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 producing. In Figure 9.3, this is point M. Because M is on the technological possibility fron-
tier to the left of the egalitarian point, E, in this specific society, we are assuming that, in line 
with much of historical experience, profit takers will receive more of society’s maximum 
output than wage earners.4 But why, you might wonder, is there only one division of societal 
output between profit takers and wage earners that maximizes total economic output? Why 
wouldn’t any of the other possible divisions on the technological possibility frontier also 
maximize output?

The answer to this question has to do with the fact that individuals in a capitalist econ-
omy always have a choice about how to allocate their resources. For example, profit takers 
are always comparing what they could get from investing their capital against the enjoyment 

4. The precise position of point M on the technological possibility frontier depends on the relative rate of return on capital 
and labor. If the rate of return on capital is larger than the rate of return on labor, then the division of societal output will 
benefit capital and be on the technological possibility frontier to the left of the egalitarian point, E. If the rate of return on 
labor is greater, then the division of societal output will benefit labor and be to the right of the egalitarian point. What do 
we mean by “rate of return”? In everyday language, the rate of return on an investment is just the ratio of money gained on 
an investment relative to the amount of money invested. If capital and labor were measured in the same units, then the 
relative rate of return on capital would be higher than that on labor if one unit of capital produced more than one unit of 
labor.

The Potential Trade-Off between Growth and EqualityFigure 9.3

 

Share of Societal Output Going to Wage Earners

Capitalist possibility frontier

Technological possibility frontier

0

P

WW*

E

M

P*

C

Sh
ar

e 
o

f 
So

ci
et

al
 O

u
tp

u
t 

G
o

in
g

 t
o

 P
ro

fi
t 

Ta
ke

rs


