.

� Decentralization is the process of dispersing � HYPERLINK "http://en.wikipedia.org/wiki/Decision-making" \o "Decision-making" �decision-making� closer to the point of service or action. It occurs in a great many contexts in � HYPERLINK "http://en.wikipedia.org/wiki/Engineering" \o "Engineering" �engineering�, � HYPERLINK "http://en.wikipedia.org/wiki/Management_science" \o "Management science" �management science�, � HYPERLINK "http://en.wikipedia.org/wiki/Political_science" \o "Political science" �political science�, � HYPERLINK "http://en.wikipedia.org/wiki/Political_economy" \o "Political economy" �political economy�, � HYPERLINK "http://en.wikipedia.org/wiki/Sociology" \o "Sociology" �sociology� and � HYPERLINK "http://en.wikipedia.org/wiki/Economics" \o "Economics" �economics� — each of which could be said to study mass decision-making by groups, too large to consult with each other very directly.


� A region's gross domestic product, or GDP, is one of � HYPERLINK "http://en.wikipedia.org/wiki/Measures_of_national_income_and_output" \o "Measures of national income and output" �several measures� of the size of its economy. The GDP of a country is defined as the market value of all final goods and services produced within a country in a given period of time. It is also considered the sum of value added at every stage of production of all final goods and services produced within a country in a given period of time.


� Marginal revenue productivity theory of wages, also referred to as the marginal revenue product of labor, is the change in total revenue earned by a firm that results from employing one more unit of labor. It is a neoclassical model that determines, under some conditions, the optimal number of workers to employ at an exogenously determined market wage rate.





