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Notes Produ. Ein from Wickrell, pp.10 -xx

1.__Old .factioned philosophical approudes labors,hem we now

ecly, but less profoundly.

Ec. 201

on

2...Labor involves exchange of being for products..
(Ce concept vital to facter supply :)

3._Cell lunck& capital enter into prodes,but not all man-hous

4._Land, laber.I capitul his 3 mainhis 3 main groups
Marshall's - organization " is laber.
Trude secrets oue_mupy. Or intangible cupl.)

5. Non- capite puudu , just labor &. laund, comes first in his and..
6. Dim returns is sinnal, not peculim to agric.

Views Ag returer w. suspicion

of that the raw witils. required
Marchall says

labor . W. criticizes...

express more...

attributer it to dubious assumption

exploitation, based on

falling MP often

are unlimited. (But of. 27)
dimm. rets. applin to nations, I.Ag. set to human

Try to find, cite.

~~.?.. ( In fact, in rising wilt, most workers get less than M.PT

bes.of prive discrim. favoring anew workers.
different supply.

meaus miing wage rate..

common form of
lactivities. (But is s.r.). There



-

9.

10

10.

8 , Wayer MP-
Leaves a residual for land ₁.43 ; but on p. 124, finds syruncity.

simple prodr.fr., T.P = K · L

p.116, conferring

"a " is _d,...

but printfailsto
distinguish

( cf. later .Colls-Douglas fr.)
algebrainotnesscal

and
{

Wagerbill

f(a)

7?

(f. (h)

WB ..=.
P

Reut.
Review:

a = L

MP = K₂ L

Rent TI
.L . f'lll....
k.L

=

L k
La

paka

P - WB =

kal
a L

2²
Lk = 1Lk

P_=_=__ L

MB of laber
WB

L

a.

L. a L

e ,q
a = _exponential coeff-of aA

k

Q - 1

; (a < i)
a-la L

Rent = P_WB =

bes__"a" has :I meanings

Ka La

Lª (! -ka)

a L
P_WB = - Lª

= TP k 2

hi came t

N

L La(1-0)
to the higher couff. later her, the higher its share..



11. Several harbinger of his capital theory.
Tabeer English capitaliss -furun as

on Salinas Valley grower,
equally well).
cashing in

c.C

prototype. ( midwestion learn,
Leggetti in other crain rexeting sites, can

On long invis, they pay ysly. rentfor some time before

i.e. they advance subsistence to landowner

i.

12 , Bodbutus Carey, inclevant bistoried objection that cultive went
from wore towore to better land,

//13. (speak on several implens. If din.MP:
Wages indep of TP, save everywhere

b. Complementarity of landto luber Effectof wil bauch etee

Free migal supply of land, exteurise I nitemin

..... Oppr.from landlownen.I socialist
frezzina

e.

3

2. fallacies .. i. Idealiva of nonterme intensity
ii. Mac, ap

omelet school, who like...

f. Interdependence of thy ofrent LMP. Rent is corollaryof disse.
MP. (W. stressn,p.122)

// 14. A popus lower wages, Navires rent...( C. l.v. in

_H.G.

Except in a small concession , P.( 23-24
15. Rent is corollaryof dim,ret

( C. l.v. in Japan. But who of.
coops. I Maurhull, supra )

W. , unlike George & Marshall,sees no A productivityfrom Ag pop. itself

16. Sefines "relative yield "
from rent, P.WB.] But W. seesP..WB .] But W. sees AP as alwaysfalling

1.123

apas AP of labor. [Differ

·Ag stake.

i



~ 17 sim rete is symmetrical. Add land,get clim. ret., p-1 24

At const. rets,to scale, Σ MPs exhausts product..
19⁰, AP by 1.920

Pay.
p. 121. At const.returns to scale, A bork imports by 19⁰,

them and the 100 muer inputs each 1.90 of P., and exhaut it.
(Cf. Bunce; & of 23 infie, from W.p.130)( Refine clart of produ..

~~ 18..

7.19. E.g. of

is

Then

e = 1

~ 20

and

puy
at a

P
A I
T

to when .MP of a
coust. returns and exhaust product. )

a²+x6²³ = P.#xb
Bd

a

Aa

63ja da

a a
d

cast ecs.&of

d

AP

á -

1

No AP

9. & I(mput)

AI
I

JP
bJaprodu. for satisfying condition that add +6de = p

where d +B = 1

+6

reale

-MP
AP $

composite dore of all inputs = AP, have...

ďboa ß b

r la

+ _B__3² |

pays

them all < MP, being

Bb

ß -1

B -1

4

B= 1 = a²6²b

1

yes by accumption

•(A returns implies Σ MPs exhauts product.
more
^

But this is not mustable if the employer discriminates among inputs
The earlier their less them their MP. O he

sell
might

a mupsust ; o ke might
higher price, alths that is subeumed in saging valuing MP.

muplist.

ļ



~21. Copen but in the proces destroysit.)a way of socializing reut
C.Postage stamppricing in definite extensionof lines in indirect means to

same end.)

22. Misers.of scale

accon is.

23. p.130, comer at elast. of produr. Befines K.=.
says that as long Ak , have sy returns,M camyou

(But to Ak, Must A outpul by higher You. than I impect)

pizą W. tubes 4 xptu. cost as soll e.g...

26. If

26. In reading.W. watch his change of pace. Wordly for pp.,secading
compresses wuchs into one para or In. oftere in smallerprint.

25. ( 23) ales implies that (MPa) = U_ to maintains const. returus,
where MPa = MP of leeber &l

But when K >I could have coust reteers of

If is wor
an actual

a prescriptions

...

vanpy.
only for

output
rupat

If have coust returns with excess profits... new compes will bord.
wayer I sent to exhaust them best won't decesse opt-scale.up

Brs. K = 1 at same seule ...

ane

MPa

bes..for

1

the wagerate. Normally, MPa = 1e

then

firm, that first
2ok to

> i .

5

on the teene havs

come who only ruin both ...

who benefit of lawr. p. 131
Note the

I



1

z . big advantage of the first finn in_games ofin games of bluff, etc. ben. it's
historical cost is sunk, while newcomers would face certain loss of-

not yet committed...funds

27. Az retures & persistent wimpy are mormint increasingly.2
so k.>

3

28

comenum..
may pucest But even hus, MPa = k = MP6e

(Note Mange of mood from (6))..MP of land
rent per muit

hired feuter CoretiantEverywhere treat land libre laber as a
residenal approads of English school. (change from ( 8), p .113)[This is o fer 1indir firm,but re fecetor supplyfuctor supply L.ruxa...eus..of
free_mqul_supply of land is unique._]

6

there is some
~ 29. Conceding that dim rets, to firm may not be whole picture bes.·Ag. rets to ex as u whole yet concludes that

anal of dim rets. does upply to whole.(2. say is fellary of composition.)
30. New tecken.way be land-sagor leeber sung . Land sewig is just_

von resoumn .likely -- c.g. develop

Brut if laber -seng, referter Ricardo Flatitthat might reduce totul

outfitt. Pour employers only dismiss laber if can produce
elsewhere. (p . 138 suddenly lundommers are the extrepreneurs
adopts the English fallay from Ricando ?)falling

from
New techn. Manger certain land from land of low icq. to his

to ourque falls from
to K+L



1

~

~ the land, Beet every wean dismissed har Ml. elsewhere nearly on
here, so that is little loss. M.P.

great as

31. Free will war.. TP, butcompu.. way lower distich.Asteace of laber.
But, 1.142, wants to1.144, this limits devrability offree comp.

int.
32 ... p.142 Zauting

solve distribs.wrongs w/o worsening alloon. Bysomenow,(unspecified) redistrib. rent&

Fauty is good e.g. of land me that sucks. capt for
This artificial low i taker landfrom luber___

Capl. is highly subst. for laber, in reuse ofI lovpusing.
luber...



--201

Mon., 2-26-68

1.

III is rent of nesidual imputte.
product" of said imputer.
ANP.

MNP AND.

Review Euter's theorem.
milaning

Now
langer

suppose

or smaller

2. Cobb. Douglas.(Note who Dougles is)

Tody
% da

y =
Bka* bº

The reason
is
?fIfyou'
by soy of*.

emplessize to relationships,
then if the 2

-( 1.c.

dyda

de
de

dy

Divide it by

(

for putting the coefficien
or

jues to 3,

4
I logy
o a

It is clearly the"net
of whits, andno. get

kat

Firm can

a

cents in exponentialform
"clasticities ofproduction.509 ihinrise,

}}

gain by growing

a ~. +B.O

J riscossien

= α



Also, if d +B = 1₁ have const, returns to scale.

So they analyze produ, date in this form, and find
value for a & B,a & ß, and draw conclusions.

1

}
!!

Common enors:
1.
2.

lenger firms
3.

2

Find α & ß at one&B at one point, apply
Under quantify actual amounts of resources

based on historical cost, ets .

1
every firm got lenger. If
all should get langer,

Reason by aggugutes

tax shelters, I
every firm got langer.füm

most one

by looking

sie, what would happen if
are too suncell, conclude

what wd. happen if

over whole range.
usedundby

at

of look at lungest farms, they
rent land to soil baunts.

MNP graphi

general expansion, uigul value > ave.

land is free for some; expensive

love

shows forces better. Today
value.

money
are

But beware.
Als, over looks credit rationing problem. Expensionary

to others.



:

neal

-3

better idea of
on

so get
factor involved, an

ees.
p.

of scale
2₁

looking at
green ink.ink. Review.
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3-4-64

1. Complete anal. of MNR
ical. J.Rob. uses labersymmetrical. J.Rob.I95

partly
uses laber as indep.

My method basedon availability of relevant date .

c.
b.... MNR means more than MR

Criterion for cutoff in space, analogous to cutoffin

time. Spread the overhead is good to a point.

2. Receiving Rt = a won't change a
equier of what you did get, R₁, R₂, et.

bes. ais yply.

}

3. Price thy is easier than Lieb, makesit.
Defension needlen excenin formality



Pan defensive theorizing. Abstract to thepointof sterility
Model - building, on the model than the

reality

a-=

1

w. more emphasis
behind that it is supposed to rep.

(t.>0)_n =t
Ž ( Ru ( ( ti) t-^)

((Fil= -1

RasReceiving R₁₁.
-~ receiving a caclyr, steadily.eacheach

on .We canFor an

If Ru > a₁
many yu.

ruires a lv.v...magn

local
mapy.

RaiR₁
to

1. 21~ Lieb. is involved in explaining

That is carrying theory to a point of obenim.

go on getting Ru

Seems self-evident.

Implu. That lange

Rt., is the sameas

secoins Reza won't change that.
remainsfixed.= a

Wants " riger " in defn. of commps. But " large
~ Refining perfection is sterile. and misser implut. aspects: clivibility;

Leaves wut space & time. Actually, seed a niktplace. As to info.
noney..I perfection is nomsuse if requires lange expense to spreadinfo -

only hat amount of info. is justified that pays its cast.
Much info. is best handled bypooking.

costs. we

Unrealistic an about 201 whole lise.
Hatimay1. Large

a . No developridist, no cap.thy.
no!! is vague, not 'rigorous'.__

where are

a

=m conditions of a model...

no.

local cartel w. votes l_nightriders.
nege

buyers & sellers ? _7mrs. cluster around one

1

vague.

eplant,
Butcan have es.priceofmany



1

service, & govt. service

2. Homog, commods ? Nonsense, that is inhuman devien

The individualistic character of nitet. It's richnen in diversity,
No time dimension - buildup repu. as immut. over time.

cash in later, evaluate asa whole.
Divisibility more implut..

-no
3. "Perfect' knowledge? User perfection to deffine perfection.

(a.msses of the man genier)
Knowledge costs money..

IForecasting involan rish & doubt _ is noperfection, a will

o thewisp. Improved forecasts_ desinceble

Knowledge in itselfbought Isold, produced etc.

pooling is useful, & widespread.].

variation

z

[Not always

4. Ratunality? Nonsense.? Nonsense, Indefinceble. Degrees of
actutemem. It Is an offert to be rational, a cort. Beyonda point, not
rational to be rational.

in aggres.
By thin deines & aversions, men create_excl. value in thing; 4t, as

individuals, leek to acquire it in gust four; & to dispoesof selectfrom thegeneral.

1



= s =
FS*

A

V= (Iti)"' +Letile t ...+ CI+i)="(1+i)=""

1

-1(1 +i)=1

SUFS= 1

16.1
8
4

iter

7-(IFIT="_
1- (1 +i)"

te

doubles

t

rte't
Fr

72

7- (16.)- 4

Iti al

tr

Morey every

Note 90 diffs, get langer, not just

years

1

1₁

just absolute

1



o.
Smritivityto i

PV

1. Point cale

a. r the residual

1 = (1+i)"̂(1-6) (1 +r)

If
ifu

W = 0

W =
2 + < i ; ran

|

W

+ E. (1++) -w

A

I



Ev. 201

Exercise combining mapy, theny
and capital theory.

in oil, limits output onCartel, e.g.

what criteriim ? MR. = MR LIMIT "

Just as walnutpeople, dumping,
equate MR in different wakts, so

mine cautelo com equate in

years. "Dump" intodifferent years. the

futene.
he Postags-stamp pricing is also an

of dumping . So is all 1 - discrim .
e.g.



Excen Bunden

Tax is

Tax

L

45

3

X3 X₂ X₁

put
collected

am X.

+x3.tx It is not

or tax everything, could move to 2,
and tyz as well.EXz

of Fax
you directly,

instead of 3, collect

I

equivalent direct tex.
Expound. Thus: as

raise a taxgiven
_more ? No, move to lower indiff.

you Atx
must move

very

/
back

X

curves..

much, because X3 is small.
II,

or some

x gets smaller, so to
indiff. more &cure



{

Assigna form

Money

Sequence..

next weste

2. LunyLump
3

a

1. Tax collection is vert. distance betwean

live becomes steeper

c .

B

p.p. consticunt, A.&B

seam or minertal taxud. lower cometo II. Puce inc.effect

To collect souve the frownpartial excice,fromm pertied exceer, construint

a . If goes to
spending shift to X

6:28

B.

-& why shd it?
the II,B not

X

can't collect as much taxunless all

gues
Must move back to III

"(

tang. to indiff. cerve.

This show exceu bunden of indirect " tux
a tax that can be avoided, a tax on somet

in clactic (nothingsaid about supply.)

1

actually, of
something for which demand

what is ec.
the

? Not the geometry. It is knowing enough of
to mandentand Iuse it, I going from there to

is that for
it is so hard to group it, that becomes the major effent, I basic
problem

geom.
understand what it means... Danger of the geam.

not grapped or solved

sune



Zu

see if they

little need to developing_ indiff.__
useful later.now give

our

at all, ..., nor subitn. effect.
opposite of

Wd. careus. 'indirect'tux apply to anypartial tux,e.g. um
No, bes. wohit affect price, hence won't reduce consumption at all.
No inc. effect.
A. bunden on consumer

S & O anal. of excus

affecteither.
excess bunden

curves.

4_price_results from -4 supply,so and postulates that.A

-ŵ^^_̂___golden triangle_anal_

Į

either Collect taxes_who

For produ.co.. sub. equal-output cum

Rather,

2

land ?

for indiffe

excus bunden is more reventing. Is coursess ofto conveche

any..
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+

TAXI
REVENUE

++

ITS

E

D

C

X

R.A. JAKUBIAK

5

NET LOSS TO SOCIETY,

| .

original equilibrium at point.x.
AB represents the amountofthe tax point.



1

>.

À'

D

H

C

III

-I
B

x

+AB original price line ,I on indifferencecurve.I.
AC price line after imposition ofexcisetay...

-at theoriginal price AB theconsumer.
could have purchased ADunitsofx at.a_
costof DE, after thetax AD wnitswill
costhim DF the amountofthetaxis
then EF. If insteadofthe excisetaxa incometax was imposed,the income
price line would shift to A'B'. The
amountoftaxcollected would remain the
same EF = GH₁but theconsumer wouldbe
on ahigher indifferencecurve HL.. The
excessloss is ornetloss ,isthe
difference betweenindifferencecurve.IIundII.
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1

A

//
DEMONSTRATE

P.

PR

Po

P₁ J
THE EXCESS BURDEN OF EXCISE TAXES.

QR Qo

and so
society.

John

D

Mueller
362BOL

que
Cavanity. The

to Oy andQT
Consumers must

Po_and Q. represent the equilibrium price and
on suon

quantity-imposition of an excuse tox reluces the
thetheprece, insluding the tox,rises to Pa..

and supplierspay P2
PR......

P.z. and receive
onlyP,for eachunit. Ite-entire tox paidto thegovernment is represented by rectangle

P. Pz.yz. It teSit amountof tax skyted to consumers iglesesY
me

rectangle PoPzYV- and the cemountof thetox borne by
the producers spreals . P, P..VZ.. Consumes surplus is

1.

reaused by Pr.YXVPo__and noducer surplus is reduced by
trangle X.Y.VZ represents a net loss to-POV XZP. ête

the economy
asa whole.
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1

1

I

INCOME -

B

B'

N T

J
I

M

R.

INDIFFERENCE CURVE ANALYSIS.

by
of

John Muccles

D

A

the slopeofpricePriceof commodity X is indicated
the consumer buys BM uneity. 8. X.. thepriceof

linesuce

eof commoditity
is increased by virtueof the imposition of an ihail tax on the;thenew price is indicated by theslopez thecommodity,let the new puce the consumes topy BN with 7 X ando

the tos,...
f

price,SN collorsforpay forit... at the originalpuce bycare toexcuse tox,
the consumer could have bought AN units -X of a total cost

X

2.

line .BA ande

X......

&
LN dollar , o

dyperence between between SN and LN.(= SLdollar)
__must be the total amount which the consumer pays the government....

as excise tax on the BN. units purshared,
_next, suppose, there is no iscive tax and thepuceyour

back to the originalprice represented by theslopeof"thegovernment bevies"insometox which take
But

from the consumer_

an amorentequal to the st dollars which he poud as excisetax
X. The income tot, ineffect, reduces theon commoditymoralityX.

consumer's income B'B .which is equal to 52 , represents the amount_
of the incometax



1 |

18

hn Mueller

liteconsumer's incomeofter tox is.OB! and theprice line equals
B'A",whichpasses through pointIonthrough points
the

on inclycreare curveI. (BB-54).
consumer could move to point.I on indyperence curveI and

ashewasunder the excel tox. I isnot

tangent to B'A"atS_ theypore s is notequilibrium
new equilibrium willbeatv.o.

be as well

The
on indexperence curveI which is

John

higher indyference curve than could have been reached
with Side total amount paid as tox is thewith the close tox
come for both the shore and incometox.
connot intersed andthe indifference .
It is higher than I.

Even though the consumer.

indyperence.curve 7.41curveItis tangent to B'A"
Since indexfuence curvysinceindy

apperence between

not readily..

3 .

pays thesame amount in both cases,
In both cases theheisbetter of under the the incometax.

consumer is subjectto an advent incomespect,butin the excise
zon case there is also an aoverse subratution quct. withthe

theincometax.rb consumer isfree to spend what he haslyst.
tones butwith the elcise tax both ill consumers real

after
incomeit reduced and relative preses are disturbed

El barsen of the expaue tox inthe
suggerenc curvesI and I cand thisi

meonable.



1

the

$ spendo

I left.

on X

over

2..

X

of indifference surves.

P₂

Pi

-P₂

gi +

T

2

19₂
T

q₂

U₂
U3

B

A. SUNANANTA .

i

Q +

Qx

OB and the quantityof
i

On the lower graph, the budget line is

bought is of with the price op...
After the government imposed the excise tax on x.on x the budget

line is OB and the quantity ofx boughtwas reduced to
og, with the higher price op2.
the quantity of, can be bought with the cast -gix on the
budget line OB ( before tax) and with the east =

budget line on' (after tax) . Thus, g₁y =8₁x = xy = the amountof
on the

F₁-Y
OB'

tax imposed,
meomeanof instead of excise tap, the governmentimposed

tap in equally amount(xy) which will shift the budget
the consumer's equilibrium will be at z on theline to CD

(over)



which is the higher indifference

equally amount oftime, the consumer
an income tax . the excise tax

excess burden to the consumer

indifference
than thus, withU₁.
will be better off with
then gives

curve



IL

17_ .

18

24

„

31.

32.

the

4

P—-p

of demand curve

O

saxpays

total
expenditur

dd = mSv

consumer suplus

p

alls on

the surplus.

PTAK

·p-·

output will be sold at
the tax then

then falls.

----

+

STAR

equal
combination of both
lost....

more than their share in tax

lost in surplus is equal
For the consumer

*****ő

-go

excess

A. SUNANANTA
— DAMEE

variabile
east

-producer suplus.

S = msc

suplus of both producer and consumer

supluslost
moducer surplus

lost

Suppose the government levies Tars each unit ofoutput to
reduce the producer suplis. The cast of output will increase and
the amountof autputwill be reduced to quantity ofter fax (fron).
Since the demand hassurv a negative slope, the reduced

higher mice (PEAY) the burden of
both the producer and the consumer.

------

S = { me
= MSC

are deduced

in tap . For theproduce the excess.
Ebe , due to the reduction of...

the excess lost in suplus

area Ebe

area Eab, due to the rise in price And the

I socialwelfare
(excessburden )

L

1

---1

lost in suples is the social welfare

|

I

ļ

I

1
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EXCESS BURDADEN

1. INDIFFERENCE CURVE ANALYSIS

$1

WITH TAX :

Gov't

CONSUMER @

TOTAL LOSS

Q₂ Q¹ Q₁

OF

12 de

EXCESS BURDEN &

Excise

CHAS. ROGALSKE

ECON

P₁

QI QK

JAX :

QUANTITY PURCHASARD : (2), → Q..
PRICE : P. → Pr.

G₂

SAME RELATIVE PRICE. LINE AFTER TAX :

CONSUMER WELFARE : Q₁ → Qu

COLLECTION • Q₂ Q ' CLOSS IN INCOME ]

201

AFTER TAX : Pep

1
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S

'T
0 h

3

FALLS

B

d

TO

h!
Q.

D₁

INCREASE IN PRICK II .
P₂

P₂

1

I

I
1

I
I

I

I

I
1

C

[
[
[
C

A

¶
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F

~ VERTICALLY. PARALLEL INDIFFERENCE CURVES.
ALL MRS

EXCESS BURDEN of INDIRECT

BY USE of INDIFFERENCE

HNE IS·P OF con MODITY I
THE MARKET CURVE

E

ARE*X
OF THE Q.of $ ..

MARKET QURVE (D-S.)_IS GENERATED FROM THE__
SLOPES OF THE INDIFFERENCE– CURVES_AT_A_GIVEN
Q_ OF_ CommoDITY_X_;_d.h. THE ENTIRE SET OF
IN DIFFERENCE CURVES EIS RESOLVED TO A SINGLE.

MRS_CURVE BECAUSE OF EQUAL SLOPES (15 ) 'S.)

BY E ALL INDIVIDUALS

W/DABL

Dá

I NON //. INDIFFERENCE_ CURVES GENERATE AMATCHED
BEY OF MRS WHERE SLOPE_OF_PRICE_

SLOPE OF INDIFFERENCE CURVE. THEN

POINTS OUTS_ ONE POINT OF
(REPEAT_UNTIL DERIVEDS

D-S_CURVES (MARKET CURVES)

Ċ

By

A

ABOVE

PL Få

T

CURVES..

PTX P

_THEN !

R.Vermillion

Z

TAXATION

CURVE ANALYSIS

HENCE _MRE IS INDEPENDENT

TAX = S_PdPs & as.
Volume becomes... OPTX.

SBuyer's Price = 5 Qrx Pd
Sellers Price =s QHxPs.

+
VI ABOVE I Σ ofALL_D_S_ CURVES

→ 7MRS w/increase in 8 of $
= higher compensating payment forbuyers
beat lower compensatingpayment

since
w/ $ whichis decomingmore valuable to

themastheypontwithit , while sellis

THAT

result

Byer's Lows =3 C Dd Pd P
Seller's Loss = $ _ Bs.CP_Ps
Thus TOTAL COMPENSATION MUST= B₂Dd Pd PPs

Con'treceipts fromtx =s By Dd Pd Ps
Social "Less" = S.Pd.PPs

~

[PEL& PFS are MRS curves]
are acgaining & inkich

is Recommend lessvalvable At them.
as itis acquired.

-TOTAL Comp = B₂ PFS
TososdelesBBBPERPSOCIAL LOSS. PFd
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Pop.Aof

+

Assume+

to

+
P

ay Simple case : Assume a shift of D - curve byĮ

+the amounttostaytax.

to S

++
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+

Q: 2.1
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+
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af

+

+ +

Fig.I1.

Excess burozen of indirect taxation .+
ne: Excise tax levied on oneone commodity[A).
and passed on completely to consume.

Vé

1

A

D.Arnhold
Econ.701

HabitDi

T
Pi equil. price before tax_
Pt.

$

Daft.tax

+
+" after || +'s _price_paid to supplier after tax.S

++ +++++
P₁ Be Pi tax paid out of

Consumer surplus
PiG.D.Ps tax paid out of

+ +
BCD social__loss =

Excess burden

Producer Surplus ++++t
oft which

BC lost cons . Surplus
GGD Cost prod.+ 11CD

1

+11

+ t
deration of the impact over a period.

of time equal to the time needed for C-demand.
to adjust to new price..

sause

+
+.

tée

I shall at first shift the S -curve up
word by the amount of lax. Howevethis curve Se should not be confused+with S , which does not change for the
price the consumer . S'is
marely to represent the new price level.The Ifirst initial impoint would be equal
to fio.I only inshead of decreasing demand

ney of demonored will decre

possed on

+
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(Fig.I
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Pi
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+++

++1 B₂
6ľ

S

1

+++ 9.8.A.

+ ++
How I assume that over o given period oof
time the demand function will change. Since
the tax is Ievied on one commodity 1200,pleroill.I
ase substitutes or change tostes this choinging D.to

+ te

$...

A

D

I
1

+

+
+ is' + +P

+

T

+

-2+08;A.

+
Results

It

ore the same
oss int figureI.

++
+

P₂ ,P.).
same oisois Pt . Pr .Ps only
ofter change in D. I++

i

ow the excess burden
been reducedhos reduced II

from BCD to B'C'D'.
B'C'D'L BCD +
if B'FDD' L F B C C. !

be assumed this may logically
uned since otherwise cons emers woul

shift their demand.

1

++

++This the first impact of indirect location
produces a greater excess leveden which will
be reduced by the consumer , adjusting es

the new situation. Note: Good, and Suppliers yeur ver+ +



T

++

+ tusill also be reduced.However
mentioned in Boumol , where after a period
of time the consumers will return to the
old product despite the higher price, but

olue to brond names one lack of perfeat...
substitutes we may assume that perfectcompedition did not exist
here

the opposite effect would occout.
+ 1 ++

duleb./ Inouillerence

(numeraire)

12

4

IF

P

F

pic pin+

H +

imptions pame up in

+

P

analysis.

in cases of

in a

Ja

ollH.S.

+

TE+
1P+-Beiget=constraint (inceline).

before youx

P! Priceline often fax

op.9 08.A

+

P." Priceline dea to phift in
ofofA Coventution).

31++.
+ to +

The first impact of the tax reduces ther
consumers real income from it to Pt this
shifts his consumption of A. from point.A to 10that is from 35 20 3I. Now , degjoin pe
to consumer ocdjustments (prebstituting other+ goods for A) the consumer will end up out of

+ new equilibring as C , as II whichwhich isJIYJIbut bess thom.II.m-JIjot

T +++
pi forth as pouse.

* messed this
somewhat 442 paleonet
Jee shatan atnext

+

+

Here the excess burgien of taxation isservenshowen
}

+by the move from the higher utility level.+Is to finally the lower level of III.Deslevr gam
there might be from the tax is included in thenumerouve
beut not visible ++ + ++
This I think that Indifference curves are not
to well suited for this analysis because they

E
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Exam Review

1.

2
3. Euler

4. access ress

MNP method

b. New method (cattacked grean sheet).
Open

scarpe const.price , so MR = MPxPricd. Assumpe

an a

part of curve,b. skip the Ag returns part of
small indep. wrists.

c. Regard indy whole

1

bes, have

MC to individs,E. Makeit
flat, to abituat.
MR to individs

marry

5. ARBDMRN MNP & MP..
Care of

identical . MCC.

MR to indy

MR is less for proche reasom, not price..
veraceof open accen vesNo temme protu.

E.g.s
Qualogies - AB vs. AR vs. MR. Note

ponible seemingly adequate & sirvilan solutions

one is right!But
conly

Note many

count, complements, they
= 0

anda



!

At any point they
don't change ..

Schedules diverge.
6. Why MPp=0__when MPA =ASA

Algebraic sohn, not enough.__

b.

7. =_Myul.

Ch . 13-15 Dict.
E.Rent.

oue_ =_, her factor propes.

2



= Proofof Euler's themrence?

MP₁ = AAP - B

MPB

MP₁B

AAP.B

MPA A
+ A.MPAB.MPB

select unit of B "equal"to unitof A ?

A

AP -AAP ·A

+

X₁
BAPB. =

AP₁ = X+AKB

-AB

X₁ + AX

B

}

= APB

TP

alx

AP

}\

MPA A

AX

B
MPA

B

APB



1



MP₂ = ATP

dXde ± (4.8)Bda

oX

db

MPa

d of app =

AX
4 A

-1 of app =

MPR =

"}

Ax

APB

AA

AP- APe

4 X

A B

4 APB B

AAP

AX

:B =

AP(1 - . =) = AP(1

X

MP = B

B
MP₂ = AP 1004-4APg = B

MPA = AAP B*

:. MPB = APB - MPA

MPA + MP₁ = APB

Not quite !

etc.

4 x
X

4AP
AP

) = AP(1 - AAP.X
AP.AX

MPA

2

A APA

TRAB
AP

= AP -A.AAP



Y Litt
At

TP =

AP₁ = nB

Cer

anypoint, I, "MP₂ = A₂TP =

ŽiMPa

any

TP = mB

point, AP ..
APA

APO

MP XB =

n

B
A

Al₂ = TP = B

ala

· A = TP = APA ·B

·Mle

AnAPB

MPB

v× B =

AMP₂ = ATP = 4 AP₁ *BB

No. To prove: AP. - MP₂ = MP.; MP₂ + MP₂ = AP₂An



May 16, 1966

Review.

1. Piody, ecs.
Inverse relation of MPs

Tendenny toward = intencities in facter propus.
MP = MNP

_seale ecs.

Tenme protection affects. defn.of MP.
16 Thinkyou you

of the 3, MP w. temme protection is reps, net social value, bet =MC

are mutters of proportion
a.

Cas, cus,

2. Cons. Ecs.

Elast.
...MR >

b . Too large in

Too
oosmall is too smallfor indivisible
( Divisible = continuous)

c.s.i

"own " the webt, get MVP < UMP.

=u

large is two large for uninflatable impects.

Cons. suples.
Capturing c.s. maypantly reduce it, if lowers p.p. of buyer

quibble, beware turning it into main point
of from derived demand, no reduction at all.

(know how to derina)1-2

Land, v.v.

sumraping, ofMRs.
2 fres. of price : ration output, call ferch supply.

8.r. use offacilities

Cons. of fund

impects.

us. cons of flow .. latterlatter does not

TV, underused parking lots, etc., is no need to ration output, but

still may Also, to hunt
otherwise, always fue except at peats.wayweed price to call forth supply

w. capacity.
interfere ws. others,unles

gestion. Vertical summation of 1 curves

a minor



Dim. mu.
Demand turns out to be

Tubious philosophically, but is basis oftime. &ca.
out to be more elast. Then studies ferecacă

(El,power, H. Ford, Eng, devaluation, U.S. ag.policy, etc. ad inf.)
ed, prevail in either freein either free on socialistec.Consumer sovereignty

Read Lange

3. Factor Supply
Land.

a. Would agguguts, fixed
b . sectors, " mobile ".

Iwill.c .
Aupusession -but limited bus,get worsqualig

Very mobile

d. Jurisd. Fixed. So Tax-elacticity " is 0,
e. Minerals. At higher price, ter to lower grades, just

other land...Iax clown't deter, bes, lower grades witwaxed.myrel.

Tax.elastic. coman always be O or pervure if
K

Ricardo's "title" lower supply. Also his "land-Fux

"Public value "" _Capturn spillovers. One of
E.g. of ivon project; onof welfare ecs .

ecze. on.
Indivis, in time.

or even periance.

tux leat, not mangion.

2

most

cacao

Credit ustas oriund allow ...

Green River C.of C.'s .

Auti- commercial tradition. Oneof hardest thing to get people to
Overlook u.c...

importantfact



Laber

effect

Backward supply response ? Maybe. But inc.
is irrelevant to

Esply.

Capl
Also

4. Price.

re

5-response to inv. opps.
how one intensifier

Orig. factor get discounted MP... Capl. in resid, Mainannt.
Turnover is

5. Aistribu.

taxes,

+

6. Time.

Use noter of 3-28

scure .

bes..all &waxes have reach effect.

Une note of 3.28, from p.6 cm_

Diff. capre.
Replint.

How to max. p.v.Care of miner

Univerral formula, lump sum & annuition.
Tax Capre

Appreis.

er

At. O. int., no response.

Max & iugul approaches, some result.
a souve as muxMax.

Max a,or i,or a joint
Depreis, & quil. ( except miner)

Max.

3

S
justune rightfermita, (C + s) (Iti)* = grs

by spreced's costs over time ; & news.



Replint. under decig costs.

4...



2.3.

1. Que line

Chap. by chap., & supplements. One a week.
and supplements.

2. Review

course

ii. E

a. Demand

i. 3 curves: AR , MR, ļ asv (ave. Social Value)
P- {MR = bes pbcs.

arrows.

iii....Time & demand curves.

e

a.

They purport to abstract fromit.
But cenit.

Depends whereyou
b . Irreversible

2/19/12/2

E = slope
thuit elast. curve, conct. productof courds.
Stit. line, elast, keeps falling - & so does MR

so

they

An. ch.1

stad from.

se Q2 =APQ₂

ore vectors, slid, haue
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Ec. 701

3-28.66

1. The ultimate horror

2.

MMC

exempt.
or when we

mapet. as fur, of output.
lower D & MR)

mapy
S

tooIt's even
Let too weech effort there.muchwide

open, e.g. fisheries, hiway
Individ. MP Ý SMP, overlooking "external" congestion effects.

Or when govt. puts too much Minto p.w. E.q.
Norfolk, $ 26. into tunnels, 10 % as much into put. response.
Tak bonds.

D

wore when some other areas

MR

Even wore horror

& mupsny.

levy ill -considered punitive

Or at lempe....
Forces vertical integration .

Very harmful. Price control is much better

series of mapets.
MR. of last is clemand curve

taxes un
Thur ss & MMC curves

are

1

-for his supplies .
it helps shape it, makes it les clactic.

4,(0



3. Lains from trade,
1

h.

b.

Excen bunden

S.S. is imports

is from

product.
duy

new prodents, etc.

S₁

tax

www

case

Tax drives wedge..

Requirites:

5.

finx, or product,

S

D

1. Tax must be on me or

2. Elast. S &D

3 . Tax slid, be partial, e.g. on one indy

However, given unemployment, & elastic laber supply,
creator employment, however general.

Keynes gave us concepts of highly elastic supplies of
a) haber, and b) Investment. Others have said, pile.
of any amount, they'll abroch it. Keynes said no.

In

ac

technique.

Power, phone, who, etc; big problem.

output

of Ay cost, double excess bunden.Ag

MC

N

on taxes



4. Terms of trade..
7 $

Mupy
compete w.W.

have

Am. Exports

Why interfere w. trade, if it is beneficial ?
from competing

Ams. to.Divent resources

fewer $.

fereigners.

Also, tax

all

Tariffs. Reduce supplyReduce supply of Am. experts.
Trouble is also reduce demand for them, as furs. have

guys

fa D

furs, w. tariff.

am. Imports

S

.De

s

tenuous.. Better
very
who like to control.

D

Better off w. free trade.

3

free trade. But alway



~55. sumping.
Why? Is at velde w.
Inconsistency is the essence

toqus. I try
Is like fanm paliny, scarcityform

people who ack

Equate MRS.

Aprice.

Domestic

same reason

better produce for from producg

terms of trade idea.

Domestic wkt, les elastic demand, pay higher
bigger mitt.

World nikt, more compre, elast. clemand

~ 6. Countervailing power ?

They don't like

fit pieces together.
abundance.vs.

them, but everyone.
Result: more

" negu " problem.

World

you often buy cheaper in big city;
area .

4

get

But fiers, clon`'t just exploit those who were exploiting

This Thingdispossessed. call the



7. Cartel syndrome.
7 allary ofprocation

More

8.
Cobweb upcher from lagged response.

S

1

Failure
of equit, mechanism.

8½. Social cost of win- price control.
9 .. Vertical itu.

a',

b. Duplication ofof
utts.

Cumulations inclacticity.

Inefficient.

D

same.

Assoc.

one retires hiès reserves

Cyclical

W.

And brings in

time..

b

recource bare. Autarky. Result of imperfect

Classical ecs. empleasizes folly of doing for yourself what
others can do cheaper. But that only tells half the story.

Loseco. her to have its own mineral reserves,Every

benefits of pooling. Some have too much, but that is no

assurance to those who have too little.
As each......Cumulative nature of grabbing, once it starts.

from open webrt, forces other to do



Distribu

1. MP imputes parts of TP to specific inputs.
2. Need Euler.

At A, all inputs get MP
I and gets ap, as residual.

3. Capt. I time.

4. Rent vs.
a.

A

practise, capl. abrorks shocks.
Bis, has

other costi

Iroducen surplus

6. General.

o.c.

cas ir fulls,

Ax The

Land

But CP = MP.cep

Price

Price in terms of humum effert.humun effect. Price of all goods

is same as wages going up MP graple)
Rent, not"social"in sense rept. no human affert.

resource wd. be supplied w/o reward,



5. Somethingfor nothing, etc.
effic... very. counterparts.are.
6. Iustl- tendency to allto

office to diste equity. Unfortunate.
5.7. French inheritance.
5.g. U.S. postage stamp pricing

7

to district. equity & allor.

al!::. who sacrifice allocative



3-18

Siari papers.
~ 1. Sain from trade again

S₁a) 1

to.

b.&c_au
d, e. & f

Reading Coming

D

experter

6) Is Al gain . A demand for

c) Can do better

by tariffs.

(oversimple -black & white trade vs.

5₂ trade; do better yerby

net gains to importer nation. (or co.; or division of co.)
producer surplus; & preexisted ; so e & f are net,-gainare...

J.Robinson's ene

we

i). In. ress. directed to sell to us on So

ii). Furs. have more $
iii ) U. 5. news. diverted from 5₁ , for export - several rounds

yet by depressing our demand for imperts
S₁

Đ

; may
maning. terus)

Q

no

# X₁
whichis why don't have free track .

2. Box diagram doin't show it well, even the is bilatuul
U.S.

~.3. Auranof clevaluation
Experts,

3.
$

experts, bes:

Start
Sz

1

evner. Importers of labelling

4.5. import
SHo

62

aten.



4.1. Effect ofwith on curves.
Bernand curves, whit in output
Cost cures

.., use them togeiner
Product I revenue curs,

6.

4½. MRPcumeof buyer
_5. of buyer is demand curve

Loss ofoutfit from mupy.- impsing

Cartel syuchome.

mit in

?...Cumul. inclait.

input. Recip.of coit aus.

cefor seller. E.g. power.cons.

Mered in l.v.

Maker

surpl. " les vague.
Cum. inclost.

MVPa is aRo

MRb is aRo

2

Here need

62 determines

for vert-int.



1

Mon. , Feb. 28

Conta

1. I away,# Class next week .
Short exam

b. Everyone talk 5 mins.
a .

Bossard in charge..

idle

2. MR = PP - 1/₂.
Diversion & dumping

%.
- make & defend a point.

Benchmarke values of

Relative & of large & small. Depends

capacity, & interlopen, cut p.

3.

But inputques on, squidles ofoutput.
4. Inferior, superior, & Riffen goods.

Cons. of feund & offlow. In case

but

income

on costs. Those

offlow res., cons.is outque !

one

w

Preference for durable goods sises w. income, wealth, etc. Raid,Gottlieb,
Lower time-pref. Maybe good wayMaybe good way to make dim. m .u.

A taxobjective? to tax ? Macker
durability ?Lood

way
more sense than w.
right away.

may

1

want it all

5. Allegation of inelasticity of demand to price.
E.g. in ag.pol.; by all mupsts; by auti- devaluationist.

They're nearly always isrony. (Unlenthey moun better quality instiend)
But that is why price theorists table substa. so unde.



Weaknen to underest. elait.
Etc.

6. " &c. man". Doesit buy cheaper lunch.
& man

mor Just
Eu man

Matter is a

Fact Supply

Land .

not

a,

E.g.of electr.

mer M. to balance.
not matericelictiv : Direct pleasure the object.

meam to the end ....

1. Elart.of supply. Depends what you mean.
Imptut.
Several senses.

Aggrey, in wald.
I: A intensity.= 1 supply.
A power = A supply. A

power.

pecuniary - sacrifice M for things the valeur

Specialion, exch., invention .

claim it makes good tax beese ; & measuresI

c. Tudl. E.g. tu.
d. Jurisduk, Fixed.

Problem is reverse of usual-

H. Ford.

b. Sectoral . E.g. urban.
same affect as I supply. But limited - get far fromA

2.

popre gives it to urbem land,

Hi elaut.
Cam take entive rent.

A effective supply .

spillovers,

Takefrom lowerus.
cere ofcity.



Minerah. (will return under " Time

Can socialize much rent ,

Läber.
"Sticky

4.

2. Immobility of land -
3. " Public value "

5.

1. Muche needs no

2. Tax prediscovery

3. Public explu.
4. Letting finder havefull

Read from paper

funding
values

auti- commercial trade.

not demotivate explu.

HayI wage hates imply om clackic supply of labort
R'espunne V. rest. curve.

Credit instus obstruct alloon.
Better alloon. is like s supply.

Lower w

how important ?

wage,

6. No. rent margin. No other factor hasone. Taxon
rent = 0 there, so no effect supply.

2 meaning of rent: Ricardian & tramper, Tranfer rent rukker; also, isa micro concept, while Ricaulian's Fid " aspect. If there is always vigul, land = 0, there mustbe8. I "
macro, Land enjoys wo leisure; labor docs.

Constraine

rent over motivatesprospects.

on

MR
1

Backward bendig supply? \is unemployment.: volimtary

be
1ac. effect is inclerant, only subet. effect.

not tofou un wager, is not judged by
"inc. -effect" bes. There in nome net. Peoplegetmorefromproperty.oftax wager, gives myre gook,sérvice, they offret.

Upstion of:
supply

3

i 4f +t



Capt. ( More under " Time ")

Macro.
+ response

to A im . opps. O interest .

Non- coordy. of factors. Wicksell. Bears orig.factor
Residualimputes.

In response to higher gields capl.: a Immiquetes; b. Turnfacter

time.

ese

onto price ecs. if time.

4

OFE
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3-9-64

stock those thing most desiredViiz
5. Entry & mobility

Meaning? Can't bring

no, of neighbers from whom expand. Etc.

by

B.] Comment on

their personally.

more

secucityYet, is remarkable to see subst. work in lang
breeds suben." Historyin the greweyandofsuicide monops.

8.g. Stephemen rubberplan; Ts. oilprorate; Calif._cling
peach green drop; milk marketing orders

points discussed Mem.
Why

land into cbd;_can`t_add to

0 3

mu

But_Bldg, wan't really making 10, was.
joustMade_O__on land. Return on

approxed. by Fausom

can earn 10 ?5.% . when you
aven't making the 10, but areyou

buy. The impect ( i.e. berow many) for .5.
are really making 10, then expound yr. opus...

Loing to

going begundit,5 doesn't wenn...
you caurbes.

# If you.
mine bus, until yo bernong rute rices, or igual, retomyr...make 1.0 on more

fulls
arrogating..

assets is below max.



Can do demand curus. Easts,went
greatdeal

in for indiff- cerves longcerves long before theygot the good
out of demandcurves.
Topin re demand.

10. Moverunt along shift in
1. to several kinds demand curve.

Carve reps. What wd.. happen...
Tends to be

a .

tidem

dz)(over)...

~d.

very
b. " her. " di curve is more a

see if they
the spot
fullayy

respunecursu
_Is__a vector not exactly revenusible.

Add "time-elast." Response cure is more clactic ; I elasticity is for oftime.
the ofresponce. Most empirical clact, studie ore instantamon -hence

misleaching

CAR is a moul. benefit

Mostdemand curves are a commonsense compromine between

curse, applier of are benefit ouse

MR.
TØ

:effects of price constual: no more MR. Results canbegood.

Mut, wit, us, cet.par. vs. macro - ecommic, si implicit collusi
from locking

at selected smal
Sains from trade `group.

Applus. in p.w. ecs.; innovation guilg. it
Add another gain - 4 Demund for our experts, as

ac. Mc. and MMC
forr sess, diverted

to producing for us Neglected

Lon of output due to mopy ang for unilaturalfreetrade

ribes

a curve us.

1

Não

•

Curtel Sf. Better ress, mine likely tobe mapzedI
syndrome][ Cartel syndrome. "Capital rollout.

Role of differing demand elast...

inclactic - shorter than s.r.

sa
Q

crue.cur

PAQ
Q APp

Cunmulation inclasticity.A !!!
Excess benden of taxes ;

at an instant. Ofte station.

5₂

21

handa.scarcer.& in stronger

(over)

Ex
y II , a fr. of X I position
X

B, demand in MR of A.
i. Taxa furs,or terms oftrade



T

1

d 4+)_ Why can'tz). can't
_demand curves +you put together MR -AR annerl
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Economic Size of
Organizations

Do managerial inefficiencies always resultfrom

increased spans of management or organizational

levels, or are offsets available

to prevent the diseconomies of large size?

THE ECONOMIST'S INTEREST in management is
primarily focused on the question of the size of the
firm . The focus of this article is on the effects of or
ganization size on the efficiency of management as
reflected in the total unit costs of production . It is
commonly claimed that one of the indications of
lower managerial efficiency resulting from in
creased size is a more-than-proportionate growth in
the administrative component.¹ If the process of
management does indeed have finite limits , man

agement would provide the fixed factor causing the
firm's long-range cost curve to slope upward be
yond a certain output. This U-shaped long-run cost
curve is necessary for equilibrium under the concept
of perfect competition and helps to explain the pre
dominance of small and medium-sized firms .

The rationale for the proposition that manage
ment is a limiting factor can be based on the fol
lowing arguments:²

♦ Total expenditures in time and energy are limited
for each individual . There are also finite limits on the
number of things to which an individual can direct his
attention at any given time .

♦ In an organization , the limits imposed by time,

EDWARD A. NELSON
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energy, and attention spans are reflected in limits on
the number of subordinates that a manager can effec
tively supervise. This limitation is called the span of
management.³

As output and personnel resource requirements in
crease, the limits imposed by the span of management
result in increasing the number of levels in the organi
zation . This scalar chain of superiors , ranging from the
ultimate authority to the lowest ranks , cannot be
indefinitely extended because of the additional and

more complex communications that become necessary.
The extent to which both the width of the span

and the length of the scalar chain are limited imposes
restrictions on the total size of the organization.

I will attempt to show that, although each of the
above may occur, there are devices available to the
manager to offset these effects . With the existence

of these offsets , diseconomies of size (i.e. , eventual

increases in the unit cost of production) are not in
evitable from the standpoint of management theory
for those scales of production that are found in real
ity.

Human Engineering
The span of management . The existence of finite

capacity span provides the foundation for the span

of-management concept . It has been shown that the

average person can retain and repeat back only
about seven unrelated digits . There appears to be a
finite span of immediate memory that approximates

61



about seven items in length for various test items;
also, there is an average span of absolute judgment
that can distinguish about seven categories and a
span of attention that will encompass about six ob
jects at a glance.*

It is not suggested that , because the “human en
gineering" limitations on the number of items a
manager can observe at one moment appear to be
about six, the number of subordinates he can super
vise is, therefore, also limited to six . The supervision
of subordinates and the recognition of objects are
obviously different kinds of tasks . Yet , there are di
rect analogies and common causal determinants for
the span of management and for psychological phe
nomena such as spans of attention.
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Since a manager, as a functioning human orga
nism , is limited in the number of things that he can
do at any one time, he must organize his workday
so that the amount of things that require his atten
tion can be done in some reasonable sequence . But,
since the time available and the manager's energy
are also limited , so must be the total number of
tasks that a manager can do . How does this spe
cifically relate to the number of subordinates that a

manager can effectively supervise? Graicunas³ sug
gested that the tasks of a manager involved dealing
with (i.e., coordinating) the various subordinate-su
perior relationships that arise in an organization.
Considering single relationships between the super
visor and any combination of two subordinates , and
cross relationships between any two subordinates,
Graicunas arrived at the following formula to repre
sent the difficulty of a manager's job as a function
of the number of subordinates :

³(1²/2²+R = S + s− 1),

where: R = number of relationships a manager must
coordinate and s = number of direct subordinates.

The significance of this formula lies in the geo
metric progression that it represents . Thus , if a
manager has 4 subordinates , he deals with 44 rela
tionships; 8 subordinates produce 1,080 possible re
lationships ; and 16 subordinates 524,534 relation
ships!

The Graicunas formula understates the problem
in that cross relationships can also occur with com
binations of more than two subordinates at a time ,
that is , with four subordinates reporting to one su
pervisor; there are also four ways in which groups
of three subordinates could interact, etc.

On the other hand , the severity of the problem is
overstated to the extent that the nature of the busi
ness of the organizational environment may make
many of the mathematically possible interrelation
ships unnecessary in actual practice. Thus , the ac
tuary of a life insurance company may have much
more daily contact with the controller than with
the agency director, even though all three report to
the same executive . This effect, recognized by Grai
cunas, is expressed as the "Principle of Interlocks"
by Urwick: "No superior can supervise directly the
work of more than five or, at the most, six subordi
nates whose work interlocks."6

Yet it is not only the existence of work interlocks,
but also the frequency and severity ( the amount of
attention each requires ) of the relationships that
result, that determine the difficulty of the man
ager's task of coordination . We may quibble about
details of the Graicunas formula, but the principle
that the potential for inefficiency increases geomet
rically by some similar relationship as the number
of subordinates is increased is difficult to escape.

This is to a large extent an information-processing
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problem, but it is more than this for the span of
management, since the mere existence of work in

terlocks can create situations that require coordina
tion.

If we are to offset such difficulties, we must find

means for reducing the frequency and severity of
the relationships between the superior and his sub
ordinates .

Sources of Inefficiencies

The lengthening scalar chain . Some writers have
maintained that the principle of minimizing organi
zational levels contradicts the requirements of the
span of management and , hence, illustrates the in

adequacy of both principles in application . The
issue does pose a dilemma . If a small span is desir
able, the number of executives and probably the
number of levels between the chief executive and

(a)

(b)

(c)
:...
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the operating employee will have to be increased.

One purpose of specifying more precisely the fac
tors and offsets that influence the relative impact of
these two countervailing principles is that individ
ual situations may then be analyzed to determine
the best compromise.

10
An organization of a given size can be constructed

using various spans or numbers of levels ( Fig . 4).¹0
But extending the number of levels indefinitely may
result in inefficiencies arising from three sources:

• Socio-political factors.
• Communications.

Costs of additional management personnel.

Socio-political factors . There is a currently popu
lar emphasis on the social aspects of organization
by some writers." The length of the scalar chain,
the span of management, or the absolute size of an
organization may indeed have an effect on the

500 606 606

|

o o

FIG . 1.-DIAGRAM OF DIFFERENT SPANS OF MANAGEMENT

(a) Span of 81 per executive : 1 supervisory level, 1 executive
(b) Span of 9 per executive : 2 supervisory levels, 10 executives
(c) Span of 3 per executive : 4 supervisory levels, 40 executives

6
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morale of its members which could in turn influence

efficiency. Therefore, this possiblity should be men
tioned, but these factors are not yet clearly under
stood . It has yet to be shown that a long scalar
chain or a broad ( or narrow ) span of management
necessarily creates an adverse psychological envi
ronment. However, the issues and countervailing
forces in individual or group psychology are beyond
the scope of this paper; aside from this brief recog
nition of their existence, further elaboration on this
point will not be attempted.

Communications . Extending the length of the
scalar chain may cause problems in communication
because "contact between organization members
(may ) be carried upward until a common superior
is found and then downward again in the form of
orders and instructions-a cumbersome and time
consuming process."¹² If, on the other hand , a deci
sion can be made without traveling very far up the
scalar chain, higher levels of management may be
unaware of what is happening within their area of
responsibility.

Span of management and length of scalar chain
limitations both deal with communication, but from
a different point of view . Where span of manage
ment is concerned with the saturation of the man
ager's capacities because of the frequency and se
verity of communications , scalar chain limitations
arise because of impediments to the flow of infor
mation. These impediments may result in inaccu
rate or distorted information (intentional or uninten
tional ) ; lack of important information at the higher
echelons of decision ; excessive time lags in obtain
ing information resulting in inflexibility or missed
opportunities ; and problems and delays in ex
plaining and selling the decisions that have been
made.

Costs of additional management personnel.
When the span of management is reduced , the
number of supervisors required for a given work
force is increased , as illustrated in Figure 1. The
added expenses created by these additional supervi
sors and the office space and secretarial and other
support personnel required would have to be
justified by at least a proportional increase in the
productivity of the employees supervised . If this in
crease in productivity is not forthcoming , lengthen
ing the scalar chain will obviously increase the total
unit costs of production.

The interesting thing about the costs of addition
al management personnel , from the standpoint of
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the contribution of this factor to possible disecono
mies of large size , is that the factor has its greatest
impact on the smaller firms!

If we measure this impact by the changes in the
ratio of the number of supervisors to the total num
ber of workers , and if we assume that the same

! span applies to supervisors at every level and that
the organization contains the maximum total of em
ployees mathematically possible for a given span
and number of levels, we arrive at the following re
lationship:¹3

x 100SupervisorsTotal Number of
Total Number of Workers

= 8

100

where: S = span of management ( maximum num
ber of employees reporting to each supervisor ) , and
n = number of levels of supervisors ( see Fig . 1 ) .

The results of this relationship are shown in Fig
ures 2 and 3 for several values of span and numbers
of levels. Except for the comparatively trivial case
of only two people reporting to one supervisor (see
Fig. 2 ) , the change in the ratio of supervisors to
workers is small when we go from two to three lev
els of supervision and totally insignificant for levels
of supervision beyond three , regardless of which
span we are using ! Likewise, Figure 3 illustrates
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t
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FIG . 2.-RELATIONSHIP OF PERCENTAGE OF SUPERVISORY
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that this ratio is primarily a function of span, not
levels, with the number of levels being most impor
tant in the lower ranges , i.e. , for the smaller firms.
Furthermore, the relationship of management cost
to span is a negative one-the larger the span, the
less the total average unit costs for supervision.

Since the restrictions created by the number of
levels or coordination by socio-political factors are
at best tenuous , and the impact of the costs of addi
tional management personnel becomes less impor
tant as an organization gets larger, we are left with
the second factor . The primary tangible reason for
an adverse effect on efficiency resulting from in
creasing the length of the scalar chain must stem

from problems in the flow of information .

x 100Totul Number of Supervisors
Total Number of Workers

=||

R

100 -
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1
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n= 1

1
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1
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I
10

Span of Management

FIG . 3.-RELATIONSHIP OF Percentage of SupervisORY PERSONNEL

TO WORKERS VERSUS SPAN OF MANAGEMENT
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Reducing Limitations

Offsets to span and scalar chain limitations. The
mechanisms that would generate limitations on the
span of management and the length of the scalar

chain operate primarily by:

1 / Affecting the frequency and severity of the inter
action required between a manager and his subordi
nates .

2/Affecting the flow of information up or down the
scalar chain .

But there exist a number of factors that could

have an important influence on both of the above

and , hence, on the span or depth of organization

SPRING / 1968

that could be tolerated in a given situation without
loss of efficiency . These factors are listed below and
discussed in terms of their value as offsets to span
and scalar chain limitations.

I

Both the frequency and severity of interaction, as
well as the flow of information required in an orga
nization , can be profoundly affected by the dynam
ics of the "business" in which the organization is en
gaged . The Roman Catholic Church , for example,
has demonstrated a remarkable stability and dura
bility over the centuries with a very wide span of
management, partly because changes in policies,
procedures , and objectives have occurred slowly.
Likewise, the amount of personal contact required
by managers, both inside and outside of the organi

zation , and other duties such as com

munity projects, professional meetings,
and conferences will vary by the type
and purpose of the organization and the
complexity of the business and will have
an important bearing on communications.
and the attention available for the man
agerial functions.

Although the dynamics of the business,
the intricacies of a particular product
line, and the amount of personal con
tact that is inherent in the nature of
some specific operations may indeed
exert a strong influence on the accept
able span of management and length of
scalar chain for a specific organization,

these factors are not a part of our list of
offsets . This exclusion permits a listing
of offsets that are more directly subject
to the discretion of management and,

hence, more germane to a general treat
ment of the hypothesis that diseconomies of scale
need not necessarily exist.

In any organization , management may employ
various combinations of the following factors to de
crease the frequency and/or severity of interactions
between the manager and his subordinates or pro
mote the flow of information between the levels of
the organization :

Subordinate training.
●• Planning.

• Delegation of authority.

The "gangplank” principle.

Objective standards at strategic points.
The staff device.

1
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Right versus use of direct access.

Technological developments.

Subordinate training . It should be self-evident
that the better the subordinate knows his job, the
less guidance he will require from his superior and
the less coordination between the subordinate and

his associates will be necessary . But the importance
of training extends beyond instruction in the techni
cal or procedural aspects of a job . Training can also
be a valuable aid in securing a prompt response
from a subordinate when he is told what to do . The

hours spent by new recruits in military drill exer
cises are not intended only to make the regiment
look good at the victory parade ; the purpose is that
the recruit experience direct physical coordination
with his comrades in , and acquire a conditioned re

sponse to , the issuance of an order.

The success of the Catholic Church as an organi
zation , in spite of its wide span of management, has
already been partly ascribed to the slow rate of
change to which the organization must respond . But
this ability to manage with a wide span must also
be credited to the elaborate guidelines for decision
and action that have been established ( the factor to
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be discussed next ) and the years of extensive train
ing required of the ecclesiastic . The importance of
training to span of management is also attested to
by the fact that many authorities¹ attribute the ex
istence of larger spans at the lower levels of organi
zations partially to the greater difficulty of dis
covering what to teach at the higher levels of man
agement and how to teach it.

Besides its impact on the span of management,
training can help to extend the scalar chain in sev
eral ways . First, a thorough understanding of policy
and objectives "prepares the organization member
to reach satisfactory decisions himself, without the
need for the constant exercise of authority or
advice";15 this reduces the need for information flow
between levels. Second , this understanding can help
to assure that information that would be useful at
higher levels is recognized and properly forwarded.
Likewise, training in the art and use of the means
of communication , whether these media are mem
oranda, oral presentations, or sophisticated data
processing systems , or training in the arts of com
munication per se can contribute substantially to
the efficient and effective flow of information be
tween levels .

Planning. The thoroughness of planning and the
clarity of goals and policy, when combined with the
authority to act, reduces the need for communica
tions . Thus , the shop foreman in a production oper
ation where procedures and production require
ments are precisely known can generally supervise
more workers than can his counterpart in a job
shop.

On the other hand, when plans are not precise
and require periodic new decisions or elaborations ,

or when plans are changed frequently , there is nec
essarily more interaction between a superior and his
subordinates . To the extent that these interactions
affect other levels , the information flow along the
scalar chain can also be increased .

One of the direct benefits received from the
growing use of electronic data processing ( EDP )
has been more thorough planning, since the auto
mation of a procedure requires an attention to de
tail and to objectives.

Delegation of authority. "The most serious symp
tom of poor organization affecting the span of
management is inadequate or unclear authority
delegation."¹6 Actions not specifically covered by
plans must be coordinated with the supervisor
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when the subordinate does not have the authority to
act on his own initiative . This produces a frequency
of interaction that is a direct function of the num
ber of problems that arise , which are, in turn , di
rectly related to the size of the organization's out
put. Thus, the limits of managerial attention could
be exceeded very quickly as output expanded , and
if a manager were given additional subordinates to
handle increased output, the result would be the
classical situation for the Graicunas effect.

But the frequency of interaction is only half of
the story. Reporting on progress or receiving inspi
ration or information from a superior are compara
tively benign interactions , but the necessity of a de
cision following a meeting imposes a severe kind of
coordination problem . The effects of this are not
confined to span of management but are also
influenced by the number of levels in the organiza
tion , for, as Fayol pointed out, ¹7 as orders are
passed through a series of intermediaries, the op
portunities for distortions , omissions , or misrepre
sentations are increased.

17

Thus, adequate authority delegation¹8 provides a
major offset to the frequency and severity of inter
action between the superior and his direct subordi
nates and, hence, a major offset to the limitations on
the size of the span of management.

When the authority for decisions is moved down
ward in the organizational hierarchy, the process is
frequently termed decentralization . Decentraliza
tion can have the effect of reducing the necessity
for, and hence the volume of, communications up
and down the scalar chain .19 This is turn reduces
the impact of the length of the total scalar chain on
the flow of information . Authority delegation thus
provides an offset to information flow problems
caused by the number of levels in an organization
it puts the decision where the action is.

The "gangplank" principle . Fayolº refers to di
rect communications by subordinates , operating
within their spheres of authority , as the use of a
"gangplank." That is , a direct bridge may exist be
tween two members of different departments , and
communications may cross this bridge , or gang
plank, even though authority follows the scalar
chain . It is a sound principle of good management
that there must be a clear line , or scalar chain, from

the ultimate authority to every subordinate position
in the organization . The existence of this chain of
authority constitutes the formal organization and

SPRING 1968

provides a route over which information may, and
does , pass . But it is not the only route possible or
desirable for the flow of information . If an actuary
would like to know how many claims have been
filed this year on the “Programmers' Special" life
policy, and he could determine this by directly con
tacting a records clerk in the claims department,

there is no general reason why he should not do so.
To fill out a special information request form , to
pass this up the line until a common supervisor
(perhaps the executive vice president in this case) is
reached , and to wait for it to filter down through
the scalar chain until it reaches the records clerk,

and back through the same route with the clerk's
answer would be an unnecessary waste of every
one's time.

Fayol suggests that the supreme executive insist
that subordinates take advantage of the gangplank
principle as long as the course of action is approved
by the employee's immediate superior and that the
personnel involved remain in agreement. The use of
the gangplank avoids many of the communications
problems created by the number of levels . It also
reduces the frequency of interaction of superiors
and subordinates at all levels , but not necessarily
the severity of interaction , since decisions for which
no authority has been delegated must still be pro
cessed along the scalar chain . However, it is often
possible for several subordinates to produce enough
authority among them to resolve problems with
out recourse to higher management.21 This combi
nation of "splintered” authority, a logical extension
of the gangplank principle, can be a very useful de
vice in overcoming the limitations of span and
depth of organization , but its recurring use on
similar matters may indicate that authority delega
tions have not been properly made and that some
reorganization is in order.

Objective standards at strategic points . Subordi
nate training, good planning, proper authority dele
gation , and advantageous use of the gangplank
principle may reduce the need of the subordinate to
communicate with his supervisor . However, it is
still the responsibility of the supervisor to insure
thatproper control or the conformance of events to
plans-is being exercised . This managerial function
of control promotes superior-subordinate interac
tion at the instigation of the manager.

The frequency and severity of interaction with
subordinates can be markedly reduced for a man
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ager if he is able to establish simple , objective cri
teria at strategic points in the operation, against
which actual results can be measured . Objective
standards at strategic points form the cornerstone of
the exception principle,22 which states that a man
ager should direct his attention only to significant
deviations. The use of this principle not only re
duces the necessity of direct superior-subordinate
contact, but also by helping to define more precise
ly the information that is most required at various
levels of the organization , makes the flow of infor
mation between levels more efficient; this is accom

plished in both a positive and negative sense-by
focusing on and acquiring what is needed and by
eliminating that which is superfluous.

The staff device . The staff assistant or group may
be a particularly useful device for keeping an exec
utive informed on matters that require summarized,

specialized knowledge or special studies that can
not be effectively delegated to operating personnel .

The staff can collect and distill information on par
ticular topics or subject areas, inside or outside of
the organizations , on an ad hoc or continuing basis.
To the extent that the staff deals exclusively with
information and advice , it is independent of the
length of the scalar chain and requires only the
right of access ; this independence establishes the
staff device as an effective offset to inefficiences cre

ated by a large number of levels of organization .
The staff device can also serve to broaden the

permissible span of management . This is accom
plished partly by providing the decision maker with
research on the problem area to decrease the sever
ity of the superior-subordinate interactions . But the
staff may also decrease the frequency of interaction
between manager and subordinates when it exer
cises a functional authority over specific kinds of
activities .

Urwick23 recalls an example of this in the organi
zation of a British infantry division . The division
commander in this instance had eighteen persons
reporting directly to him , clearly a very wide span
of management; yet he spent only a couple of hours
a day in his office and was able to maintain a very
close contact with all of his subordinates . But every
subordinate was expected to take up all routine
business in the first instance with the appropriate
staff officer; only after the subordinate had failed to
secure a satisfactory settlement with the staff officer
would the commander accept a direct discussion.
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The commander thus had only six immediate subor
dinates who usually approached him directly, plus
two staff officers . The latter relieved the command
er of all of the routine work of coordinating line
and specialist activities and did virtually all of the
paper work, drafting of orders, correspondence , etc.
Yet, the staff officers had no personal authority ; the
responsibility for everything they did and every
word that they wrote was the commander's .

Right versus use of direct access . A powerful de
vice for preserving an executive's time, yet permit
ting a wide span of management and preventing a
loss of morale by creating additional levels of orga
nization, is for the executive to make a clear distinc
tion between a subordinate's right of direct access
to him and the frequent use of that right . In Ur
wick's example of the British infantry division com
mander, the subordinates ' nominal right of direct
access preserved a unity of command and safe

guarded their independent responsibility for their
functions as well as their organizational status . Also,

a right of direct access to a high - level executive for
the purpose of transmitting important information
can substantially relieve the problem of communi
cation through numerous levels . This principle is
important, if delegation of authority and the use of
the staff device are to work well.

Some companies make noteworthy use of the
right of direct access by a well-published policy
that every employee in the organization may deal
directly with the chief executive , if the employee
feels that there is a matter that merits this attention .

One such firm is International Business Machines.24

Although at IBM the “open door" policy is dis
cussed primarily in terms of its value in promoting
good human relations , the possibilities for commu
nication on important matters that might otherwise
escape the attention of management are clearly rec
ognized.

Technological developments . Technological de
velopments can affect the operations of a business
in many ways . Simulation techniques and opera
tions research methods can help the manager evalu
ate the many factors in a large and complex busi
ness. The discovery and implementation of princi
ples of management provide guides to effective ad
ministration that help offset the problems inherent
in large-scale operations . Developments in compu
ter technology that permit a growing number of
tasks to be automated will directly affect the way
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that these tasks are departmentalized , as well as the
technical aspects of the manager's job .

There are two ways in which technology will pro
duce an effect on the scale of operations.

~ There may be an augmentation of the impact of
the previously mentioned seven offsets . Programmed
learning techniques , for example , may make subordi
nate training more effective , or PERT methodology
may upgrade the planning process for certain types of
projects.

Advances in information technology may directly
relieve communications problems that now restrict
growth . For example, current efforts in the develop
ment of management information systems are directed
in part toward providing management with the ability
to obtain detailed information on demand for many as
pects of the business ; such systems have , at least con
ceptually, the potential of eliminating most of the infor
mation flow problems arising from a large number of
levels of organization .

An Intractable Problem?

It would be a digression to elaborate on such
matters as the "state of the art” in management in
formation systems , the effect of EDP on centraliza
tion or decentralization of authority, or the pros
pects of middle management in the automated en
terprises of the future . However, there is an im
portant concluding remark pertinent to technologi
cal developments as an offset to the frequency and
severity of superior-subordinate interactions , and
problems of information flow through the
levels of organization . The contribution
of technology will, in the long run , be
positive-that is, it will have the effect of

permitting larger spans or greater num
bers of levels-or the innovation would
be discarded . This means that , if em

pirical studies based on current data
validate the hypothesis that large-scale
operations can be managed as efficiently
as their smaller counterparts , then these
conclusions should hold with increasing
force for the management of the future.

How big is big? The obvious argu
ment for the existence of eventual dis

economies of large size is that, concep
tually at least, all of the offsets prev
iously listed are themselves subject to
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Span of Management
12

6 -

4

2

the law of diminishing returns . That is , the propor
tional advantages gained from a given offset can
not be expected to continue indefinitely , and each
factor will eventually play itself out. This may be
true. But the important question from the stand

point of management theory is not that raised by
the special case of the infinitely large organization ;

rather, it is whether a firm can expand without in

curring increased costs of coordination up to the
limits fixed by the scarcity of other economic re
sources or by the extent of its markets . That is , it is
sufficient to demonstrate that management is not
the limiting factor.

It can readily be shown that very large organiza
tions can be created using small spans of manage
ment and numbers of organizational levels . Figure
4 was constructed from a relationship that assumed
that a given span of management was carried
throughout the organization and that the total work
force consisted of the maximum number of employ
ces that was mathematically possible with a given
span and number of levels . This diagram shows that
the personnel of the world's largest life insurance
company could be contained in an organization
with a span of only 6 and a depth of 7, or a span of
4 and depth of 8 , etc.²6 It has been estimated that
there were 1,142,000 persons employed in the insur
ance business , including clerical workers and sales
men in life and nonlife fields , in the whole of the
United States in 1962 ;27 this number could be ab
sorbed by an organization with a span of 6 and a
depth of 8. On the basis of fifteen workers to a fore

to
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man, and only four superiors to every supervisor,

Fayol illustrated that 251,658,240 workers could be
employed by a firm with a depth of only twelve
levels-more than the entire population of the United
States!

I quote these figures to show that the normal

form of development of the organization lends itself
well to the grouping of any number of employees and
that the number of levels of authority in the largest
business concerns is quite small .28

The importance of the above argument is that,
for the sizes of organizations to be encountered in
practice, the problem of coordination is not as in
tractable as has frequently been suggested . If the
offsets available to the manager do eventually play
themselves out, these diminishing returns must
occur very quickly indeed if they are to restrict any
actual operating managers . It appears that any in
creasing costs of coordination could be more ap
propriately attributed to poor management- the in
ability or unwillingness to make use of the offsets
and principles of management that are available
than to organization size.

There is some empirical evidence to support this
conclusion . Suojanen , ²⁹ in an attempt to show that
the span of management is no longer a valid
principle,³⁰ cites the data presented in Table I.
Representing firms “known to have good manage
ment practices," these data were assumed by Suo
janen to raise doubts about the validity of the Grai
cunas hypothesis , since "the theoretical limits of the
executive span of control are in practice more often
violated than they are observed." But Table I
could just as convincingly show that offsets to fre
quency and severity of interaction are in
deed operative over the spans discussed.

Preliminary results from my research
into the effects of organization size on
the operating efficiency of life insurance
companies also tend to contradict the
hypothesis that large size imposes losses.
in efficiency. Figure 5 portrays the rela
tionships between total administrative
cost (measured as non -sales, i.e. , clerical
and managerial personnel plus office
equipment costs ) and size as measured
by the total amount of life insurance in
force . The total administrative costs are
adjusted values , reflecting adjustments
to eliminate cost variations attributable
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Dollars

X

Administrative Cost
Total Life Insurance in Force

0
I

TABLE I. NUMBER OF EXECUTIVES REPORTING TO
PRESIDENT IN ONE HUNDRED LARGE COMPANIES

(Over 5,000 Employees)

Number of
Executives Reporting

to President

1

∞a o H 00 20

3

100

4
5
6
7
8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Number of
Companies

6

1
3
7
9

11
8

Median
8
6
7

10
8
+
1

~ —— | OF

5

1

1
1

1

Total Theoretical
Direct and Cross

Relationships

1
6

18
44

100
222
490

1,080

2,376
5,210

11,374
24,708
53,404

114,872
251,974
524,534

1,114,392
2,359,612
4,981,090

10,486,154
22,020,532
16,137,824
96,469,518

201,327,166

SOURCES : Columns ( 1) and (2 ) are from Ernest Dale, Planning
and Developing the Company Organization Structure , AMA Re
search Report 20 (New York : American Management Association,
1952) , p . 57; Column (3 ) is from Graicunas , Relationship in
Organization, Bulletin, International Management Institute
(Geneva : International Labor Office , 1933) . (Relationships be
yond 12 subordinates have been computed according to Graicu
nas' formulas.)

..t l
1,000 10,000 100,000

Total Life Insurance in Force ( $ Millions )

FIG . 5.-ADMINISTRATIVE COST RATE BY SIZE OF COMPANY

I

California Management Review

1

I

1

|



to different proportions of term and industrial busi
ness written by the companies in the sample . Figure
5 reveals some advantages of medium-sized and
larger firms , but no noticeable diseconomies of
large scale, and the range of size of the firms in this
sample is five orders of magnitude!

Summary
Conclusions. There is conceptual justification for

the hypothesis that increasing spans of management
and/or number of organizational levels can result
in a deterioration of management performance.
However, there are factors that a manager can em
ploy that provide offsets to the frequency and se
verity of interaction required between a manager
and his subordinates , and to the restrictions in the
flow of information between organizational levels.
These offsets, when properly used , will permit a
wide variation in the number of subordinates a

manager can supervise and the number of levels an
organization can tolerate without adversely affect
ing coordination . And since extremely large organi
zations can be constructed using relatively small
spans and number of organizational levels , manage
ment theory imposes no a priori reasons why dis
economies of large size need necessarily occur in the
largest organizations to be found in practice.
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Lawyer Raps Courts
for Stifling Creativity
Technological creativity is be- little or no idea about what

ing stifled by government and their engineers thought about
industry, a patent attorney and the projects they were work
Massachusetts Institute of Tech- ing on.
nology lecturer said here Wed
nesday.

"If someone calculated a way politics and take an active part
to stifle creativity, he couldn't in making the governmental de
do better than our mode or liv- cisions that require a knowl

ing today," said Robert H. edge of business and technology.
Rines, Boston . Rines is also Another speaker, Paul J. Gro
president of the Academy of gan , director of the federal office
Applied Sciences . He spoke at of state technical services, de
a seminar on research by small scribed the office's efforts in
firms at the Milwaukee School disseminating and compiling in
of Engineering, which sponsored formation for business.
the seminar with Research De
velopment magazine. Treasure Island

Rines attacked federal judges
as political appointees without Store Expandingsufficient knowledge to decide
the technical industrial ques
tions that come before them.

Appleton, Wis. — J. C. Pen
ney Co. announced that an ex

Rines related one case in pansion of its Treasure Island
which an independent inventor store here would begin soon.created an electric motor that Construction of a one storywas a great improvement and addition and an automotive de
decidedly different than any partment will give the store apreviously developed . He pat- total area of nearlyented it and offered to license 160,000

a large manufacturer to make square feet , more than double
the present size.the motor. The new automotive depart
ment will provide space for carInventor Filed Suit

The company had the in- servicing and sale of tires, bat
ventor explain the new motor teries , accessories, gasoline and
to its engineers but decided that oil.

Rines, also called on the busi- 312 E. Wisconsin

nessmen at the seminar to enter

it was not interested . Later the Included in the expansion are
company put a new motor, in- a 28,000 square foot center for
corporating the inventor's tech- home furnishings and appli
nology, onto the market. ances and an outdoor garden

The inventor sued but the fed- shop . All existing departments
eral district judge said he could will be enlarged.

understand the technical im

provements involved and there- Coal & Dock Firmfore couldn't rule that the com
pany had stolen the patent . The
appeals court said the same Appoints Executive

Allan D. Thomson has beenthing but the inventor died be
fore the appeals court made up named executive vice-president
its mind . of Great Lakes Coal & Dock

Rines said a study made by Co. here. Thomson , who joined
students at MIT found that the company two years ago,
while 80% of the patents filed had been vice-president.
were by big companies , about
one-third of these were actually
on inventions bought from small

usiness or independent inven
rs.

Supervisors Unaware
The MIT study found that

80% of the engineers inter
viewed said they had ideas for
new products but had not told
anyone about them , Rines said,
for these reasons : They felt no
one would pay attention to their
idea; past ideas had been adopt
ed but the engineers had got
ten no recognition ; they felt it
was too much trouble to "fight
city hall."

It

d

Exchange Picks Aide
New York, N. Y. Bernard

Landou, a former director of
motion pictures and television

y companies , Rines said , for Barkin , Herman & Associ
claiming they want crea- ates, Milwaukee public rela

e people, actually force em- tions firm , has been appointed
pl yes into conformity. manager for radio-television ser

vices of the New York Stock
Exchange.

The study also found , Rines
said, that most supervisors had

▪

27
Dutch Lower Rate

Amsterdam , Netherlands
UPI The Dutch state bank
lowered its official bank rate
from 5 to 4.5% Wednesday.

PRIVATE OFFICE SPACE

AVAILABLE

In newly remodeled building downtown .
Includes telephone answering service.

For Appointment:
Room 620

271-2434

FAST, LOW COST REPRODUCTION
ONE HOUR SERVICE

If Brought In and Picked Up
Form letters , records , drawings , parts
and price lists , catalog sheets , office
and factory forms, etc.
8½x11-20 Lb. White Bond Paper

100 250 $4.45
500 $6.95

COPIES $295
1,000 $9.95

$5.25
$6.75

COMPLETE PRINTING SERVICE
500 Business Cards .

1,000 Business Cards ..
1,000 No. 6 % Envelopes . $7.95
1,000 No. 6 % Look-In Env .. $8.95
1,000 No. 10 Envelopes . $8.95
1,000 Statements $9.45
1.000 Letterheads .
1.000 Shipping Labels.
Save money on all your printing
needs. Let us give you a QUIK
QUOTE . We welcome mail or
ders. Write for free price list.

$9.95
. $8.45

LEO LIEBERMAN, INC.
2601 N. 3rd St. Phone 372-8787

( 1 Block South of Center St. )
( Please Keep This Ad for Reference }

MANAGEMENT TRAINEES

Mare's Big Boy
FAMILY RESTAURANTS

NO EXPERIENCE NEEDED

If you are 25 to 35 and have
nice appearance, good character
and work attitude, we willtrain you to ADVANCE
QUICKLY.
TRAINING SALARIES $500 to
$600 per month while learn
ing cooking and basic man
agement. In 5 to 9 months
you will progress to $8,000 to
$10,000 management position .
No limitation on your growth
in our expanding 3 state com
pany.
Company provides PAID VACA
TION, FREE LIFE INSURANCE,
MAJOR MEDICAL and HOSPI
TALIZATION plan and a FAST
MATURING PENSION PLAN,
IF YOU CANNOT SEE A FU
TURE IN YOUR PRESENT POSI
TION , look into our program
by calling for personal inter
view ;

342-6464
273-5700

JAMES SCHAAF
DAVE BURKHART

(Plankinton BIG BOY )
TOM WRIGHT 464-6560

(Capitol BIG BOY)
VINCE KUBIAK

(Layton BIG BOY )

Special Report

.482-4550

* 2.0,1
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or "Dishonesty is a byproduct
Backlog Created

of poor management," Jaspan glaring examples of this was a

Jaspan said one of the mostsaid in an interview here case in which 14 key manageThursday. He spoke Thursday ment people in a companynight at a meeting of the Em- handed out subcontractingployers' Association of Mil- work on a deliberately createdwaukee.
backlog of business for eight

Jaspan also said th
There is a better tchance of sizable d

in any firm , and a 75of harmful malpractic
More than 25% of

of

ad

Employers, he said , must years.assume the responsibility forge their employes' morals. "Peo- ceived kickbacks from the

He said these men had reple can be as honest as you subcontractors, issued thewant to keep them honest," he contracts to firms in which its on sales made by ththey held an interest, or creat- ton's retailers go
their wives' names.

eu a umm y corporations in drain because of inte
honesty.

said .

com
bllu

Dishonesty, Consultant SaysIf a company has employe | the means of attaining it, he $250,000 worth of billing so
thefts , the management may frequently feels forced to they wouldn't have to work?"
have only itself to blame, ac cheat in order to make his po- he said.cording to Norman Jaspan , sition secure, Jaspan said. -
President of Norman Jaspan today has resulted in top man

ine vast size of companies
Associates , Inc., a manage- agers being the last to knowment consulting firm head- of dishonesty, he said.quartered in New York, N. Y.

Loyalty Lacking
Jaspan said there is a lackC

of comnany loyalty today. None of these men had less
ing by "People don't work for Gim- than 25 years' seniority, and

of bels-Schusters or Schlitz to- they stole $4 million from the
ed on day, they work for a supervipossi sor," he said . “If I were on myelimi first job. I'd be as good orcon as my supervisor," he said .

had

company, he said.
Jaspan said the real tragedyof this situation was that the

Unrealistic goals are anoth - keypeople.
company lost the heart of itser cause of dishonesty, heas or- said . "If a man is required tovisory achieve a goal while deniedtering

ems di

es . It

Evidence Chronicled
Jaspan referred frequentlyto a stack of blue folders inwhich are chronicled a wide

Madison , Wis. variety of evidences of em
Mack and William A. Schroe- losses to their companies of

John F. ploye dishonesty resulting inder, both Milwaukee natives , from $50,000 to $5 million .
Co. Mack will be assistant

Bank Elects 2 Officers

m

d vice-president and Schroeder case where people have run a

"Do you know we've had aan assistant trust officer.
computer backward to erase

elt

ˇˇˇˇˇˇˇˇˇˇˇˇˇˇˇˇˇˇˇvvvv

and its fact finding division ,

Jaspan's consulting firm
Investigations, Inc., have compiled statistics from clientswhich include more than 100

his company also se
York Stock Exchange He 'd
companies listed on the New

one out of every thretailers.

periencing losses equaly and even more da

Manufacturing firm

because these losses
cealed by their methocost accounting.

Known bank emb
ments are up nearly 60the last two years.

dishonesty and indiff
Jaspan said that em

will have a greater inon profits than inflatioyear.
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To avoid propty. tax, make les durable.
inc.
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Mon 5-4-67
( Robe, Wage-qumbles)..
Shd. wager rice w.•productivity ?
Lieb. defines ways,p. 33t, as cort to emplayer. How about

taxes ?

Back:bending supply curve ?

Possibilities of Ag emplunt by -A wage. Depends
facter propus. If product lasts one year, laber is

can A return to
Capl... moves into forms comply to laber.

W. hi wages, invect. mover into cleables where it don't matter.
7.g. timber. i= (GHV)²Ľ =(. Emplay laber less.
often.

capl. 20 % by redung wage 199⁰.

elastic...very
Argument is that lower wage rate

But what of c.b. effect. Avalueof M ?

to demand for laber in

or net creation

hi is only way

to capt. by import

meam

calls for his is

lower

abundant access to ress.

con

100
-105

What is needed to permit of his wages ? Marry complements,
few subs.

Abundant land& not.sess.
h. accen to & devent of same
c. Hi tumover of capl.; and/or large continual additions

( Continualcapl. import not impossible

a 959,
Big Airst

wage bill

to keep that plees hi wage is by.
juust treat

|
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it well)
I. Compu. among employers & sellers, bes real wages

also impiut.

Assign : Rodges.They Inc. Distr...
Wickrell , Value

Saffning

Value.. IL.
Luts,I
22-28

N

172-18
133-44



Supplyof labor

As
my wage riser

leisure , I spend.it on

lesser work so 1 can

I do havee
more to spend. But before I spend

hiring other to relieve me ofit on

specialize in greater work



-Price

Box diagram

Easiest toway explain
"" 6 "

1

'
S us

Contract

currue

new

Su

producers surplus.

3
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I'm Notes usedby Bon Ho Koo for lecture in economic

E , 101, on "BoldenTriangle",

& Application of the "suplus approach " to hade controls
A. Fencial

1. Basic concepto

P
D

E
P.
F

G

consumas , suplus :
moduces
gov't revenue.

A

H

S
1

Consumers

producers

#

After tax.

1

Q

or cost

EMU -
T.R

gov't revenue

S (M.C )

8.
2 Effects of unit output tax ( say EF )

Before tax

D CAR

suples :

7

:

CDP
: CGP
→

theory,

total ant paid byconsumers
EMC

none

?

consumers loss EACP
producers loss FBCP
gov't revenuee : ABFE

Net loss ( " effect ) of the tax.: ABC ("soldenhiagle").
from the welfare viewpoint_
in the whole



B... Welfare and trade controls

Case1. No home production &...perfectly elastic_s of M.
P

P21

P₁

2

A

_ @ _
B

+

q

1. Effect of Tarriff ( P₁P = M duty >
consumers loss. :

:

Si dice to tariff
-SM

8₂ 8₁2

ACP₁ P2
ABP , P2gov't revenue

Net loss of welfare : ABCABC... "_goldenhiagle." Gain

Effent of M.quota (M quota = 082)
consumers loss : __ ACP₁ P₂_
Any gain ?_

windfall profit of ABP, Pz would usually_shared

by domestic importers , foreign importers , and
gov'tal officials (hibe )

Ideally and theoretically , ABP₁P₂_ can be
collected by gov't by issuing license fees
in the form of acctioning

3) usually net loss : betw ABC & P₁P₂A C;) net loss of ABC.
(Sou't sale of license fee by auctioning
or all importers are native I
( importers

Net effect 2.1) at best :
from neatl

viewn't
2) at wast : net loss of P₁ P2.AC

are all foreigners.)



Case 2 Some home production & perfectly elastic S.ofM
1. Effect of Tarriff ( M duty = P₁P₂.)

P

P₂
P₁

J
H &

M. reduced from Ha to I_Qz
So increased from O.H_to_O.I__

Welfare effect

Welfare effect :

H

Net loss

Taught

this
far .

1

A

:

Q Q7 1

consumers loss. : P1 P₂ AC__

domestic producere gain : P₁ P₂EG
gov't revenue A B E F

-Net loss ABC and EFG

Sosi
-ST
SM

of Welfare
pon hotel viewpi't

SD : homemod . S.
SM Supplyofi
ST :_.So + Sm befense desty

ST..soSo + Sm after

2 Effect of M quota ( M_quota_= I2_₂_)
G.K = IQ₂
S'T C.tatal supply anve after M quote of 12₂ )

JGKAST;

T

consumers loss.: P₁ P₂ Ac_ (same )
2dom.producers gain : P₁ P₂ EG (same )

gov't revence i ?

SD + Sir-after M

quota

" Golden tiragles"

at best ; ABC and EFG
( if all impaters are native or sout liunse

auctioning)
at wnst : GEAC Call foreise importers)



Case 3 No home production &

P

HA

E

F

A

TH

a

SM

finitely elastic Sou

;

D

1. Effect of Tariff (M duty = EF_)
domestic mice.: OE

Suppliers (world ) p : OF
M

Welfare effect
from

1) national viewpoint :
Consumas loss
Sout revenul :

no domestic producent : 0

EABF > EALP

* Meaning of inelastic SM

EACP
EABF

ī

The difference of p = is duty

Net effect : depends on EAC PE EABI

* How do we know EACP /// FARF ?
Other things being equal,
if SM is inelastic , more likely

I

1

(12) from world viewp't

EACP
EARF
PCB F

net loss : AB

the country is such a big buyer of that commodity

that her am't bought would affect the price
very much.

*
_From nat'l viewpoint, she can be better off.
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by imposing tarriff_ provided that
1) SM is inelastic.
2) no forelse retaliation

2. Effect of M. quota_ (Mquota = OR )
!!.from in I; same asin to world view p't

je. net loss of ABC

2) from hat's viewpoint
of EACP_the same consumers loss

.. doncestic producers loss

gov't revenue & wind fall profit :

;

_Neteffect
at best...

( a lages buyer ).

atwast

loss revenue

are h
net gain (n.loss.) = AHC - FPHB

if either all importers naitive

you't reverme = FEAB by
auctioning, license fers

.fr

EACP of net loss
if importers

9. have done.
The diagram i

zero.

are all freigners

Usually somewhere between_

_Case_Some home production & a finitely elastic s.of ..
a self- exercise

becomes very complicated.



1. Effect of Tarriff (Mduty = IP₂ )

_P₁

-P₂

P₁
-I

T

P₂

6=

IT

BRA
2

1) From the world viewpoint

u

DE#

AL

THEFI

qu

190₂

consumers loss P₁ P2A.C

foreign producers loss P,G`HI
domestic_ gain..Pi P₂FF .

gov't revenue..

oh

D E

³K".

H

Net loss :
2) From hat'l viewpoint

depends.

€

_B.J

9₁

GT

Key question is

82

·P₂I HD = HDAJ_P2

A

do

VTKJ

UN

ABC and G.HK

∙B....

s'uSu
SMP

ST

aftertariff

·ST

N

OP2 : domesticp

OI : world p

HJCK & + DEL Z AB.C.+ FKL
(het loss)(retgain )

E of SM & E of SD

qo

and ( FKL - DEL.)



422. Effect of M quota CM gasta = 0.8M₂ = FM₂8.₂ .)
Similar studies & method
Similar results *

Summary_

|

t

comparisons

1- of SM is perfectly elastic ,
life. the country in

in the world market ( " a small buyer"_ )

2

a atomistic buyer of the commodity

then, from both, & world viewpoints
national

always not loss of welfare

of SM is finitely elastic
life. the country is "a big_bayer" so that

She can influence the price )national
the_ she may increase the her,welfare

by imposing tarriff , especially
" if SM is inclasticvery...
2) y foreign countrie, do not retaliate

but from world viewp't , always loss ..
3. Usually tarriff is

of trade contal that

>

better method
M.quota



When weupy
domnit une ?

what happen to the resources it.

into compu., if it simply released cell resources.
be hey

restricti

land.

oulful,

1.They wd. go
So it must hold some of them idle, and
limitational inputs ; and their holding

That means land, very often .

social policy, to break umpy,

they wuust

cost must be low.

need only A cost of holding

¨¨
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comp.Idealized requirementsofpuf.

to actual problems of inter. simetus

AU


