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fhe aubJootivp approach to v+Iue theoryn pienosr€d by
Jgvqns and the ,',o"st"lrrn eoonosi gte r:a,ueed tbe ldi4esprocd appliEa,tlon
of ths Wrrginrit .prin*iple to ?h* selir€lon ef eoo*tes{E preblese. S*

thie Brinslple *&B hiia& & ashessRt egreto* sf eaenoeie ?beghtt
efte* Eafaryed to &s ''ea1lgf,na*}i8€"* hs part of thts qtretqa le
tbe tbeery of thsl:,*IEr *b,Lob eeeks to osftlain the $fifq rir!& output
pell*lee bf flrse bg aa,rng oa,rgf13al oonoopta. ,hr ;r ler€ tiee
tnf * Wthcd,slogiA*;,tr *pprcaofu xire as€epte as sssquata fsr provlding
€ia *xplaaatie$ sf the plrablew sf Beiceo hit &ei,tbts Fftb noger* to
ths genortil v.ili&it;r ef, Shs f*adamnt;*lgof ;rrioe theery begaa te
gro* "rd, *lpf,sr:d lre rb roault of ref,insneats to and reecnelderatiena
of rhe thaor;r I eepee{a}}gr ln tha lata Lp3S re. Theeo doubt'a leil
to the preoant oantroversJr rhlet sa beve aet sut te dsserlbs.

Hare{li&l Ani.lyses of' the ftre - A Bl'ief - l*r8eBry

the text book vcr.slonl of the tbeory poetuletcs rattonallty
on the pert of tho oatrepr€n@ur* fhis essusptisa oeur be re&loed to
two pF?i:osi ttons;-

tb,bt they s€6k ts sexleiee prof,lta snd
tbey operate rEtth pffi'fest haolsS'e&go.

The poeltion o1' oar,rim"ln profitE is loglerally {otarninsbXe ltl 8be

faee of a teoirnolo6J.eiilly detaretned prodnctlsn frenetion alnd kaora
ooet a.nrl trqqenlra firnotlos. To merdsleo his profit; the antropran@ur
"sXlt exp*rd, pro&uoti.on up te tbo pelnt eberc his narginirl asveauG
ie erir:a1 to n*irginal aoEt" lFbe goeltion of' squlltbrius La ucual$r
illuetrlrtsd thtta t-

tll

1&* text beok wrsion euffere frsu beisg too peda,gogaeel.
In ?5is brisf sumseryr ss @&1t sttsspt te abetreot the thoory f,roo
tbe p@d^egp6A* eethod* ef the $esd sessisasr
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*. sorotrerJr ef, the rr*rhlfrl;r is€srpptton ss tha.t tbs
entrsFrgnsua ELinlstsoa b$s oCIet ef i*od:rction fsr eqy 6leqa mrtFutr
thlg ogn*itlon 1s flrlfl}led rirsn pre&rcttoa ls 8s sPSBs,lsGd. tb&t thc
E*rg6g,lral gate of tacbntoaL zusstttatlen batpe*n tbe f&stcrs ailurtle
'trra r4!ic of tirser m.xhnt 1rl,os6.

tb tbory nart dossrlbstb ar;ui}lblun esdltlons for
profi t s1rnxirsl se ti en us&cr ol*arl,y dsfins& aarkst ei,tuetl"s4Nil r
:'enrslng e parlootry offi;nttrtrva ry;rbtr tha flrs olH$at€s undcr
tb€ fr: 11 os[t]fi sstd :. ti oae I -

(*i thsre *r:16 e lurge nuisl*,r at' lxr;r*re ,*rtd eclieg,e '{otuta6
Trtgh

(b) & hmogenera Produat
(oi i,'irta er-ry &s ts sntsr os leuve Sbe in&r*try.

In tbe *&ae of porfeot so8p6t1t,ton ln tlre prodluet se;t*tr gisss prloa
lo €*war ef;r"rgtn*,i,1 lravseir$ ir equtrl, to;1r{eer ta f;&f6b *orginal ooEt
is 6ir1;eti6. Ia tho 66lsa orf perfaet s@Fotttlon *n Fg fln*sry ffirygt
m.rg*aa.tr Eeeg rB e,iual t6 fhE Ge$t ef tbe a:l.litt*ns3 fast$ra'$s@€serF
to-i-rod*c* tlp nirglrul rrsgt aad t&&e le aqa*ite€tr'te wr$$n*.L F$v9&lrl6r

?hs ln{uatry is s"XA ts bs tn fult eql*l.trtbrtrm ts tba rw$F*futl* *ep
6?ory ourtnoprunerry €ernn noreal preft'$*1 i;$" fsf{tn *&& sre Jsst
*d|{*r*n*iie ln*uoe *hasr to sta;r ln *lui i*du*try {3uee ie snly pouatb}e
if s€, &s51tgs s,h*t tiis rnes,tltt of n*: J, grr*fi$a lg tbe si&r$s. gr ell
6iro entrlnirrcne',ne ) .
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Und,or oond.itians of moaogofurp the sBlS rulo of, ei*u.llibxlup
wlthia tb f,irm i.s tbat nargintl rsvctu.re f,ed serglnel egotr ero
cEu.,tsi[. Ehe monope]Iat san bo tbcergbt of as earalag ttnileffl,
prefStee 'sbieb in tbs abeens€ of f,roo ant*ye:my b wl&taiEee 9YEE

ia the long trtltrr

ru starting peiet af, ieperfeot oeSntetlos t$erios,ffis
tbs reeleei:tio* that bosid€e priaor tho entt€$sanrur bad, e egrt&ln
asount of freealsm aJi :: etio* wi tl: regard to blle nature rrf, the pro&u.ot
ead eell .ng erryend[iture" {fbs firs sqy eqrs abBEE6**1 pfeffiter thg#
it ie likl$r thet tbeae sill be EslnIEt*& asn$r *s tb leq# Ftls+ Tk
degs..:e cf snororuaheant tritrl deFasd *n t,b ilegq9e of, 1e5rer{eet{Psr la
the ngrket* fuagsrfect eolspstition tbe*ries retel& tlio t*adlti$n**l
fr,.eerork of *otlg"t u , but dl i fsre fros perfeet eeupa*ertren Gheor3r

beeieaSly ia eeep*et af ths flf;efu ae].llag aeafutis*F.

ibrirtoal Reeeerrd

Siingg 1939 *h.ere !:ave Bppe$ro6el. eea$sHle eritiage oa aeBeatn
of bsralagas beh&vi;;ur (enpoai*}l$ babrrvlourr shr.Eb €44 k eueced up
t*e Briw *ed, oi.rtpiet poli.oy)r *biob eas be ehsrerstorimd &6 ea attesk
trpd tbe ms.rgrnel e,nefuieie of buei**.:P_Yb.T1r11:_S@*if,YEY_lb:::
rrltltge ere tbe pspsre by llel} aad Eltrsb*r lEeter-r 6srdsn- aad ths
beok xaclrfeo_tttrlK_q{g&s-sg. hy f .H.$. /rnd,ross/, fhoes sltars bpve
in o a,pBrosah ead (U) an atteapt to d,teoover
and forsr.rlate sGE€ tbeoretlaal propoeltlans ebout hr$;lwas bobsvists'
theue ]:ropositloae 66sra to bo at verleao€ rlth ths eonruntloaal enn$te
!n texsa of u*r glnal soet and mrgd.nel f,-,€Y@ttlr6 r

.,,icuta opntrweray bF &rlsen btyser thses xho ephold the
n*w ffiotheeis eq,d" abe d.ofeadere*d tht stbed,ox eael$$is. [fbe
sl8nilisanoc of' tbis €ostr€y€rsy llee beyond, Juet provltLlng an e&equato
*=[].rnotir,rs of bue1a66s behnyiou:r! for the m*rgina] analyais le Bart
of a se[sr€*t eyeten ,sf oeoaoslo thargbtu 1[b6 eerrgiwl prlaetpls ts

?gotr & fritdr
Seononlo Papers Sc" ?.

3R. Ieeterr
EEsnoate &s"low Volo

tk.;. $ordear
and praotlos" Jisner1 aaa

fo. H, $. ,*td,rewe r
0xfsr& EeoBWio Fapere YoI.
He&@lllsn 194S.

Frtqe theory end bunlaoaa bherlotrr. Oxford
Ee''f I9IS I

&arteml*ge of, wr61ael, ane,J"yeia' I'rsgnigm
3$f'. Kercb 1946.

Sor**Ftrrid $stffi d,ettrs.twtten 1* theary
Seonosl.q, &este*, Sel. 38. JuEs 19SS'

5b tborf of n*urfsot$rilrg h*slac*e.
Io 194p. &lso *m*{9,.,M9.

6$o*urUty" MaohJ.up * $tigler. 8F, Sit,
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pstrmgXsa rlth.la t,bs 6snsren sarpus of cps8onrl's tHoqr'' ghs ffir
detr{as ther€fore thraetsna tho vhols da&rotlvs qyeGa of mrglaal
eeel*rsi.sr unleeg *he €pasrsliaetlEaa erinl.ng srt sf cfrpf'*ry&
g$'*iee sn'bs eeda tc"sither co-€riat, or bc *oep'f*gsn*sr1f't :ths
etbd,or ryatce.

,m^t's petrps d31 &eserlbs the eoatrygvurncsf TFte ,'b&s Aws
takirg plsce and Hill then atteapt et r*n walustloa cf tbs dckrte.

Tb article by Hall and Etele erec€ q,rt gf e4utri,aa
uad.estekon by tba Oxford ,"]oonon!.ets frpwrch Gmrpt to atufur $robtresE
ralatirq,, to tls 'h*de W*Ie. .,i&G-ag &e sttare aab* t8 tbe
queationa:rrsc srkltted to sslcoted hreimaffisnr Fatr{B thrr prim
and. sf,rtpu€ polrogc f€ wl.denoa 6aell€rsd iE thie qgr kaern. EelI
anri Eit* rrerE eble "te caet dsqrbt 6fir tha geaorel applieebtlt tg ef
tbs effiwat*onal aaalgrele la ta-nens ef sirsim} eeei ae{ $EF6{FI
r€?enue"' ead tb.f yenture€. to *rggeat "& Esu scd.e of eatmpmncurl,al
behayeour rihieh surrost aoonrui,e dootrire tendc to igawe o.r tbe
baeing ef, priee upsr tha ft,lll-seet prineipl€F.

Tb oatrep*onarr€ ffirF€ epp eq*it W ean6 ef Xrereqel
lBtro&rotiomr and u gueetieslre rss Euboltted to thn. tbe euthore
{Xaff rud gi tah} ehoe6 to oxenlne *hs rEanlte ebtatned, f:roa thLrtg-
elgbt of thse rrlnal tby r$ers atndf,irl Ef ghs lih,oly blea of, snrob 4e
saquir1f. lFk bias to nhl& tbsy rrer€ ltkely to h srbJestef, wrs

(a) elncs 33 of ths 38 entnopFoaiurs trBilp maufaoturero,
thore Be*6 a etrong bi,us ln feyentr of m'rpf**etutr8rs'

(b) that slnoc the eppreeeb rras by way of psrle@el
latre&ctieg nttb ostrslppea€rerc iatcrs:lerc{ tt6F6 eorn
nucelras*rt snd nere iatelligeat thaa ths atera6p
breimcsgn"r ed

(") thsir mnple r&s tso @&11 ts rarpat el*gr flaal
cenolusi,onc.

fllrrovsr, tbe authsrs after s:sssla1n6 tho evl&anw host
sscrso$ *o b+}[evc Xn r€be gsaaral tnepplleeb{}tty o'f thc etbef,ex
Wp€: ef a,nelgrels*. ?hny $sr€ able ta *os that 30 of tbetr 38
fims sdssvqrref, to opemto &€116 sIF Issa eoEor&tng to sffi* fe*s
of lxiEiry poltoy wbtah the euthore &s.raet*rles$ es "flrl! oost*f 1 eed
that *bey d.td not app{e&T to puneua earoLmrn proflltc b;'aining te
pry*dnos that Eutp*t $hors lts unrg*nr.rl oEst equalled, its m*,rg$.rret

Tg". also R.F. Earrod,E
polloyl Oxford $soncn{.e Papero p

oase for tbs gedrrotiyq msthsd of
by emplrj.s&I atudlr.

fxipe &nd,oost X"n mtroprennr*f o
eeh,S lSSr qhish aetab3-iabsa tha

mthsdox autrfureie to bs verifrLad



ller€sit{f , H*agrffq ll e,*}d ltitoh asr*w& **t th.is ooasltll$on wbsq
tbs& s6s8 nbell"y r*nable to ob8ets aqJr dete. obs*t tb4 elerytfttf sg
agg$s* *q& tbe rsl&rtlaesh.i.p b*tveq4 sn'rglsel Eoet M, frie+ Sm
tb hrat*ae*nr th€ er*jority of rhaa Hsra f€$ed te 'ss***#t r*'a
isfsr6*;,ilLen of iittle or n,e rtlavrraas te th€ frielag llae€a€ tsrrB
Bsrhg,Ss in res,Tr oxwBtiepl gq$ditiooa. &s. bea.is f8tr tbs +utlrerg
*oolUt &n the *rirgte} aaafureis ts&Ltt fauda{ on tbelr bllsf tb&t f,w
tb^$,.': rythedox sff:l;rate to b applier*ble tbre antrftEprcer*rrB ertt la
f,est &5hS sqss estierte svon iil isn$ilisitJ of 8b'e elaatia;,lty aa{
pesa*isxt sf'tbsir rtremasd *rlfv*s e*:d EI-ss tq ai*Sa*Bt tc a$i'eve tbe,
gqunlftte* sf gsrgl;t*l *avenUo i d, nnfginsl oEet'

Tbe aotu.rl lxoed,ureu of t,he frr&e fitre aot tdmtior*t ars

!e bhsip dstsllr buh the €eneral.'pattera of thair fris:i.*€ gelie;r
sres elstag eeeu$ &e cs;*bla tb +*tliErs ts pat fepre*€ t&Air
ie€[aeoLras*iE prin+lple. @ trino*ple lgtr8 ge$aralieod eE follErse*

"Priee cset par nn:lt trE tsF,en i*€ Ehs b+aer a poaagnAegs edd'i*loa ie
rode to *utr# everbe.rd.a \eB eest or itd.irect eost) arO e flgtbsr
e€evanties**} a*dl€ien {*retaiieetl3r }#) }a w.4e 1* p*o.t3't. "o '&a
authers ,eerefu.ftail s6T,B$s1 r6E &sns etrjoU iaitiats,::&gaies8 ebr-ngiry
ggrm *be priee, thue fixed, * Sepa.rturee fson *h*'s prAoe rer@ sqas *bs
sxcept*oa tb n tha- rele * rtsplJieg a rlgidLi'ty'in the ftr}l'*cest
prt ee.

Ascirls the raaeena 6*ven fsr th6 abnorsal d,alnr&rreo frs
the ssayqntionilf prlea rers itbe nooeeelty to f,ollow a oo*Botitive
prioo"s "flopreeeed, tra4)o", tand rbom prioe bad to bo rE&resd in
gder ''to keep goiu"."

W *nyi ta,sgp, e.& escargbeladn8 glrJelty ef, tbe fi:s'$a
adhe5led to tAe fuLl sest lrriefu€ glraadple fe rrrrious raeasn6
(qgnsl-a6.eL 3saaoas iaolse{). 'Xbs a4rtbse lXst tbs rsseerrs gF-vea
*# elss ths astrsl srrtakrs *o alted ths si{ne rrcaaorrr tnrt tbey HIlSn

la e fsotnote "thc,t littla aiguifioen€€ o{in b@ attershe{ to tb aetuaL
nri*tkre fn ee& oeteg$rg; aAaoc in aost o&ffisr oalf thoso ]Rc8eg'ens

roluntesrod bT tbs gstrsFrsasuia u'rs gltd" Rrm the dete t,h relstiw
frequEnoJr rtth urh,id' tlrs varioue reaooltri.r.ie given for adireung to
or d,e1g{lag fron fU}I. seet priqilry, ie nert witbcmt iutoseet. }?on
ssry ths S &rll.tsoat flrae; b; fer t& nset sqs@Qn sseson for aot
obe36try pro:ls tb*r4 fn}l-sost ui!6 "f,a&r of oospatitorsr S petentlel
u*SglTo*o'' lnslu&lry tb bolief thi;rt otherq Hou.3d not fgllow &a

i|gqrsses tra prioe. Apsngpt tb Isc&$sn8 glvea fs aot sh*irgAng 1s6a
tbe"c firll-cests W f*r tbs soat s&&sen, rlsfse€Ixc rera thrlt nd'wnd
l {3s reareapoinaiva to Srrioe" r"nd tbat "oonpe titore rould follow Qnats**

Sgrtt & H,rtohr 6p. elt.
9rbt{"
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'.FbE euthorE oonoluda fros tbe{r eepi-r{s&} f,{dlaAe thrrt
om of, tha moet icStortirnt fastsra iri,*rorrrg entrepr.eaaurg to eldhars
to tac fult-oogt iroliqr wi.e a witteiy belrt behef agoag blgiaeaga€B
thst gb "rigbt" prica Et.ra o&D xbish 'iar6bt' to h mt et tb &rll-
oost levql" lflbore r&n *lso $ rlu&e"i-e*al, tr&&tttsn *hat tbte prl*a
$erg "fa.lr ts eompatitora". 'Ibs other leportaet f,eretgrg rs$g that
pro&reera ee,nnot kaor their desasd, +;al re*.sginr*I r$yesrlE ftr;lstiers for
tr*o rei.reofiE. FIrstIy bhey do nut knou tbelr ooncilrffirsr praferaaoe
erld eoco:rd.ly nsat produoure arre olrgollollatp r.nd bso* oa.nnot g*edlct
Eh€ rtaaatlona sf thalr rlvl.ls *o ;i abn;n6a ln prloe. fh€ faer tfurt
rivals rno'lld not f*llqr pric6 increaaoebut xanrld fol.lev p*ioc oute,
odr.usrsB the!4 to b,s x;,irg sf, Frrce ehan6e-a. tssi,sge $ae lrst lexered. sr
r*ieed hy ex$r€s6 atr taei,t agroarent 3 bcol.'uee tbp enqsttcltg ef,
de&a.ed fer the grsup sf produsta la iacuf,ftelont to ske tha formr
osurae 1rrqy, If trrisa *1r€ in thE rei6bberrbood of full*ees*p €k
Lette.* {re{rtr* $.a not fe}J,e$e{ fer fser it aight Le{i* te ghs Ea*es-
p.frring sf flrsa by nor entrtaatn eepeialtg i* tha XsnS t{rro }\.rrther-
s6rcr ab*nggin $rlge irrs e*tly ln ibeas€lyee enS are e a€,rs6 s,f
Lna*nveg;ienc* ts eerle6e6rr1 ffirsba&ta aeil €ffisuraerar Sesarei. ef, tbe
entrapeeaaura olec raferred egplicir"J ts *snvantion*l priser* to lrhi&
tilstoers i,trg attirc,fosd.;;;rt::l thit onl.y large ohangee in }rioo shich
{rs€ olearly proflte,'b.la1 rrre },seatrble.

iitrt:te sonslueions ial;trJ +rll att*r,ei: on Bgrgiruliaui un tblag
6ror"lrde."'i;t-rstl;rr etrlvin6 for .;r'oliit rnuxlnie{.tios is so iafreq[trent
tn lxao8loe thi,t a thoory et*rting rrth ths poetul*rt,o of ;irofit
narxlsuratrtion su.et produoe rraneall,lstlo rs6,ritii" $ooondlyl tho d,esainrl
sohsdulea xl"tb sbiorr entrejrrenotre rrrs euppomd tqr d.u ac rnucb of thelr
oaifnal..tion a.nil *djuateent 1rr€ in firct unlsrornr to thertio rhotlior .ir!
objuotlve or subjective aetio;tee, 8o eilrginalislu ir; tn*i;!,licxrblo.
flrlrd1y, €rr€il if rn*'rgir**l oaat .rsd nr*rginul revwug sould b€ oi;uated,l
thay erulcl not b* kept 6i1ual i,n thE fooe of ehort rtrn olur.n;;:bs in
tb d,aun.-Ird ::nrl oeEt sobed[lea.

t,i: tlie 3tj flrs$ rrh.oh tlrii nuthore invoatigiitedl i.tto:ition.
wrlg sonueni.rrotsd, on the J0 adhering to frrll-rtoet Friorngs in r,triiloiiilo
an& in fact, lili i;iro r,rtaLin"irr6 S fi.ririsp onl !t, €i;":, eorrolrr:List tttr;*
teli;*vicur i:CIoarded. tq tbe te:ct boak tleory. Fbur entreprane'*s intiuo*.rted
thet :.i',ey rould bake into *r:oount the el;tatioity of d.eua"u'"t .rld
voqld out $rieoe in ndrmal tiaou;tf tlre el,,atioity of deruiutd rras
euffislant to rmhe tbis asura@ profitebla e whrlo the reJairinrng
tlrrea k"r.l p-.r,tterns of bob*vtmlr xhich scr.rl* not be edeqrr*trll;,r *xgl,:,inod,
by eitkr;r;.aciple.

'itra ;'.rltl..rore elaessd ths finn *ccord.;Lng to Frafedsor
Cb**mbr.Llnte ni"rkat chrsaific;:tlo&rr r,r.nd. tl.reg str*tod thi't trl;i.lrs

oompetit,lon, 1r[r€ oligopolf c-"ad. prrrs uortopoly aro reretry for;ind, is the
businnefl xorld, iia.l tfu*t tbs ty.piorll 6aae ie th*;t of ulo*o}r.r1igtis
oospctiti+n Hith an arlnlxture of, ollgotrroly. the lepllcatlan ie
tbiit ql,igopsly elaffinte *re f,ar eere owtmsa than gsrtrentlonriJ. tlioory
ied.&'itE, fhs &uthor fannd. rt diffioul.t to drffprentiste betw*en
qligop*liatts firue erg;" othererc,s th* dietinotion sesnls sntirel;' to be

*6*
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op6 of degree eXnoa all the firms $crc osaesioue of, tha praa'onea sf
ooapotitara 

"muf 
the pousiblltty of reiaotisne to obaneea ia thel"r prt@

qnd oqtp*r€ pEl,!ey, lfhe oligopoliettu elercsta ar€ 1r*o,amt tbe
demnd srrtra m,gr bo irearlncd to be lndeterslno.tol Elme rlrsle trse
oaly tmgiro e*rob othera prebabJ"a resotion*. &l.E led the authore
to lntredrrsE tkXr klnked dcssnd surv€r a tool Fith Bbld tbclr
theo:-p of gtability of tha flrnn ie for6ed.

fk Hlnked ;amuM" else
iiffi%

ffua k*nkqd dss*nd, $rrve H:B r+lss r*$rr*nee€ orrntepge.ncs}unlJr
hrt endepon&ently b;r $racay"^ and thergi.n lles thE form s*d, fap{*ot
$f t.h,e d,laswsrsr Fqtb rereior:s aoneld.er bha kink te bE a gaartlL
aandrtisn under eligopolistlc e;rkst etru*tsr€s. lfiie &tffercae
bctweea tbes llee la tbs addrtiosE*l tl,eete by geil iAd' g1?& thnt
tha ki&k s:iets at tha &v6rsge price * as{t tbat this liriw tsade to
ba r{giA, tlhls pal}€f FXll deE}l ftrat rlth ths ssnraaa p*lnte ln
beth fs,mielatisne +:d then ryill de*ul ptth, i;b a$#itioael, tbeef e pu*
forsr*d. by lIall and llitch.

tlndsr olegopol;r oondrtioas ths rs*etlone ef *iva}x {ir€
{ndaten*,fuu.rts anrl rit beet o;*n onl;r be inmgined. fhie g$vea risa
ts an indeteralnsrta and, tmaglnad. dse*nd. &rrvoo where a kitrk ie a*id
to o"riet a,t the pFsvrriltng Jrriceo :nr1 the qlastlsit.f of d.om'rd ea
bstb &rB8 of Ubs krnk u:t1,1 be dlfferont depond.ing on $betbcr ther*B
is sn upw"rit or dolfa!illird ecryo$ant of prim, lhl"s elifference in
olastio.ltl,oe ariEes out of, the dlffererrt utJ6 rivi;ilo are ew.6lned
to reaet tc &tf,ferent price oha&{rsen

If oae prod.unen lnsreilass lr,lii pricep hia riwls experlease
a g.rin is bucireuej ttrug ordlnarlty tbsse wuld bG &o rsiiotioa a't all.
lbr tb pt'rtigrlar produoer, Ib da${'nd. or:rrs rco*ld tEsd to be e}eetlo
geLn6 up. If, bo cuts hia prioel bis 3fyi.ilar in ord.or to f,orgetall
tbeir loeese eust follew tbs prJ.ee c.tt; 3or it ie oonoeavable thset
tbs rtemrlnd slurv€ for Ub pertlE*}ar 5rrod.uoer tenrle t<r be inel.retie
6otng d,orEs.

Ihs d^es&ad ou,rrr€ is .nl.$o tiie averaga travsnue ou,Svon anti
the klnk in ttre i1vefi,6e r€vsauo eur?o rill 6e*$a il ,lls0oatiauity
in tlieei*rgi*il rov€nuo ourvo ir.t 6he i:rnwilli.ng;iriael a.nd, the d,.{a-
oontj.r*rlt$ lios juat belov tlre ki"nk, llsseral lsirlioat.r.one folLow
froo *h:ie. fha oonJ.itloa for ehort-nrn equlllbriuo3 th*t rx.rgitrel
ccot shexllcl, b sr;i;ti:l to aarginal ravenuo is ctiffigult to r*'oliiove
bceauea or' t he lrisk ernd, the 4i econtinaitpr' iie t&a iai;r6!a*] clrist
my out tbe rrrgiru.il r€vcnue bstween the ertrernu rroirrto of Uro lal,torre
d,'isooatinurty the oondition of e.;urhbri,re seena to be ieae preoiee.

l1 ' r. tf r-- -r ,,- .!^- ^^- .r.. + i a*ar. rt[. ;necey: ff&ffiiail unil"er een&i.tionE of oLigogo]y'.
Jourzrir'l of i'olitto;1 li$onoqy. 19J9"
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Price
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iiuentlty

e(e) H,rll & gtt6h Yersisn

D

rd -:E
?{S} Sxeeay Ve:gioa

&,rglnsl ooat sannot b@ greuter thqn eer6inal r€tvenna thcnrgb I t ney
be lsas. Agotber rnpl.r.catioa aqy b6 tilll't bho nargianl paio€ ot'
feotore ndlJr not equal thEir earginal prd.uoti"vttles. A suco€esful
otrlke, foe iactsrtl€ie, m;r lnore&6s Hrr$pg tLthout lnflusncing the
oLrtput lf, tbore lE a tsir*'r etthargb th6 nss va"SB eBJr oauao the eirg;inel
eoat gnr-rt"e to 60 r*I!. lf &iffosent relggs ar-e peii.l.r it fsllot{s t}iat
the rftrgari miglrt not bo equr,l to u...3gin;:il revanu.e lroductivity. 'f;he
total rsvotu;r€ uoult{ still rsnain the nr$Esr givon the prioe. lirt
totel oost r*ruld. hlrve inoreileerl ancl profits rould b*v6 decreaeed.
lfberafore the nurrgiaa] ragoclue giroductivity would nut {i,^u\.I urie prlos
ef laberr, :rg ita arlu;'Iity erra onfuf oo&s i*bout lf ther inorgr:*e in
w€lg6 rate l.e aoowpruuied. by er lnsroi'e€ ln tateil plrsfits*

Lrhen il firm es doniru;nt *nrl L$sDutcsg ti.e role o:'*" i;rice
lsa;d"orr e4y ob"an6e in prloe lr*11 bs rlo1lowed, bJ"'Llte ctlier i'irnrs. llre
rtvalg ar6 exlrected to reuct the Bir*rp H;,Jr fotr' uprriird. oi' cia$t:*rard.
s(nrgtna$tn of prioer lt{r$@ there }d1} ba n{, absupt &*nge;.n';ire
elope ef, ttis i:Y8Fei$s Ea?3Ru8 0;r3V8r

In &nother Eitu*tionp priae ooncesaiont ru:g be 6r''t*rrtad
eeoretl,y. In eo far tla tirese grtcc conceseionu rsladt& oocrst 1 tl:.ey
yill not be n;itsihad by rivalp rlnd tbela will be ao kiakn C** m+r'y

horsver a,aen$N Bosne i.una.nt or'dreorj.niruition tn sucli a" ai!.r;tiorrr ud
tb {rssrfi.gs ffivarxue s'frv€ ffily k tlru"r6},t to'show tha ervsgi"t;s *rf ,ths
ctiecrimin&t,qsrg prlsss obnrgs&; and for downvi"rd, nsvenents &ire f,c$lend
sq.trys se13 ns.rt bo iis inelaetie i-s in tlie ira*6fne& ds. amd sltf,lrs*

-8-



&rrtng per.lods of a gsneral ineaoa.ae ln dmrindr tbe
sxpootr,tJ.oao of ths prodrrocro rtll bo effeotcd.. &g produoora rould
be lceE r?n{f ts rotsllu.te to e prie* srt *pa cl@e&S iaEree*s
oiaoe tby u^rs loea @noeraed abcnet lose6e. &etrld a klnk crletl
l.t rrtll aot b a cha"nB m€, sed tbs disooatiauity of tbe a*r6*asL
aawslss gerrvs rfll bs aeragllred,. Tbere le eleo the Likslihood' tbet
duriry this psriod feE**r prioce el$t lryxsaa,o oausiag tbe w*Sinel
oost cnlnrs to go up e,nd, out ths upn*rd portloa of f"bo dlecoatlaultg.
Ilr sreh oonrlrtlonsp $he trrioe of the rxoduot ia ]ilraly te inerE&E€r
&,e oliggpoliete *16 &ole l,ikely te follow *rR *noreaee in ptrtoc.

;i d,eeretree in d.aetnd., ae in pariod,s Ef depleesianr od*rl
bo ergpotsd ts bve tho oppEsite et'feot, Rlrrale wanrld aot foller
I;:rlas ireroasee txrt seut,d be soro tibly te fel,lor prioe deeroeoee,
eskirg tb laagined dwrd s;urre F€rB elastic r"e upw.ed ewEeesrta
i.n lplo6 i;nd lese ol,aetie l'tr {etrn$aa* eoss&rnte, $rnw tbe obeege
in *trep6 Lc csaa mrhade the &l asvatlnnitg la Lnor€irs6g. t*etor
pri,wa le*;r ti+eone "etiekyn olring- ts tr*r.le *nionts unsilllngn*e€ tG
:r*s€!'* w{!di€ #lts, 5be a.;.rgt*al ess"t surg€ retaina lta trravrare
poeatior.l i.e& thare ie lese li,kslalreed. f,o:e produceue to al€es thsir
irli oee.

K&t]" and. Eltehf s vorn.ion of thE ktnked durand, e*rrvs oarrLee
tbe ad*itl<xral thaoig tb&t bhs kiek oogrru i"t tho Boint, *rherc tbe
prloo, f,ixod, oa ths ltrrl*owt pri.noipJ,o uticdee &rxf thi.t for e" sido
r.^oei's of l*.r6inrrl oosta tJrE es*sc prrctr wr.Il, be ch,ar6ed. - in;r.lyirg
st+btlity and rlgid;lty or the 5revuiliag $niee. ff tho movemsnt is
conerdarabl.e; 6rgr uhea dewiled deoreaaoe and rssriae tlrare for $'oag
tine , they uuggeet the,t peio6 rrill 'bq cu& by "one fool who ganlce"
and, tbie ob*,nge vtli. b@ followed by otlprn" $hr:uld oset eoad,Itlone
e^*s€e by sinll.rrr **uotrn*s fss all th.a ferss, then ths i*uthors auggect
th*t tb$ fuli-qogf, pris xi}l be errilu,*ted..

Fiuur{E }
rlJLIr-CC;;'i' Ph:Cili0 Uffiii::lli CtIr" SfiS

D!,e{i:-sp cticjiT.i.{,i{

Price

"'.. q'

\

d d.'l

rl

B
:

,lfld
i

t"

li
*
i, rl

n.
fif
r
l'lil
g',1

3,
&'

ti iiu*nti ty
-q



In ltg,r:re Jr "40 nepreoaata a seation of, tb ussrqsp eqat
sutrvs (excl,urliry aorsrl trxof,ito). ilt sqtput SAr prof,ite rrtll b€
rra expogted, end will ffi*Bure up to tiis ooavestioatl n-rgia. r'riog
slll not be abxrged, for a wrd,e rdr!6€ of riola;d oorgflitisec. f.Ely
l,f the dwi.*nd, &lry€ ah:i,fts crteld.s tlre rr*rgeo €rgr srroh tge far
left of dtdn, then prica siilr b€ cut. hrt sbmrld tbs soat GLrrrra of
*11 firrs strift rn eioilar ueou^nteo tlen tbe futrI eoat llrr€s sf,
OB rf,i,Ll bs "r6*gn*1uil,ted,".

Hari+ml-1 an ln -,iri*o- :bqlofrse&? Rc la tionshl lrg

Iestorts tr".perle rtoaori.bos ua snqurrJ by uoau,o of rntenrieue
an* qlreetivili-;irea of lhe rtl.q"tt,o:nghip }a?rgaen rbgss &ed ssployreat
froe the p*ini o,f vi+s of tiie i:rC.ivi&u*l fi.ren e.nd, a"rrivee eii
tentative uo:rolriuior,e whlch raice 'grave do*bts {ia tc tlre sa}Ldity
of, corrvsntioni,l n,rgin.J theory i-n.i tbs .r,ssulaptlana on uhioh it
F6etg',

.,:'*fter vlrFiuue intenrie$s rrxr.L traa tire wfitte* repSi*e ef

?*-'il:ft* T;' :;di:;#ff u,l};* 
"?ffi: :: :'?ff fr :'tr ",-*.:;:tffi*l 3

aad thie e cncle*ion oein ba explainod by tb* I qllewig r'6*rson&r
Elretl"r I h{rc,oilss of tk p3,*nte and t}re &e*nigel i}tsssgs ef such
lrlaiit;* r*biCr roquise 'lfixed orowgtts 1.o. flxed. ]abor.ir grc,putisne.
$ooontly1 tire bqsirtos@on gonen*l,Iy thotrglt tb&t d,elibertite surtisihper,t
of, oirorutiona dnil oaploJffint ae a;l ar\iuetwnt to uir6o irureaeee,
incre.rse vipi.rble ooste per unit of ixoduotlon. Tbir{l,y the
fleribltitlrff earrJr of the plante usud ia srtromt# risitsd E{rd
aqJruidjLlst&snt oJ' tbe eethode qf, n**nufucture to ohau6ss en the relertlye
owts of llroduotive reaourc.os noulil lnvol,ve inpreotlo,;rl Be.isuroa,
eucb *ie ths Br*i€, poaei,bly ut & lmer of eriating fr.oilltleg r.rnd. tb

1*."i*i'rr trogtar; '!f,ihtlrt-oouingu of 6i:rrl,firurl an**lysi* ri'or
arL66*9gplo;rent luoblomo'. ringrtc*n tloc;nofiic tevievr',ro1, 36;i,
1946.

l3_--lbid. I'a6p 67.

l4--e,9. f,ledbil1ty for etqranslon by rei"rne ef eh'r.ngirrg or
red,esi5riing or' e4ul"pu*rrt .
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prrchesc of ner facllittss and aEirl.pwnt I th@ retr&ining of tro'rkerg
rrnd oenfntloss othsr probLs$€r Laietlyn the a.nswre of, tbe sxestl'tlqes
gey6 erersteleing enpbreie io current i,rui proapsotlve deeancl for
thefr prod.uota ire ttq.aoet i*portant facton ln d.etEr:uining ite
voluge d onrplo3rrnont-/.

!{ext, Leeter exesin€d, $hstiiar tb,ere s{:s RnJr r"elatnan bet'xeen
lnorcaeee in Laberr csdtc u.a& th,e lntroduotioa of aegetal ieprovawatsn
&rt af 44 replleeo 42 replied eh{rt trsver rc:gas tn the i}suth (.imrioa}
badt nct 6rr,ils€d tb*rr eornpeni.es to use Eor{t l..bour intgEl,ve I}lentr
la tha $s{rth, ralativo to thoae ln th.e l{ortb3 and eow Etata& tbirt
*{tbe smt ef*lslent sriuLtrEm$t rrvnll;rblef wl,s u*e$oin €ry@rr plest
ragerd.Ieee of location or t"' Tb.eec finitiuge
,acuple& rdth tb*se of a T.F,,.I.C.-| atafur of xiige-r$tgse lubeur oo€te
*n* tesbaolo4;icail eb,ange i,n &oiea cemlianiee Flrich ind'isri&ed tb;l"t rai*gw
r**ae rnary tciv6 no signtf,ieant influance ln tlre dEtaralls.t*cn and,

tiuing of toohnolag{ar.rl elti*n6e laC. Loetor to tbe oc'aolueisn th*tt
"for tbo r,rogt i'art thor€ eppeared to bs littla oeueaL conneotioa
bet-*ren rrtorJ*gad ln b,o.rr oos+.8 r-nd t'.o .ntrod,uctlgn of c*.)j.trl
I mpr elrottx] nt J t' . 

rc

",-aothsr queetioruiira, regr,.r*irqi tb.e *d.juetmnts iiiegr wqrld,
tsr.ka to; stirirp nsf,rcrrring of the i'lorth*;,iouth w;oge d:ifferenti":tl i*
tbeir in::u*try, bro.rght fr.rthsr f€lrliaa from dJ eouthern fi.rns whioh
rrsrs iridic,,tj.vo crf llie fact thllt $.:.96-sittes i:.re not in faot.'n
lnport.rut ini'Iunnoe in dael,lfng the rl.lltrxlot of employrent vliieb a firn
offere, 'fte noet freriuont).y wntionsd. ad.juatwnt by the fi.rmsrgiie
inproversont in efftcienc;r thro.r,gh betterr niinagerent lnoantivss*', eto.
Introd,ustion cf h:bo,rr-ga.vint: m;;ciiinetJ rriiS the second. inoet oi6nrfioaurt

lSrbt&. pase 6r.
t6: uJ.&, Page 7q.
l?"1*r11stri.a1 rrlise r;ites, l;"herr ocietF ;inft l,ricc poliolsst''

T.$.8.C* nonoli I[o. 5, :"*oied, ilr Lest'lr. Ibld.
lil-J"trifl. Pr:ge |!.
Ig,_-'l'he rluostiorlrl.ra *lntions "(v) .Improv* officli:ncy

tl:rougb tr*Lter l:roil*s:tion m thoda, organts..tl.o:r, suligSrrislci:r
inoentiveo, ;*r:rklex*dun sto"" Ibld' Page ??.
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iid"ilrptpst mettwa. BsgCIotalty notsusrt\r ra*e t&et ealy { outof, ths:43 fimg mtiwd, tb a.iim*t*-;;"&J;*"; or e+rBrs 1 sa,.ariiusiiaaat atrnasa hF o*ayenri;;;i-;;*L*l'il*:'Iff : Legrer app.sreao bsye e PryfrF feet'o ssse for bie r"i; sonclu,d,on ebcrrt tbs res,hsssof ths di'r*st oesneetlq batydsn w"ge-"*tes d.nd ths alss sf srtxxrt.

"aierl$nt tbt eonvrstienai thcory of tha r'ira r"i lm extent tonll;ieh '*hsg sgt4+pqtsas, se€t t&e laEt Ef txreiaacu grrc,e*iee, Hs:ittwFte f3,rat &l zua up the ejor premise* on stirdr th* *txgins.l;ina\raie ia k,ttt.

"(1,) *bt b*eiresssn seek ,*lr*aJrs to ui*slmiee prof,{te

{g} t@t p*efi,*a a*e alqngra uirln{ae€ thrergb +djuetwn?
*s e L.:lelE66 eu"sher of d.tr*o*ions, ;*-nir it is suffieraat
l,a seF ssss to cpnrui e* ;t"{Jsetrent in cnlg oa*
d.treEtl"oa (ertputJ.

t3) &*ryoe in tb given dr.t*i oe€s.m emt'fioiently t'rsqrrsntly
tbt tt, ie bileanly poasit)ls to ev&l.Tdete the resul'te
of, * va.rioty of altenoativo pouoible adjusircnte tE
eash wu s:itu&tront s.n'l

{*) th$ effeots of dysr"dnic uncerteinty oan bo iignored or
(rh*t ii{noi.lnsg ro tJr€ a.:Bs thing) unoer:tain ery4,'ectationE
eaJB be reeolvE,r ento oart&-inty equivalents. F--

Gor&onrs ooal,ention le tbut iha n:i.rglgal aneilysis does
not;:rorriite;rer.t;rai"eturyexlrlun;';fionofPr:ioed'eterrnlnatianin
;aaotioa bec.iueg of ite reli,,rlso Lri;{rn ." eqt ofasauBptloni: wlrich in
v+ryin6 4e€feae 4ogc $ot bold to 'be tnre in ttre real worl'L. lie
pei.ate-tei tbe actts*tr mndrtione of,' -'u$a*d:in{1 tr.nd unpredecre'bltl
*b*rege and, uhe eriet€s@ oi' iuore rdtrestione sf *itjuetment' th:in

!1" f,r.eipEee e&rn posor'bly bandJ.s ra t'ba miitrn€r aee'*eed' by t'or"o*I
theor,ytt.-*

r"B ,,sg&r&e he oritericn 6r oror;im*$ profiten ilordon eta'tes

thiit e=',tg* p**lit*xXf noti'es o'ttir erdlilonw 6ft8 behviour of liusins$iF
n6n f,&irp &fis6 tiB,*n ,,L gstorelly ad,ulggad' f,h*e e fixats in*titutroosl

&&.s.'sor4sn:
ard practlcel'* @rigan

"fihort Pariod 'PrLea

i*sonunj.c xeviecl Y'ol'
iletes$ingi*!on in tbeoeY
3S*. L94tJ.

S}rtLd. P@s 2616.
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snvirsffist
oueb ee €b *iatqaa,a u-r e"ol;lr il earltag thr-ough pertlorla^r&isartkrtt.l*r eQp',lr$*lg* fu-pur,*r; # *A"*. duiLafeqy *bJeotispsasr b ruksrient ro it. ,oi*rv ;";;li-oiliii*"o=r*rm*onn
'sld aftdttdly.lpf s€@"ry 

"-.ti*"" b*rte an indirect effact onsqofltc- &rt f,+ffrq+rtiee *rias s&t or rbE nn***-i*i;""ler;iy.-oreet*bllTbiEg 3G eeap&rallrr * ni*otir""r 
""r"tiq"urp htneenrytf;ll? q'ed 3]? "etlare dogmco sf tulfttmnt of the srbor6.in:*teebjaetxfg*,, t*b d+gmo er attarn#nt er t&e Eub€rdi;;-"b;;ffi;

netigr aat, b* quanttltabla. n**ue***, tnuo objee*iree nqr baprrran€d, la lergo diec'ote atep.. &e+*ea sf t#eI-**o*,
a 'rginal adiustsente tssrd -"be *ona"rJ 

"i;."tr"e Brry be lnpoeeible.
tten4m au5Fa're ','hi*t eetr efaetory profi te, a vE6Be eiteri oatbtnr6b l* ry.b*r tc-a Bsta eetlsf&stcsg {rtrtamr*tise ts 6*r**;pprof,ltc". 'e"qqgr of ienaeenae aed uneer*etsrtSr *A iU* iSI*fUl*

!:d\ sf ryqlmistt'ue PFa varJ.ablee th*.a ura eind s-,-e cawrxrse,the breisB. Fy edspt a= B€t ef Serd,stlcke tbat pre.ises btn
aot!.efeetegr pqref,ita erd es,xieieea tig eire g* ioo ooaaitieasfor hla relsiag iE krginGlesr

&str ,ths eeersptLea of etrqro rarnodp ogtisrsrs ess&
ard' neluun firnettee la t*,ca to taek. Ia the s"u" of ooets sbere
:i finE pae&rocs srltl,pla produote fSe soetc costse$ to tbelr Bro&ro*o
are allmted ce milg arbltrarSr bas;io. Ebs f,i*re find.E ltr in*oseible
to eahs @ttmrfis raem.iag €f ohsrnsg tn eoat ree.ltt,l"ng fry-obangse
is tJre qstlnrt ef, €e w silso pro&roto; iled. ae r practAp*l aolntl,on
noet f,lsrs f,ollw "*gte rtont irreetetablo tendmo]r to pstroa et arn
ay€tr!&Sa @t bat^N'rr-'s Tbl,E bee.gma the "S**dstigka adElttod to
aia et eefg leofltel ealnalal,Ly xhea tbe erya,aEloa of mrtS*lt 6ee
ti*€ Slesi tn,lsgB iaswate (ooueiag bttlereeke la so@
esp*rtpstc) eed renl3ting ln disemttrurrtty of, to€al oocta ia tho
fiss.

1gfuf, !1&si.aossanrs lgneaaw ef, ,h.le de nd situatios eahcs
tbs tbog:t*Xeg,l tsoatmnt of, 5rrioa dletarsirur.tioa prleld usrealletlo
regulte. Xa thg Ctp*,n3o i,nd rrntrartela br:inoea sorld.r the bueinees&s.nfe
great ssffi{rsiB, @ .he ileennd. elde ls rlth tbo Srobebillty of &.

ooostegtlf *iqq{og rnluryo ef ssles Et a gtrvan price. Ss Ls eotrta

cuaset'nf,{- urtth iA**W ta dsnand n*tbar tb*.s trith th6 o&aBe of tbe
cl.esrn4 g*rfrgr Sarglnal tbeqtr ie alee rffrreplistlo rrhon iS tlasuB€cl

;Cl1; Fifi*"ei66!' is {cce to mrilsxrlate priae asd, eutput in &uis

shffit s€n"f66. 
" 

qq1 fary profitq, ss$ooierty rboro oligopoliEtis
*noertiinb,. ?.4€+ur1* qry bs sers raellstle to &$&i&t thaat hrEi&oas es

h;,se **e#.t6*t*6r ss,s'btnr E&r€ ebffit othEr wuriabl€e' euob es

sollin*j a:Hl$asop selo* and prodgot rariatien, rertber tbe tbE Friae
aliistls*ty af d[*wsd,*
ry

a&bru. pews e?4"
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@aan fietbr wntrone the rnad*{ueqy sf ths trsetreat oftlw e.$s tb 'wptlsatloaE sf the alewt ef ties ln the wnyst*onaltheorgr. targrnBl theeqr oan taekre tue Fsbr"n-Jr-ortlaipatlonein eltb*r,,6f, l:" Fqr* , {t} *o uei-uiatio r""i" ui " atnste per$ad.analyds aad, sffi$rqsa tb tndaflni,t*"n i"*-iii*-iu* reeoat byiacluilln& ell'' ralevaat actlolpationa ia tbs oost {iad rce{rmrs funstioseof the premnt parted aad. ttatemlaa uedubi-*-ui;u"-Jeiliri'*ur**gt*.r qsls. "# mrsrnal ou*t; il-it)-r, iltrr-purio*a'aal5rdo r&ey tlg thogry te eds ire*re by i.*tro&rcixg wlnrate aoeterc* &ffir# rxee*tieqs fer eaoh pErrle ;irhG il;-iJsrneemsafgbetss. lfu fil*Et mthoit ef aaufurate nrmers froa bssas tal}tologi.cu.l&s 4 xe*r}* nf F9g{asfn6 *be Beope € ;Gii-di"loat frecr{aneby dootcr-teg ,!f{ abe$#sg th frle;tiens-{o *inr"ar 11ature crsnetet1e,,e,q6?ft' "Cxptar.e*-troa for !p canryee- !&alti*p€riod. ea*fureiaf he*eqflf €sea aei sffer frae tbie w*k*a tnrt ite eBpl{*€}g.sa lasclveetotcrtrIg'il&,ffil aeroptXeael €rgr *hc eeerelrtLos sf aut*gfa4 hoxled6cof tha qnt '9srytsfitr abenrt bie future eset s*ad rcvaarrs ftmatiea as*tris Plaac fe futura aotton sithla thlE *,eesos*l snotter-[u""ru
aaeuaptXm le "that rraeertain expecieiioae s€I& ba traneferqed lntoeirgl* etd aq*ielente dttr adiJusteont f;sr a faot*r te a4presa
thE buetne,s+wrl'r€ etti&r&s tesar& tb unoestalnty Xnval,ved, taseiBnortry €hs' po5atble tadopeat!,ent effep! ef uaaert*tatg 1n'med!.fyiqg
tba prefita - Bd,Bi6atl$t eriterica*.t*

Settenfe mln tbglg is tbet ln a brsi.mse esrldt oharal terl,Esd
by ignoream *nf, unmstalatyr ergi.nal thoery f,eLls by eemraing
arr&Jr tb tusy ooall,tttons r.radar shX& bratmsffion l*irsme tbetr protite.
Tbe ao*nlngrttea tbat hlalnagffi€n bave porfea€ ;rnci itet&iled. holrleil€s
of eoatLrgqrs gnd Xmpred,Lotebla oharyea e+i[ unanlp*Iete thatr varlables
in a Etet* d flus tn ordla* to wd,el,ee tbelr profttsr le tee&lf,y
unreal,, lShg{r roaL l6aaranoo ia eoe1ron,radled by rrnoertai.ntyr *ioh
bringe lats tbs plsturo ita wn probl,caep €r$r the pureuit of
strb s;i dlerysb& etiYe a "

forergl e€t Pri€ias

& astiole by P'S.$. And'reruz5 rePr?eeate the first
attwgt te pryWi.*e ea al,tetaative thaory of, pr3.oa datesmiru*tion'
I{t E tbqqy ;4gro1l.eoe fuas wpirioal f,eets andl le a foeffiil{rtlon of
tb "n63$l-egsttt thoory. Or*hsdox thooqyx "r':nd.rona s&Jrsr *rfferc
frss tre Eela dafeets. ler.ratly, it regleote the exiietenee of short-

".r* rssfitnry *p***tg s6 -th.ts b*re led to aerpr* in tbe u"nr*lysia ef
coet* $*ewrl r* kgreote to teke tlm ints eiccount in the thecry
r-ri' d.eead,

E{Xtr6A. f*gen g8$re81'

Zfu'*.*. Asd'rewsl
rncLivldr.l*l'1 h$giffi8*" n Osfor*

mA reoonEidsr&ltlon sf tho tboeY
$oonsmic PaPerel Vel". 1" 1949'
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'sSsE# &er,y tkrcfee rolies hn*rvlfur sn bte anrifunpisof osste ,'Prs'wre sas thqqsht of &re b*iry *-etrs*dont upoq aootE asd,o*tgxat i.e ,,sst eceq{4u** *s bs rb n**Ig ;t "* ;raaeigg a*a''rgine3 aglr€au€ egainst errginai ooet. ce"t,El""-u""" a,a belr1g ofrso hrrdse* (*) ilrreor aaa fu) inai"."r ii";iuilill
r**p d$ryet Eoete qag bs a49ee*ed. to rewtn eosEtent for:

lu1!o. "-S{*'ryss of, c*tnrt sraei the ,apeeifieiittsn?-d;*;t."tw:r| €ell fos,'esryg erwn quqqtity of eqeh qeterial to be;b;di;a r*sa& ugit Ef,,tbe fite.lEbe& ;tro&u*.i; ualoea ertgl** 1e itrsspeeed bg1
xorklng e+ertim' fu riaing .p+*t or' ihe o*i.rge drrset uo"i d"r".'Rr net m*etidsrtd, eelcva,atr &8 Aadrers tmeta .f *rr ng:elal f,er
bileeasa&ls1 iercepestiro- ot' iibe dagrea sf oeopetitj,on utrieh hre
frrac hra to mctr tg--g*n\ to MvB tsserore @p oity te allorc biaeelf
sl,bffir ffi,,*€,.s€t'€itb caurii$gsnsiea riss alen te b rcufur te faw
*a aqapdLi'€ Wi*et sith tbe accretion ef epdrill,,

, AIfi* aSf l.d,lwet ewte fatrl lry1eebolf€elfy aa outp*t 5.s
:nes*s@€..' Argp*t BS he ianear:eail bayead thc Sieit of plar:netl
output by *Wfqesia€,artse eonte eitber by sldop€iq6 eryErliw er bg
iastatlig€: e$t5* te cf, ns6bia6ryr {h6 extra eoet }1111 oaue€ tb,c
bvorrq€€ isf,i.reot ooEta €o rrse ubnrpily to a ner level froe shieb
ii. will e6atn bgrn to fall eontinuouel;r, &rt bsss&tee of tbe
*-::ietsaw ed res€Fo oap*ro[ty eepeeially ln Large esp.erity eaeb;inoe

:."1 beeauw for ae;r ebcrt ino.reaps la outplrtl lt es"y b€ poeaible
t,o oe.ryg e1 uith the sd{Ba nrperrla$oa; tbcee sowrboad soet6 *i:r.e

to b@ segEt ac fi,ra& owr bood ptret€hoe of, eutputr ead oerteri4rtf
cnrsr tb rcsgg ef, Outprt Trhi.6[ tbe tnreipss espeeta as ug|lgl*.*-

&n ths troag raln, ths bneimas i.e ooupJ,otely frea ts ohasgE

its mthod[ ef prdnotiqr ed to sdept thep rBenially to tbe presbratisn
sf oa& por31grlae enrttrrt. Aeeoptiag thle defiaitionl tbe hreaBsss
Bqy bs son16d, !s be eo cegunleed as to prodrree tb6 sutrxrt et tb'e

ldest sstr ,.&Bdreps egreiu tbst eteg'tiry fro3g tb-is aam'raption tho

theenetfsf , wt ,grrve fe a reeeorpble eslr$opt - th;it lsag run eoeta

nay bo !mrea,qi.q€, oeesteB+ or decreesint,' &rt be disegxr€es ritb
;G ;dffi-ss";Giie"ttonsr of tbe lorlg*p.n eoet nlrre es bing
ij-sb€6p@{ i.* fi f.* ea t&e ri*ieg bronsb of, the su'l:rtt€ sanaot be

justlf,."i*d* me tsxt b€* *rgioi iustlfias tbis by referonce to the

aeerapt{m stbgt qaanggaeat rrrr get aontinoualy a*d pasg'r€8aively

reee sg*[ .nrt*. J*.srq-cE eontend,E *at ffiLsii6affiatr H]llFp,.otb r
f,:etfE.e 6bno*1& nEt b mo-jaete€ te tbe eieple liiw of t1g;6*psollortl6a*tr

E6-
' *drewl 6F' e'1*'

,!'J'g!'adasnr getee tbe
Essa, ,#grrspir &esgber 193f 1

Bupply @{tEY6s"I f9.}1-P''

Fege 64.

artieles by Herreds "Sssrsiising retutrT:.s'r

ead. S' Slnerr 'l0oet otl'lru"ea irnd
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.s8returnsr-- ed'elggpota @t tbe
.r. seflEe Ef Bleteeurr ald etr bG
esale up'ie a wrtei,n peiat' a.ad
a d,tstai,qhiry rete.

]ppg6eont', arsas€p eoet, s*r*e {e
tkonrght to fal.l vtth l.ncrneasas ia

then to riae, tharqgh pr*bably at

l3seh+{sel ooste are theugbt te fa.ll untll Ghe optimrmsoi:ls o{ nlsnt ie *ee&ed" Oace tura aa*le La raechod", ao leng
i'l,s tb laqseea ln eEala te.kee pleoe by erpli;"ii{" the optia*naosblstioa. of fuetsrne taohalell factlre lEplt eoeete{rt averago
Long-nrn wste ef lmodalotl,onn but tf tb grortb in euare le *y a
ernaller asaratl thea tbo everage coet cury€ s1.11 bs un&lt*tir16"&rt tiris Ylll, oaly ba trqlel oa the aeenreptioa th*t hratnoaegea stll
ohoem to #?efes- at laaat sosta. Xy poatelatiag tlt*t,rghe btslaeesse&wrll a*'rertgr F6c€cY@ soa€ atrategrsal- sroeua o*!*ojltgrlY in erd.er
ts bo flssblc eaougb to soat *ny n*ed qf yalyirls hte= output, not
*nly X,n *ha ebory**rua krt aleo ln tb leng*nm, j,nd:rsye sea eble
to put for*ard hte Bnopesttten tbet tssba!.o*l'eoEte of prof,uotlon
iritt f*Ll d'th iqmeeasa la thE eoaLE of 5*od,ue*loa,

'edd.iagr or tekirrg tbe bebavlorrr of theee two tgrpee of
inrliscot,eoas togatbr, idrcna tben pute feex*rd tlre follouing
tropogrttoa*' r

(E) ib&t s&oa q,rtput te largsr the osst of produotion
Esy bs oEnsid.ered, ae approxleately oonotanto Cnse
the rena6ocont bac res.ehoil a routine Lerel of effleienog
st s 

"ery 
l"o16o aoale of outpute itE ef,ftaieacy

rllt rsolf d,esraaes TB$r mrah tfith furtbor lnereaeee
ln c.ttput. Beobnloal ooate arllL not f;rlL Ysry f1tr.

(t) Bvos a11y 6iven asele of aanegenentp the krslnsee

fhsae seeslugioga sro ta'hen
norcel. pt{@ pellaY.

ovar $s eeerdptLana in thle a,nalyale of

38**St*"t Justifiae thxe
propoolttoa - tbpt thsro are levels
rate af dsff€eee ls qff{ol'enoy w111

higber lcrtt {P*St ?0).

by refereno& to.a 'rPlaun3.b1o"
of xeanagsmat tPee 69 ) *nd tbe
be progPn,alveful leaa at eaob'

?9o&geggo sr ,.B6scsve 
_c*p*a1tyt' 

ie for ,i1nr6*s li eueh mlder

oonoept ,thee too,'fib*sk*rrn. Andrewe etltea thai rbereae "frh,.nEbetrLiaf e

loryq-g1s exnocs eap*letfu1 *Bp*a*" to osnsist cf aan46peeat uh:Lcb ie sot

tutly erte4&oAl--*t iU* gyyi- aoaXer H€ shnlld expect that in the pEel

r*cry1d raflG*nre oapa'lty rtli Exiet in oapttal trad other wsrhoacl'

equ.ifu-st". $roie& xL p*ge 74' sp' oit'
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ry bucl,Wsffi,ars expecr-a,tlon g6 hsu hle ooete bahavoas her,i to b6 onreral *u*,p." ir"i*"porrqy. rt-iu ;ilfiriil*il*i-e e=peete e*q;g€a€nt wirl uo-eere-ri. * effrereat Hlth tb.€exp''nsioa of hte h.rsinosao r r u"l_"-;;;;-;il;=il nr,". nec i,d.larstratlveteohrrtq4os @' tf 6ryyt-b- ie 6ru&ml. !,oltrwing fres thE estrlieroonol'aet'e*r *Tr:ry rrys 
"q* eeets of $ro&rcH.*n rylIr e.t wqrstreffi'l'a opqqtq'Bt hlt, vttl praui*uly a**i".-"i;-;'*;;ekeai4g rate *.i thtn6 grorrth o! tb luslpo*;o. paae*r"e &vdn&g€ loq#l*nra osete ld'lllnst rlear ,&h* breimewi.n lntll ehi"rlk tE *F* t";.;Fil;"ffig'( ebort-rua) eoeta &s 6, basiu-in"-u; ;;#i;;-p;i.i"o potrc;r,,,-

Tk prloo the brel"msegsR quotr:e hEatre a dlreot relatlonto bi.e &rFssqsq &lryot qete, nhteb grr t$rJl r,F atsrris'T* tc bc+nst*at qesr faf*tg rido ryangso-f out#r*t' EHa eitl Ue aUls €e nekef.ii*ly a*lre6a aEtim*aa sf, hls t,verurge direot oostur &ad en or*ert'o get +}^s qu?ted prioe, theae trtxl b grusseel xp b$ r, *efiaj.ie
a.raouft :*. r'tbla ed&ltien lrilf aqu*r} tb*- &wr6.gs sstri.hrtiqn thatthe ?nrstmeffi€a stlX roqulre eaeh unlt of gre&rot to na,ka tew*,ede
cov*rlng tk ersesbee€ e+ets of tb btreirleEa,iied rebing a profita,
Thuertiris aoraal eati,rg o. rgin tends to be suc:, us ti os?er ths
':;y€rBS tn<l"*raet *}$ega in tha loaxl*rua an-l tilso 61v6 a norsi*l
irroflt* &l'a ooatlag preetros ls etubbornly ;idboie& to and d*partureo
fron tha prcotl.e{s fficq;rr aa}y in abaors*} slturrtlsaE si,nd ahertd ast
bs trwte6" ee ru&hg th.e no36;il coet praotlc6 &a & 6gaa3al nrl,e
of beh6vt@m,

I,ogg tenn soa$stLtivo forcee rsork on thie oostlng nargin.
"fhs brel.msgaan norerlly tbinks l.ong f,Lm' ernd rioru ths rorld be
funotLona trlr aa a mrsh &0116 eonpetitive corld tluu the nodern
eson@tst ls lxrapar{sd to oooced€," Conpetltion sill ensu,r@ a si.rgle
prim fonr si,snltrr grodlrots b;r "etabilieirtg gross profit uaar6ine in
{r$stlonE o-f lndrrstr-gr rb.lot; invslve f.urttlerentally tb 6ato8.'eort of
or6anleati,a6'1, ms fi.re rilleb ie lecs effletEnt in tlrE uee of direet*
cost faetws yflf b&vc to be oonteat sith es*iller ooeti"ng ;ind groee
_rroflt mrg*nn' lrad grcb a f,lra will bc left with & sffirllee nst
proflt p€B urd,t of eltPut.

tlb hrslffi a€tr&ar thiaklng in lon4*rtrn teree t aea believlng
iu ;r blss ds6reo of potentxal aad erctrrsl oosBpretitionl holtls tiu.t eqy
sefd{ru,e-aOpa$tq:re frg8 the "rigbt F pri.oe uould ee$u tls }oe s of
h:i* mrketl alnse be senec{vee of, h"ia 1on6-ryt dgfttil cnurrd ria being
inftrritoxy el.aetlc foe e ecrteig laveL of 1:rio€. 

*

t,g *bsary ey nev b an*nm*ri*ud33 ,ru follous;-

S*o" c$t. Fa6q'S.

F*mraro imBlloe tbte to be tk full*soet Prlm"

$}*urt*tlorn frry Fp.P8"Si{*tqp,tss .;ryelnq. p'



{s}

(e)

( 3:)

(*)

"the prioa rlr.o*r a b.wl*ea., nrrr ns",rurrJ qluote fora Fart{sll*r prod,*ot ui,i.t oqu.it the astis;teddireet soeta of ;,roirrtr*tri""ii;; ;;.llr* :miir6ian*,

tb, awlin€ ei.rgin errl ncryi,r6r t$a{ rs o$ves thscoets of tba Xndir*ot facisla of $re rlc*ioe s*dtrlrovidc e' aorn-r rever .,I' pr'frt lookrng at tlre'lnduatSy rat ii shora. r,roes e&cls€nr fi*e *ept.l*€ e*o*ginYlll tcnd to yarJ, houerer, rcetb &rU genenrlp!*iseaat &rrrlge rn tb* ilr*$6e ot' the ind*reetfactorc of produetron,

gi.@ te ilrr@ts o.t' tna en&iregt iaetsre of prc,d,.rction,
$c3le*e viltr tenrl te rrrrn*aiB unetklnfiedr shr{ltes€s t&*lertl af *rtpu* r

et *bet priear tk brreime* ritr have s. troffr ss leee
eleanfui &*fimd, errket .,nd sill eell €sc aeep*nt
&is, ite cr,retoasre den":ul fros r+-.


