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LawsOfReturn

1.LAWSOFRETURNS

2.INTRODUCTIONInordertoincreasetheproduction,aproducerhastoincreasetheproportion

ofitsfractionofproduction.However,thereturnsduetovariationsinfactorsarenotfixed.In

somecases,returnduetoeachsuccessiveunitisincreased,sometimesitdecreasedand

sometimestheproductionreturnisconstant.ThesevariationsinreturnswerestudiedbyPROF.

MARSHALL,andhepropoundedtheseresultsinthreelawswhichwasaltogethernamedas

LAWSOFRETURNS.Basicallytherearethreelawsofreturns:1.LAW OFINCREASINGRETURN

2.LAW OFDIMNISHINGRETURN3.LAW OFCONSTANTRETURNS

3.Whenthereturnduetoeachsuccessiveunitisincreased,thenthattendencyisknownas

LAW OFINCREASINGRETURN.Thislawstatesthat:“Anincreaseoflaborandcapitalleads

generallytoimprovedorganization,whichincreasestheefficiencyoftheworkoflaborand

capital”.Accordingtothislawwheneveranewdoseoflaborandcapitalisappliedityield

increasingreturns.Alsothecostofproductiondecreases.LAW OFINCREASINGRETURNS:

4.Whenthereturnduetoeachsuccessiveadditionalunit,theproductiongoesondiminishing.It

isknownasdiminishingreturnsandisexplainedthroughLAW OFDIMINISHINGRETURNS.It

statesthat:“Anincreaseinthecapitalandlaborwhichleadstoalessproportionatereturnand

increasesthecostofproduction”.Accordingtothislawwheneveranewdoseoflaborand

capitalisappliedityieldsdecreasingreturn,andthecostofproductionisincreased.LAW OF

DIMINISHINGRETURNS:

5.Whentheincreaseinproductiveunitkeepstheproductionconstant,thenthetendencyis

knownasLAW OFCONSTANTRETURNS.Itstatesthat:“Whenanincreaseordecreasein

outputofaproductiveunitmakesnoalterationinthecostofproduction.Inotherword,when

freshdosesofproductiveresourcesresultsinanequalreturn,thelawofreturnissaidtobe

operated”.LAW OFCONSTANTRETURNS:
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