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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. 

The Marginal Productivity Theory
: 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.  The graph shows the diminishing marginal productivity of capital as the quantity of capital gets bigger.  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.  The intersection of the new after-tax demand curve for labor and the supply curve is down here. The equilibrium wage drops from where it was up here, down to here.  (Negative slopes; demand before is up, demand after is below it).
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 graph just as we’ve done here.  The net implications of the two programs are shown by this red line.  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.

�Decentralized-  withdrawn from a center or place of concentration; especially having power or function dispersed from a central to local authorities.


� Marginal Productivity Theory- It attempts to relate marginal contribution to the output produced and the rate of wages required to be paid to the marginal worker.


� Income Tax- The main source of revenue for the federal government and many Provinces. The tax is based on your earned and unearned income. The amount or percentage taxed is based on the amount of income, using the governments graduated tax scale.





