
 

IntroducƟon 

The marginal product of labour (MPL) refers to the additional output generated by employing 
one more unit of labour, holding all other inputs constant. This principle is pivotal in 
understanding how labour contributes to the production process and, consequently, to economic 
growth. 

A high MPL indicates that each additional worker contributes significantly to the overall 
output, suggesting that the production process is highly efficient. This can lead to increased 
profits for businesses, as they can produce more goods and services without a proportional 
increase in costs. As businesses grow and expand, they contribute to overall economic growth 
by creating more jobs, increasing wages, and stimulating consumer spending. 

Conversely, a low MPL may signal that additional workers are not significantly enhancing 
production, which could indicate inefficiencies or diminishing returns in the production 
process. Moreover, policymakers can use insights from the MPL to design labour market 
policies that promote efficient labour utilization and drive economic growth. By optimizing the 
use of labour, economies can achieve sustainable growth and improve the quality of life for 
their citizens. 

Marginal Product of Labour Graph 

In the marginal product of labour graph below I have illustrated an MPL curve to show how, 
when a firm has few workers, an increase in labour brings economies of scale with an increase 
of productivity i.e., a positive upward sloping MPL curve. This improvement in MPL occurs 
because of the advantages of teamwork and the division of labour. In these circumstances, 
each additional worker (or marginal worker) adds a higher amount of marginal revenue for 
the firm than did the previous worker. 

At some point the advantages gained from the division of labour tail off and the MPL curve 
reaches an inflection point where it flattens out, and then starts to fall. Firms will still wish to 
hire more workers though, because each worker will still add some extra marginal revenue. 
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At the point where the marginal revenue added by the last marginal worker is equal to the wage 
that must be paid to that worker, the firm stop recruiting extra workers. In the graph above, 
which represents a firm in a competitive market, this occurs with marginal revenue and the 
wage rate equal to each other at r and w respectively. The number of workers employed will 
then be equal to L, as illustrated. 

Measures of Productivity 

There are various ways to measure productivity, including labour productivity and total factor 
productivity. Labour productivity, in particular, is a critical indicator as it assesses the output 
per worker or per hour worked. This measure provides insights into how effectively the 
workforce is being utilized and how improvements in skills, technology, and work processes 
can enhance output. 

Total factor productivity, on the other hand, considers all inputs, including labour, capital, 
and technology, offering a more comprehensive view of productivity dynamics. 

Understanding productivity is not just about measuring output but also about identifying the 
factors that influence it. These factors can range from advancements in technology, 
improvements in education and training, to changes in organizational practices and 
management techniques. 

The Relationship Between Labour and Capital in Production 

The relationship between labour and capital is characterized by their complementarity or 
substitutability. In many cases, labour and capital complement each other, meaning that the 
presence of capital enhances the productivity of labour and vice versa. For example, a worker 



operating advanced machinery can produce more output than one working with outdated 
equipment. 

However, there are also instances where labour and capital can be substitutes. Technological 
advancements, particularly in automation and artificial intelligence, have led to scenarios 
where machines can perform tasks previously done by humans. This substitution can reduce 
the demand for labour in certain industries while increasing productivity. 

The key for businesses is to find the optimal balance between labour and capital to maximize 
output and efficiency. 

Factors Affecting the Marginal Product of Labour 

Several factors influence the marginal product of labour, each playing a vital role in 
determining how effectively labour is utilized in the production process. 

 The level of technology available to workers – technological advancements can 
significantly enhance the productivity of labour by automating repetitive tasks, 
improving communication, and enabling more efficient use of resources. 

 The skill level and education of the workforce – highly skilled and well-educated 
workforce is better equipped to perform complex tasks, adapt to new technologies, and 
innovate. Investing in education and training programs can therefore boost the MPL by 
enhancing workers' capabilities and productivity. 

 The organizational structure and management practices – efficient management 
practices such as optimizing work processes, fostering a collabourative work 
environment, and implementing performance incentives, can enhance worker 
productivity. 

Additionally, factors such as the availability of complementary inputs (e.g., capital, raw 
materials) and the overall economic environment (e.g., market demand, regulatory framework) 
influence the marginal product of labour. 

Calculating the Marginal Product of Labour 

Calculating the marginal product of labour is essential for understanding its impact on 
productivity and making informed decisions about labour utilization. One common method for 
calculating the MPL is through production functions, which mathematically describe the 
relationship between inputs (e.g., labour and capital) and output. 

Another approach involves analyzing empirical data from businesses and industries. This 
method requires collecting data on labour inputs, output levels, and other relevant variables 
over time. By using statistical techniques such as regression analysis, economists can identify 
the relationship between labour inputs and output, thereby estimating the MPL. This empirical 
approach provides valuable insights into how labour productivity varies across different 
industries and economic conditions. 

We should note that calculating the MPL is not without challenges. Variations in data quality, 
measurement errors, and the dynamic nature of production processes can complicate matters. 
Additionally, factors such as technological change, shifts in market demand, and changes in 
the regulatory environment can influence the MPL over time. 



Marginal Product of Labour Formula & Example 

The MPL can be calculated using the following formula: 

MPL = ΔQ / ΔL 

Where: 

 ΔQ represents the change in total output over a given period. 

 ΔL represents the change in the quantity of labour over a given period. 

This formula measures the additional output generated by employing one more unit of labour, 
assuming all other inputs remain constant. For example, if adding one more worker increases 
production from 100 units to 120 units, then: MPL = (120 - 100) / (1) = 20 

In other words, the marginal product of the additional worker is 20 units. 

 

Conclusion 

 

The marginal product of labour is a fundamental concept in economics that provides valuable 
insights into the dynamics of labour productivity and its impact on economic growth. 

As the global economy continues to evolve, the future of labour productivity will be shaped by 
several emerging trends and challenges. Technological advancements, particularly in 
automation, artificial intelligence, and digitalization, will play a pivotal role in redefining the 
marginal product of labour. These technologies have the potential to significantly enhance 
labour productivity by automating routine tasks, improving decision-making processes, and 
enabling more efficient use of resources. 

However, they also raise important questions about the future of work and the impact on 
employment. 

Another key trend influencing the future MPL is the increasing importance of knowledge and 
innovation. In a knowledge-based economy, the ability to generate, share, and apply knowledge 
becomes a critical driver of productivity. This shift underscores the importance of investing in 
education, research, and development to foster a culture of innovation. 

The future of labour productivity will also be shaped by demographic changes, such as aging 
populations and shifts in workforce composition. These changes present both challenges and 
opportunities for enhancing the marginal product of labour. For instance, an aging workforce 
may require policies that support lifelong learning and skill development to maintain 
productivity. 

 


