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Marginal Productivity Theory 

Thus, under the assumption of perfect competition a firm 

employs a factor up to that number at which the price of 

the factor is just equal to the value of the marginal 

product (=MRP of the factor). In the same way it can be 

shown that rent is equal to the VMP of land, interest is 

equal to the VMP of capital, and so forth. 

The theory may now be illustrated diagrammatically. See 

Fig. 12.2. Here WW is the wage line indicating the 

constant rate of wages at each level of employment (AW 

= MW. Here AW is average wage and MW is marginal 

wage). The VMP line shows the value of marginal 

product curve of labour, and it goes downwards from left 

to right indicating diminishing MPP of labour. Fig. 12.2 

shows that the firm employs OL number of labourers, 

because by doing so it equates the MRP of labour with the 

wage ratio, and makes optimum purchase of labour. 

 



Criticisms of the Theory: 

The marginal productivity theory of distribution has 

been subjected to a number of criticisms: 

1. In determination of marginal product: 

Firstly, main product is a joint product— produced by all 

the factors jointly. Hence the marginal product of any 

particular factor (say, land or labour) cannot be separately 

determined. As William Petty pointed out as early in 

1662: Labour is the father and active principle of wealth, 

as lands are the mother. 

2. Unrealistic: 

It is also shown that the employment of one additional 

unit of a factor may cause an improvement in the whole 

of organisation in which case the MPP of the variable 

factors may increase. In such circumstances, if the factor 

is paid in accordance with the VMP, the total product will 

get exhausted before the distribution is completed. This is 

absurd. We cannot think of such a situation in reality. 

 


