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Allyn Young parte, no seu artigo de 1928, da constatacdo de que o
progresso econdémico havia passado a ser concebido como algo que decorre da
“natureza das coisas” e “ndo algo a ser explicado”.! Como se se tratasse de um
“fendmeno natural”, ironiza o autor.

Inconformado com este juizo, Young se propde a reabrir o tema, a partir
de idéias lancadas por Adam Smith em A Natureza e as Causas da Riqueza das
Nagdes. Com este propdsito, introduz uma distincao entre dois tipos de mudanca
que podem ser sumariamente apresentados como se segue.

Primeiramente existiriam as alteracdes levadas a efeito no esforco de
produzir e que sdo introduzidas a medida que 0s métodos e processos sejam
“progressivamente adaptados a crescente produgao”. Quanto ao outro tipo de
mudangca (também caracteristico do progresso técnico, mas de outra natureza,
adverte o autor), tem a ver com o surgimento de “novos produtos”, de “novas
tarefas”, e de “novas indUstrias”.

Destes dois tipos de mudanga Young escolhe como tema o primeiro —
ou seja, focaliza as transformacdes e melhorias associadas a progressiva
“adaptacdo a uma crescente produc¢do”. Realca a este propdsito que este tipo
de mudanca traz consigo 0 emprego de métodos “que seriam anti-econdémicos,

' Todas as citacdes de Young referem-se ao artigo "Increasing Returns and Economic Progress" publicado no Economic
Journal, de dezembro de 1928.
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se 0s seus beneficios ndo pudessem ser diluidos” mediante a ampliacéo da escala
de producdo. Como se pode ver ao longo do texto, a este tipo de melhoria sdo
atribuidas diversas propriedades. Entre elas destacarei:

— nascem “de dentro” do esforco de produgcéo;

— tendem a propagar-se a si mesmas — ou seja apresentam carater

cumulativo;

— fazem com que a relagéo capital/trabalho passe a ser fungdo também

do tamanho do mercado — e ndo apenas dos precos relativos dos fatores;

— fornecem a chave para o entendimento da logica econdémica do

fordismo.

Deixo ao leitor a gratificante tarefa de avaliar o quanto eram
explosivamente inovadoras estas idéias.?

De acordo com Kaldor, alias, isto teria contribuido para que as sugestoes
contidas no artigo tivessem permanecido a margem da corrente central do
pensamento econdmico: elas estavam demasiado a frente do seu tempo.?

O juizo de Kaldor parece correto. Caberia possivelmente acrescentar, no
entanto, que logo apds lancado o artigo, a economia capitalista mergulhou em
profunda depressdo. Seguiu-se a guerra e o longo periodo em que se tentou
manter a economia “num estado de permanente quase boom” (a expressao € de
Keynes). Neste contexto, com certeza, a abordagem de Young soava
excessivamente centrada na oferta.

Mas o péndulo teve o seu movimento invertido nas Gltimas décadas
do século XX — e ndo caberia aqui sendo insistir em que a redescoberta de
Young é mais que oportuna* . Assim também a sua evocacdo na se¢do “ldéias
Fundadoras” no numero de lancamento da Revista Brasileira de Inovagdo
€ uma excelente iniciativa.

2 O artigo de R. Nelson "The agenda for Growth Theory: a different point of view", pode ajudar na caracterizacéo
da extraordindria riqueza e pionerismo do trabalho de Young aqui referido.

3 Kaldor, Nicolas, “The Irrelevance of Equilibrium Economics”, em Economic Journal, dezembro de 1972.

4 Para uma ambiciosa e estimulante apreciacéo do paradigma alternativo a que supostamente pertence Young, vide
Reinert, Erik, “The Austrians and the Other Canon” em The History of Evolutionary Thought in Economics, Aldershot,
Edward Elgar, no prelo.
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INCREASING RETUERNE AND ECONOMIC PROGRESS!

My subject may appear alarmingly formidable, but I did
not intend it to be g0, The words cconomic progreas, taken by
themselves, would suggest the pursuit of some philosophy of
history, of some way of appraizing the results of past and possible
future changes in forms of economic organisation and modes of
coonomic activities, But az I have wsed them, joined to the
other half of my title, they are meant merely to dispel appre-
hensions, by suggesting that I do not propose to disouss any of
those alloring but highly technical questions relating to the
precise way in which some sort of equilibrium of supply and
demand is achieved in the market for the producta of industries
which can inerease their output without incressing their costs
proportionately, or to the possible advantages of fostering the
development of such industries while putting & handieap upon
indusiries whose output can be increased only at the expense of
a more than proportionate increase of costs. I suspect, indeed,
that the apparatus which economists have built up for dealing
effectively with the range of gquestions to which I have just
referred may stand in the way of a clear view of the more general
or elementary nspects of the phenomena of increasing returns,
such aa I wish to comment upon in this paper.

Consider, for example, Alfred Marshall’s fruitful distinetion
between the internal productive economies which s particular
firm iz ahle to secure as the growth of the market permits it to
enlarge the scale of its operations and the economies external
to the individeal firm which show themselves only in changes of
the organisation of the industry as a whole. This distinetion
has been useful in at least two different woys, In the first place
it is, or ought to be, a safeguard against the common error of
assuming that wherever increasing returns operate there ia neces.
sarily an effective tendency towards monopoly. In the second

! Preaidentin] Addsiss before Section F (| Eeomomio Beienee and Statisties)
of the British Associstion for the Advancement of Beience, G Ins pow, Seglember 10,
1928

No. 162, —von, xxxvhn XN
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place it eimplifies the analysis of the manner in which the prices
of eommodities produced under eonditions of inceeasing returnsg
are determined. A representative firm within the industey,
maintaining itz own identity and devoting itself to a given range
of setivities, is made to be the vehicle or medivm through which
the eeonomies achieved by the industry as & whole are transmitted
to the morket and have their effect vpon the priee of the produoct,

The view of the nature of the processos of industrial progresa
which is implied in the distinetion betweon internal and external
economies is necessarily a partial view. Cortain aspeets of thosa
procosses ame illuminated, while, for that very rcason, certain
other aspects, importont in relation to other problems, are
obseured, This will be clesr, T thinl, if we obzerve that, although
the internal economics of some firms prodocing, lef ws eay,
materlals or applisnces may figure as the external economies of
other firms, not all of the economies which are properly to be
called external can be accounted for by adding up the internal
economies of all the separate firma.  When we look at the internal
economies of a partieular firm we envisage a condition of com-
parative stability. Year after year the firm, like its competitors,
is manufacturing a partieular prodeet or group of products, or is
eonfining itself to cortain definite steges in the work of forwarding
the products towards their final form. Its operations change in
the senae that they are progressively adapted to an increasing
output, but they are kept within definitely eiroumzcribed bounds.
Chut beyond, in that obecarer field from which it derives itz external
economies, changes of ancther order sre occurring.  Now pro-
ducts are nppearing, firms are assaming new tesks, and new indus-
trica are coming into being. In short, change in this external
field ia gualitative as well as quantitative. No analysis of the
forces making for econcmie equilibriom, forees which we might
say are tangential at any moment of time, will serve to illumine
this field, for movements sway from equilibrinm, departures
from previous trends, are characterlstic of it. Not much is te
be gnined by probing into it to see how inereasing returns show
themselves in the costs of individusl firms and in the prices at
which they offer their products.

Instend, we have to go back to a simpler and more inolusive
view, snch as some of the older economists tock when they eon-
teasted the incressing returns which they thought wer charae-
teristic of manufacturing indostry taken as a whole with the
diminishing returns which they thought wers dominant in ngri-
culture becaunse of an incressingly unfavourable proporticmng
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of labour and land. Most of them were disappointingly vague
with respect to the origins and the precise nature of the * improve-
ments ** which they counted upon to retard somewhat the opera-
tion of the tendency towands diminishing returns in agrioulture
pid to secure & progressively mome effective wse of labour in
manufactures, Their opinions sppear to hoave rested partly
apon an empirical generalisation,  Improvements had  been
made, they were still being maode, and it might be pssumed that
they would continue to be made,  If they had looked boack they
would heve seen thet thers were centurics during which thers
wera fow significant changes in either agriceliural or industrisl
methods.  But they wers living in an age when men had turned
their faces in a new direction and when eeonomio progress was
not only eonsolonsly sought but seemed in somie way to grow
out of the natare of things, Improvements, then, wers not
something to be explained,  They were naturn] plenomena, Like
the precession of the equinomes,

There were certain important exceptions, however, to this
incuricus sttitude towards what might seem to bo one of the
most important of all economic problems. Senior's positive
dootrine is well known, and there were others who made note of
the cirgumstance that with the growth of population and of
markets new opportunities for the division of labowr appear and
new sdvantages attach to it Inm this way, snd in this way
only, were the generslly commeonplece things which they said
about ¥ improvements "' relsted to anything which could properly
be called o doctrine of increasing roturns. They added nothing
to Adam SBmith’s famous theorem that the division of labour
depends upon the extent of the market. That theorem, I have
always thought, is one of the most illaminating and froitful
generalizations which can be found anywhere in the whele litera-
tuve of eoonomics, In fact, as 1 am bound to eonfess, T am
taking it ns the text of this paper, in much the way that some
minor composer borrows & theme from one of the masters and
wdds certain developments or variations of his own, To-day, of
course, we mean by the divizion of labour something much
broader in soope than that splitting up of ocoupations and develop-
ment of specialized crafla which Adam Smith mestly had in
mitd.  Wo ome, so far as T know, has tried to enumerste sll of
the different aspects of the division of lnkbour, and T de not propose
to undertake thet tesk. I shall deal with two relatod aspecis
enly ; the growth of indirect or roundabout methods of production
anr] the division of lsbour among industries.
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It is gnnﬁrﬂlf}' agreed that Adam Bmith, when he angpested
that the division of lnbour leads to inventions beeanse workmen
engaged in specialised routine operations come to see hetter
ways of accomplishing the same mesults, missed the main poing,
The important thing, of course, is that with the division of Tubous
a group of eomplex processes is transformed into a sucoeszion of
gimnpler processes, some of which, at least, lend themselves to
the use of machinery.  In the vse of machinery and the adoption
of indirect processes there i o fuorther divicion of Inbour, the
economies of which are again limited by the extent of the market.
It wouonld be wasteful to make o hammer Lo drive o .iirlgh' nail ; it
woitld be better Lo u=e whatever awlkward '|:|||£ﬂ|'-|nr_lr|l, lics comn-
"I.'E'I:'Llf!““.'!." al hand. It wouldl be wastefol to furnizsh s fa,ctnry
with an elaborate equipment of specially constructed jigs, gaugea,
Iathes, drillz, presses and convevors to build o hundred aoto-
miobiles ; it would be better to rely mostly upon tool= and machines
of standard types, so as to make o relatively lorger use of directly-
applied and a relatively smaller use of indirectly-applied labour.
Mr. Ford's methods would be absurdly uneconomical if his ol puat
were very emall, and would be unprofitable even if his output
were what many other manufacturers of automobiles would call
large,

Then, of eourse, there are ceonomics of what might be called
a secondory order, How far it pays fo go in equipping factories
with special applisnces for making hammers or for constructing
gpetialised machinery for use in making different parts of auto-
mobiles depends again upon how many nails ame to be driven
and how many automobilea can be aold. In some instances, I
suppose, these seoondary economies, though real, have only a
secondary importanee,  The derived demands for many types of
specislized produstion appliances arve inelastic over o faicly large
range. I the benefits and the costs of using such applinnoes
mre aprend over w relatively large volume of final products, their
technical effectivencss is a larger factor in determining whether it
ix profitable to use them than any difference which producing
them on a large or a small seale wounld commeonly malee in their
costs, In other instances the demand for productive appliances
is more elostic, nmwd beyond w certain level of coste dempm] may
fail complotely.  Insoch cirenmstonees seeondnry ceonomies may
beeome highly important.

Doubtles=, much of what I hove spid has been familiar and
even elementary. 1 shall venture, novertheless, to put further
stress upon two points, which may be among those which have
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a familiar ring, but which appear sometimes to be in danger of
being forgotten. (Otherwise, economiste of standing conld not
have suggested that inereasing returns may be altogether illosory,
ar have maintained that wlere 1.]||“'-:|.' are prescnt I;.hi-e_}' rst bead
to monopely.]  The frst poing is that the principea]l econcmies
which manifest themselves in increasing returns are the cconomies
of capitalistic or roundaboust methods of prodoction.  These
eronomics, agsin, sre liegely identical with the economies of the
division of labour in its mest important modern forme.  In fact,
these economies lic under our eyes, but we may miss them if
wi try to make of lerpe-seale production (in the sense of pro-
duction by large firms or large industries), as contrasted with
brrge produetion, any more than an ineident in the genceral pro-
pess by which inereasing returns are secured and if aceordingly
wiz loale ton mnceh at the individual ficem or even, ps T shall suggest
prosently, st the individoal swdustoy,

The second poing i= that the economics of reundabout methods,
even more than the ceonomics of other forms of the division of
labour, depend upon the extent of the market—and that, of
eourse, ia why we discuss them under the head of inoreasing
returna, It would hardly be necessary to etress this point, i
it were not that the economies of large-scale operations and of
" masseproduetion " are often referred to as though they eouklld
bz haed for the taking, by means of & * ratbonal " reorganization
of industry, Now T grant that at any given time routine and
inertis play s very large port in the organisation and condoct of
industrinl operations, Feal Jesdership i= ne mom common in
industrial than in other pursuits. New eatch-words or slogans
like mass-production and eationali=ation may operate-ns stimuli;
they may rouse men from routine and lead them to serutinise
again the organisation and processes of industry and to try to
diseover partioular wave in which they can be bettered. For
exampls, no one can doubt that there are genuine economies to
be nehieved in the way of ¥ simplification and stamdardisation,™
or that the sccuring of these economies requires that certain
deeply rooted competitive wastes  be extirpated. Thiz  last
requires a definite concerted effort—precisely the kind of thing
which ordinary competitive motives are often powerless to effect,
but which might come more easily as the responze to the dis-
semination of o new idea.

There iz a danger, however, that we shall expeot too muel
from these * rationn] ¥ indostrial reforms.  Preazed beyond
certain point they become fthe reverse of rdional, 1 have
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naturally been intevested in British opinions reapeoting the reasons
for the 1'ela.1|w]:,r high prodactivity (per labourer or per hour of
labour} of representotive American industries, The error of
those whoe sugrest that the explanation is to be found in the
relutively high wages which preveil in Americs i= not that they
eonfuse cauee and effect, but thot they hold that what are really
only two aspects of n single situstion are, the one cause, and the
other effoet.  Thoso who held that American industry iz managed
botter, that ita leadera etudy ite problems more intelligently and
plan more couragecusly and move wisely can eite no facts in
support of their opinion save the differeness in the resalts achieved,
Allowing for the cireumstanes that British industry, as o whols,
hag proved to be esther bodly adjusted to the now post-war
seonomic situntion, I know of no focts which prove or even
indiente that British induwstry, scen agoinst the background of
ita own problems and its own possibilities, ia less officiently
organised or lesa ably directed than American industry or the
industry of any other country.

Bometimes the fact that the average American labourer works
with the help of a larger sapply of power-driven labour-ssving
machinery than the Inbourer of other countries is cited as evidenos
of the superior intelligenee of the nverage American employer,
But this will not do, for, as every economist knows, the greater
the degres in which labour is productive or scarce—the words
have the same meaning—the greater is the relative economy of
uging it in such indirect or roundabout ways as are technically
advantageons, even though such procedure eolls for larger
advances of capital than simpler methods do,

It is eneouraging to find that o fairly large number of com-
mentators upon the volume of the American industrial prodoct
and the seale of American induostrinl organisation have come to
surmise that the extent of the Americon domestio market, un-
impeded by tariff barriers, may have something to do with the
matter. This opinion seems even to be foreed wpon thoughtful
obeervers by the general character of {1 facts, whether or no
the chservers think in terms of the economists’ conception of
increasing returns,  In ecertadn industries, slthongh by no mesns
in all, produective methods sre economical and profitable in
Americn which would not be profitable elscwhers. The import-
ance of coal and iron and other natural resourees nesds no coms
ment. Taking a country’s economio endowment ns given, how-
jever, the most important single factor in determining the effectives
neas of its industry appears to be the size of the market. But
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just whot constitutes a large market ! Not area or popuolation
alone, but buying power, the capacity to sbsorb a large annual
output of goods, This trite ohservation, however, at onee sug-
posta another equally trite, namely, that capacity to buy depends
upen eapacity to produce.  In an inclusive view, considering the
market not as an outlet for the prodocts of & particular indwstry,
and therelore external to that indwstey, but as the outlet for goods
in pencral, the size of the macket is determined snd defined by
the wvolume of production, If this statement needs sny quali-
ficstion, it is that the conception of & merket in this inclusive
gense—an sgpregate of productive sctivitics, ticd together by
trnde—carries with it the notion that thero must be some sort
of balance, that different productive activitiee must be pro-
portioned one to another.

Modified, then, in the light of this broader conception of the
market, Adam Bmith’s dictum ameunts to the theorsm that the
division of labour depends in large part upon the division of
labour, This is mome then mere tautology, Tt means, if T pead
its significance rightly, that the counter forees which are con-
tinuslly defeating the forees which make for economic equilib-
rinvm are more pervoasive and more deeply rooted in the con-
stitution of the modern economic system than we commonly
realize. Not only new or adventitions elements, coming in from
the outside, but elements which are permanent characteristics
of the ways in which goods ave prodused make continnously for
change, Ewvery importent advanee in the organisation of pro-
duction, regardless of whether it 1= based wpon anything which,
itt o narrow or technical senze, wonld be enlled o new ¥ invention,"
or involves & fresh application of the fruits of scientific progress
to industry, alters the conditions of industrial activity and
initistes responses eleewhers in the industrial stencture which
in turn hawve s forther unsettling effect. Thue change becomes
Progressive and propagates iteclf in & eumulative way.

The apparatus which economizts have built up for the analyais
of supply and demand in their relations to prices does not eeem
to be particularly helpful for the purposes of an inguiry into these
broader aspects of increasing returns,  In fact, as T have already
sugpested, reliance upon it may divert sttention to ineidentsl
or partinl aspects of a procesa which ought to be soen as o whole.
I, nevertheless, one insiste upon seeing just how far one can
gﬂt- into the Prl:l]}t{'m '|:|}r usill._g the formulaz of Ellp'[:l-]:.? and demand,
tlue ijpl,egt WaY, 1 SUeEs, 15 Lo '|.'|-|."'g|.1.'|. h:l.f inquiring into the
aperntions of reciprocal domand when the commodities exchanged
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are produced competitively under conditions of inoreasing return
and when the demand for each commodity is elastie, in the speein
sense that o small increase in its supply will be attended by ar
inerease in the nmounts of other commedities which can be
in exchange for it.! Under such conditions an incresse in th
supply of one commodity iz an inerease in the demand for othe
commaodities, and it must be pupposed that every incresse b
demand will evoke an inerease in supply.  The rate at which an
one industry grows iz eonditioned by the rate at which othe
indunsiries ETow, bk smivese the elnstieitiess of demand and of Eupp'l_:
will differ for different products, some indostrics will grow faste
than others. Even with a etationary populstion and in th
nhsenor of new discoveries ? in pure or applied science there an
no limits to the process of expansion exeept the limits beyond
which demand ia not elastie and veturns do not inorease.

If, under these hypothetieal eonditions, progress were un
impeded and frictionless, if it were not dependent in part apos
& process of trial and creor, if the organisation of industry wen
alwaye such as, in relation to the immediste situstion, is mos
ecomomicnl, the ealising of increaszing refurnz might be pm
gressive and continuous, although, for technical reasons, it coub
not alwaya proceed at an even rate. But it would remain .
process pequiring time. An indostrial dictator, with foresigh
and knowledge, could hesten the pace somewhat, bot e coul
not achieve an Aladdin-like tronsformation of a country’s industry
e a% b0 reap the froits of & half-contury’s ordinary progress in .
few wvenrs, The obstacles are of two sorts.  First, the homm
material which has to be used is resistant to change. Nes
trades have o be learnt and new habitz have to be acquired
There has to be a new geographical distribution of the populatio
and established communal groups have to be broken up.  Second
the ascomulation of the necessary capital tales time, eve
though the process of acoumulation is largely one of furnin
part of an inereasing prodect into forms which will serve ©
securing o further increase of product,  An aceelerstion of th
rate of acoumulation eocountors incressing costs, into whic
both technical and peychological elements enter.  One who like

i Tt the clreumstanes that commodity o ls produced under conditioss «
lnermalng retores B taben Iote secoont os 6 octor in the elasticity of Genan
far b is terma of &, elastlelty of demand and elastleliy of spply may b leake
wpon e diferent ways of exprmaing o skngle functional relatin.

T Az conbrastod with fach pow woya of ofganiaing perechsstion and ench me
“imvenbiona 7 ae & mesely sdaptaticns of kaown waya of doig things, mas
practisnble angd ascnemicnd by an onloangnd sede of grelaction,
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to coneeive of all eoonomio provesses in terms of tendencies towards
an equilibrium might even maintain that increasing returns, so
far ns they depend wpon the ceconomies of indieeol methods of
production and the gize of the market, are offset and negated by
their costs, and that under such eimplifed conditions as T have
dealt with the realising of increasing returns would be spread
through time in such a way as to secure an equilibriom of coets
piid advantages, This would amount to eaying that no real
eceonomie progress eould come throngh the operation of foroes
engendered within the economic eystem—a conelusion repugnant
to ecommon sense, To deal with this point thoroughly would
take us too far afield. I shall merely observe, fiest, that the appro-
priate conception iz that of & wmevirg equilibriom, and second,
that the costs which {under increasing returns) grow less rapidly
than the produet are not the * costs " which figure in an “* equilikb-
rinm of eosts and advantages,"

Moving sway from these abstract considerations, o as to get
closer to the complications of the real situation, acoount has to
be taken, first, of various kinds of obstacles. The demand for
eome prodocts is inelastio, or, with an inerensing supply, scon
beoomes o, The producers of sueh commodities, however, often
share in the advantages of the increase of the genersl seale of
production in related industries, and so far as they do productive
resources are relensed for other uses.  Then there are natoral
senreities, limitations or inelasticities of supply, such az effectively
block the way to the securing of any important economies in the
production of some commodities and which impair the effective-
nesz of the sconomies seoured in the production of other com-
modities. In most fields, moreover, progress is not and cannot
be continuous,  The next important step forwand is often initianlly
eostly, sowd cannot be taleen until o certain quantom of prospective
advantages has acoumulated,

On the other side of the secount nre various factors which
reinforce the influences which make for increasing returns,  The
discovery of new natural resources and of new uses for them
and the growth of seientific knowledge are probably the most
potent of such factors, The cavsal conmegtions between the
growth of industry and the progress of seience run in both divee-
tions, but on which side the preponderant influence lies no one
enn zay. At any rate, out of better knowledge of the materinls
and forces upon which men can lay their hands there come both
now waye of producing familiar commaodities and new produota,
and these last have a presomptive claim to be regarded as em-
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bodying more economical uses of productive rescurces than thy
uses which they displace. Some weight has to be given also t
the WAY in which, with the advance of the seientifie .'gil,:ui_['jj;.r £ Bep
kind of intercst—which might be deseribed as a selentific inberey
conditioned by an economie interest—is beginning to infilteaty
into industry, Tt is o point of controwersy, but I venture f
maintain thet under most circomstances, though not in all,
growth of population still has to be counted a factor making
for a larger per capifa product—although even that cautiow
gtatement needs to be interpreted and qualified. Bt just m
there may be population growth with no increase of the averag
per capibe prodoct, eo also, as 1 have tried to suggest, markef
may grow and ingreasing refurns may be epecured while thy
populstion remains stationacy.

It iz dangerous to assign to any single factor the leading ril
in that continwing eeonomic revolution which hes taken the
madern world so far saway from the world of & few hundred year
ago. But is there any other factor which has a better claim t«
that rile than the persisting search for marketz? No othe
hypothesis so well unites economic h.u-..tnr} and economic theory
The Industrial Revelution of the eighteenth century has oome
to be genernlly regarded, not as a cataclyem brought about by
certain inspirsd improvements in indostrial teohnigque, buk as ¢
eeriea of changes related in an orderly way to prior changes i
industrial crganisation and to the enlargement of merkets, It
ia sometimes said, howewver, that while in the Middle Ages anc
in the early modern period industry was the servant of com
mere, slnoe the rise of " industrial capitalism "' the relation ha
been reversed, commoeroe being now mare!:.r an agent of industry
If this means that the finding of markets is one of the tasks o
modern in:]nsl:.r}" ik 1 trse, 1T ik means Lhat il'u]ll!'l‘l'r:r' im];u:uam
ite will upon the market, that whereas formerly the things whicl
were produced were the things which could be sold, now th
things which have to be sold are the things thet are produced
it iz not troe.

The great change, I imagine, is in the new importance whiok
the potenfial marked has in the planning and management of larg
industries, The difference between the cost per unit of outpu
in an :i_ndml.‘.'r}r or in oo individoal 1'||||.|:'||:. 1:||.‘|'|[:|-|'::|‘]:|r ml::_['lt-lfu] (5]
given volome of output and in an industry or plant equelly wel
adapted to an output five times as large is often much greate
than one would infer from looking merely at the coonomies whicl
may acorne as an existing establishment geadually extends th
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geale of its operations. Potential demand, then, in the planning
of industrial undertakings, has to be balanced apguinst potential
eoonomiss, elastioity of demand against decreasing costs, The
goarch for markets is not a matter of disposing of & * surplus
product,” in the Marxian sense, but of finding an outlet for a
potentinl product. Nor is it wholly o matter of multiplying
profita by multiplying sales; it is partly o matter of angmenting
profita by reducing costs,

Although the initial displacement may be considerable and
the reporcussions upon particulsr industries unfavourable, the
enlarging of the market for any one commodity, produced under
eonditions of increasing returns, generally hasz the net effect,
s I have tried to show, of enlarging the market for other com-
modifies.  The business man's meroantilistie emphosis upon
markets may have & sounder basis than the economist who thinks
mostly in terms of ceonomie staticos is prone to ndmit.  How far
¥ gelling expenses,”™ for exnmple, sre to be eounted shoer cconomic
woste deponds upon their efiects upon the aggregate product of
industry, as distinguished from their effects upon the fortunes of
particular undertalings.

Inoreasing returns are often spoken of as though they werse
attached always to the growth of * industries,” and I have not
tried to avoid that way of speaking of them, although T think
that it may be s misleading way. The point which T have in
mind is something more than a quibble sbout the proper definition
of an industry, for it involves o pacticuler thesis with respect
to the way in which increasing retums are refiected in changes
in the organisation of industrial sctivities, Much has been sadd
ahbout industrial integration as o concomitant or & natursl result
of an inoreasing industrial output. It obviowsly is, under par-
tivular conditions, though I know of no satisfactory statement
of just what those particular conditions are. But the opposed
process, industrial differentiation, has been and remaina the type
of change characteristioally associated with the growth of pro-
duction, Notable as has been the incresse in the complexity
of the apparatus of living, ns shown by the ineeease in the varlety
of gooda offored in consumers' markets, the incresse in the diversi-
fisation of intermediate products and of industries manufscturing
special products or groups of products has gone even further.

The sueceasora of the early printers, it has often been observed,
are not only the printers of to-day, with their own specialised
establishments, but also the producers of wood pulp, of various
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kinds of paper, of inks and their different ingredients, of type.
metal and of type, the group of industries concerned with the
teahnical parts of the producing of illustrations, and the manu.
Iacturers of specialised tools and machines for use in printing
and in these varions auxiliary industries. The list could be ex
tended, both by enumerating other industries which are directly
ancillary fo the present printing trades and by going back tc
industries which, while supplying the industries which supply
the printing trades, also supply other indostries, concerned with
preliminary stages in the making of Gnal prodocts other thar
printed books and newspapers. I do not think that the printing
tradez are an exceptionsl instence, but I shall not give othe
examples, for I do not want this paper to be too muech like s
primer of descriptive economics or an index to the reports of ¢
census of production.  IE is sufficiently obviounz, anyhow, thai
over & large part of the field of industry an increasingly intricats
nexus of specialized undertakings has inserted itself between the
producer of raw materials and the consumer of the fina
produst.

With the extenzion of the division of labour among indostrie:
the representative frm, like the industry of which it is a part
loses ats identity, Its internal economies dissolve into the
internal and externnl economies of the more highly specinlised
undertakings which wre its specessors, and are supplemented by
new economics. In oso far as it i3 an adjustment to & new
situstion created by the growth of the market for the final pro
ducts of indostry the division of labour among industries is ¢
vehicle of increasing returna. It iz more than a change of form
incidental to the full securing of the advantages of capitalistic
methods of production—although it is largely that—for it has
some advantages of itz own which are independent of change:
in productive technique. For example, it permits of o higle
degres of spocialisation in management, and the advantages of
such specialisation are doubtless often resl, though they may
easily be given too much weight. Again, it lends itselt to 2
better geogeaphicn] distribution of indostrial operations, and this
advantage i= unguestionably both real and important. Nearnes
to the source of supply of & particular raw material or to cheng
power counts for most in one part of a series of industrial pro-
vegges, nearness to other industries or to cheap transport ir
snotler part, and nearness to & larger centre of population ir
yet another, A betbter combinalion of advantages of location
with a smaller element of compromise, ean be had by the more
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specialised industries. But the largest advantage secured by
the division of labour ameng industries is the fuller realising of
the economiss of capitalistic or roundabout methods of pro-
duetion.  This shoubd be eufficiently obvious if we assume, as
we must, that in most induvstries there are effoctive, though
elistio, limits to the seonomical aige of the individual firm. The
output of the individual firm is genemlly o relatively small pro-
portion of the aggregate output of an industry. The degres in
which it can secure economies by making its own operations more
roundabout is limited. But certain roundabout methods are
fairly sure to become feaxible snd cconomical when their advan-
tages ean be epread over the output of the whole industey.  These
potential economies, then, are segregated and achieved by the
operations of specialised undertakings which, taken together,
constitute & new industry. It might conceivably be maintained
that the srale wpon which the firms in the new industry are able
to operate ia the secret of their ability to realise economies for
industry as a whols, while presumably making profite for them-
selves, This is trwe in o woey, but misleading. The scale of
their operations (which is only incidentally or under special con-
ditions s matter of the size of the individual firm) merely reflects
the size of the market for the final products of the industry or
industries to whose operations their own are ancillary.  And the
principal advantage of large-scale operation at this stage is that
it again makes methods economical which would be uneconomical
if their benefits could net be diffused over a large final product.

In recapitulation of these vardations on a theme from Adam
Bmith there are three points to be stressed,  First, the mechanism
of inereasing returns is not to be discerned adequately by observ-
ing the effects of variations in the size of an individual firm or
of a particular industry, for the progressive division and specialisa-
tion of industries is an essential part of the process by which
inereasing returns are realized.  What is required ia that industrial
operations be seen as an interrelated whole,  Becond, the seeuring
of increasing returns depends upon the progressive division of
labour, and the principal economies of the division of labour, in
its modern forms, are the economies which are to be had by using
labour in roundsboot or indirest ways, Third, the division of
labour depends upon the extent of the market, but the extent of
the market also depends uwpon the division of labour. In this
circumstance lies the possibility of ecomomic progress, apart
from the progress which eomes as a result of the new knowledge
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which men are able to gain, whether in the pursuit of their
ponnamle or of their non-coonomio interests.
Arvyy A Yorua

KOTE

Ir the accompanying construction {which owes much to Pareto),
a colleetive Indifference carve, I, is defined by the condition that, at
equal cost, there would be no sufficient inducement for the community
to alter nn annual produstion of = units of one commedity snd y unita
of another in opder to seoure the alternative combination of the two
popmsditics indicsted by any other point on the ourve.!  Each com-
modity might be taken ns representative of a specinl cless of commaodities,

i)

o X
produced under generally similar conditions, Or one commodity
might be made to ropresent * other goods in general,” the antanl
outlsy of productive exections being regarded as constant.  Alter-
natively, one commodity might represent * leisure ' (88 a collective
nams for all non-productive wse of time), The other would then
represent the aggrepste econoric product.

There will be equilibrium (subject to instability of a kind which will
be described presently] at a point P, if at that point a curve of equal
ocets, puch as d, is tangent to the indifference curve. The curve of
equal costs defines the terms upon which the community can exchange
one commodity for the other by mersly producing less of the one and
more of the other (abetraction being made of any incidental coats of

! The collestive ledifarenes i to be taken aa an exposiiory device, not as &
rigorgus vonception, The relstive weights to b swigoed o the individuald ine
diffurencr ourves of which it @ compouaslsd will dapend upon how the aggregaie
predipet B disteibubed, and Lhis will nob b the snme for all positions of £,
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change), Negative curvature, as in d, reflects a condition of decreasing
returns, in the sonse that more of either commedity can be had only
by saerificing progrossively lsrger amounts of the other.  Although a
sufficient condition, the presence of decreasing returns is not o necessary
eondition of equilibrium.  There would be o loss in moving away [rom
P if equal costs were defined by the struight line ¢, which representa
conatant returns. Tneressing relums, even, ars consistent  with
capuilibrive, provided that the degree of curvature of their graph is less
than that of the indifference curve. It might happen, of course, that
returng would decresse in one direction and incresse in the other.
Clurve d, for example, might have o point of inflexion st or near P

Congider now the conditions of departare from equilibriom.  The
curve i is deawn so ns t0o represent polenbiol inereasing returns bedween
P oand Py, which lirs on n Pre[nrml.:l imdifferones corve, 1§ thess
increasing returns were to be hod mensly for the taking, if § were, for
exnmple, merely & continuation of the upper segment of 4 or ¢, P woald
not be o point even of unstable equilibriom.  The advance from P to Py
would be made by merely sltering the proportions of the two commoesd-
ities produwced annuwally. To isolate the preblem of increasing retums
it is necessary to sssume that P is & true point of equilibrium in the
eenze that it is determined by & curve of equal costs, such as d or ¢
The problem, then, has to do with the way in which the lower segment
of 4 or ¢ can be transformed into or replaced by sweh & curveas i.  This
requires, of course, that edditional coats be incurred, of & kind which
have not yot been tolen into account.  To diminish the samoont of the
one commodity which must be sacrifleed for & given increment of the
ather, some of the labour hitherto devoted to its production must be
used inadirsobly, so that the increase of the anmosl cutput of the ome
laga behind the curtailing of the catpat of the other,

This new element of cost might: be talien into account by utilising &
third dimension, but it is simpler to regard it as operating upon Az, the
increment in » scoompanying the movement from P e Py, 8088 to move
the indifferenee carve upon which Py lies towards the left, It would be
an error, however, to think that the combinations of ® with & and = -
{aa) with y — &y (where (Ax) i the confracted form of Az) are
themselves indifferent, so that Py is, in cffect, brought over an to the
original indifference curve, I, snd no advantage is reaped. The path
from P to P is & preferred route, not merely & segment of an indifference
curve. The sost of moving along that route ks a funstion of the rale
{in time) of the movement, An equilibrium eate (which need not bo
constant), such a2 would keep the movement from P to P continwons
and wndeviating, would be determined by the condition, not that
iax) and — Ay should negute one another, bat that either an accelora-
tion or & retarding of the rate would be costly or disadvantageons.
Boopuss o mountain climber adjusta his pace to his physical powers anmd
to the conditions of the sscent, it does not follow that he might as
well hove stayed at the foot.  Or, alternntively bat nob incousistently,
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the movement from P to Py may be concetved as made up of & series of
emall steps, cach apparently vielding no more than a barely perceptible
acvantage, tut only beosuss the soale of reference for both coats amd

ncdvantages depemis at each step upon the position which has then boen
renched.

Beweral seta of elroumeatanses will affect the ameunt and diseetion
of the moevement. (1) Even if ¢ has no point of inflexion, such as has
been indicated at P, (merely tosimplify the first stages of this analyzis),
it will gooner or later (taking into acconnt the * controetion ™ of Ax)
become tangent to an indifference corve,  In the absence of any other
factor making for change, progress would then come to an end, (3)
There may be another possible altermative path of inereasing retarns
extending upwards from P and curving away [rem [, The most
Idvp.nt.ngmun roaete will then be o cnmpnm:iuu st een lor & resultant
aof) the two limiting alternatives. In such ciroumstances the oaly
effective limitation imposed upon Ehe extent of the moverrent may
coae from the fakluce of elastbolty of demand on one zide or the other,
{4} Buccesaive Indifference ourves cannot be supposed to be symmetrical,
in the senss that dy/de remaing the same function of gz, If, for
example, the slope of successive indifference curves af points corre-
sponding to given values of y/z decreases (indicating that the demand
for the commodity messured in units of ¥ i= melatively inelastic),
freedom of movement in the direction of Py is reduced, while it beoomes
pdvantageous to move & little way in the opposite direction along sven
such & path as ¢ or 4, Under inverse conditions (with — dy/de in-
creasing relagively to w/x for sucoessive indifference curves) the extent
of the possible movement in the direction of Py is increased. This
conalusion amounts o no more than the obvicus theorem that the degree
in which the decreasing returns encountered in certain fields of econcmic
setivity operate as o drog upon the secaring of inereasing refurns in
other fislds |]E1:mn|:1u. upan the relative slastioities of demand for the two
Ly af Fn,ldl,lul'.n. But this consaderation, like the athers of which mote
has been made, serves to molke olear the general nature of the reciprocal
relation between increasing returns and the * extent of the market,”
(4] Discoveriea of new supplies of natural resourees or of sew produetive
methods may have either or both of twoe kinds of effegrz,  They may
tilt the curves of egual cost and they may modify their carvatur
favourably. In either event a point such as P is moved to a higher
indifference carve, and the paths along which further progress can be
made are altered advantagecusly.
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