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E: Managerial Economics and Financial Analysis

"/From the above table, it is clear that with 1 unit of capital and 3 units of labour, the firm produces 50 units
of output. When the inputs are doubled two units of capital and six units of labour, the output has gone up
to 120 units. (From 50 units to 120 units). Thus, when inputs are increased by 100 percent, the output has
increased by 140 percent. That is, output has increased by more than double. This is governed by Law of
Increasing Returns to Scale.

When the inputs are further doubled that is to 4 units of capital and 12 units of labour, the output has
gone up to 240 units. (from 120 units to 240 units). Thus, when inputs are increased by 100 per cent, the
output has increased by 100 per cent. That is, output also has doubled. This is governed by Law of
Constant Returns to Scale. o

When the inputs are further doubled, that is, to 8 units of capital and 24 units of Jabour, the output has
gone up to 360 units. (from 240 units to 360 units). Thus, when input are increased by 100 per cent, the
\hj increased only by 50 per cent. This is governed by Law of Decreasing Returns to Scale.
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