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Abstract

The thoughts of increasing returns could be traced back to Plato.
Aristotle, Xenophon in ancient Greece. It also could be found in the works of
classical economists. such as Smith and Mill, and it plays an important role in
Marshall’s system. However. in Neo-classical Economics after Marshall, the
idea of increasing returns was lost for a long time. It's not until the 1980s that
the thought of increasing returns came back to mainstream economics in New
Growth theory and New Trade theory. Therefore. it could be concluded that
the period from 1920s—1930s to the 1980s can be called “suspension period” of
the idea of increasing returns. Why did this suspension happen? What is the
mechanism under the evolution of increasing returns thoughts? To answer
these questions is the purpose of this book. Through the analysis of this
mechanism, we could also get a glimpse of some of the key differences between
the Marshallian Economics and the subsequent New Classical Economics.

Marshall is the pioneer of the Neo-classical Economics, hence many
scholars hold the opinion that the Marshallian economics is the same with the
subsequent Neo-classical Economics. While in fact. they are quite different in
many important aspects. In some sense, present Neo-classical Economics still
doesn't stride over what Marshall called the *primary stage” of Economics.
How could modern Economics develop to the “advanced stage”? What is the
"Mecca” of Economist? That's the reason why we still need to read Marshall's
thoughts and compare the differences between Marshallian economics and the

subsequent Neo-classical Economics. To compare all the differences is
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definitely a huge program. The comparison between Marshallian economics and
the subsequent Neo-classical Economics is completely bound up in the
explanation of the mechanism under the evolution of increasing returns
thoughts,

The explanation of the mechanism under the evolution of increasing
returns thoughts is based on “Marshall-centered” approach. Two points make
the “Marshall-centered™ approach necessary:

Firstly. the thoughts ol increasing returns experienced a process of
suspension and renaissance. The word “suspension” has two meanings: on one
hand. it means a process that the thought of increasing returns continued for a
long time and then disappeared. On the other hand, it means a process of
recovery. There is a turning point between the two processes. The turning
point should be invested, and Marshall is the exact turning point.

Secondly. the key to understanding the turning point is to distinct two
different contexts: the contexts of Marshallian economics and the subsequent
Neo-classical Economics. This could be seen as an innovation of this paper.
Based on the development of the history of economic thoughts, Based and by
examining the relationship between increasing returns and competition
dynamically, we avoid an improper view that is to look at Marshall backward
from the standpoint of subsequent Neo-classical Economics. Many authors hold
that since Marshall is the founder of Neo-classical Economics, then the
subsequent Neo-classical Economics and the Marshallian economics should be
the same, while in fact it's a misreading of Marshall. This misunderstanding is
mainly reflected in two aspects: on one hand. many authors misunderstood
some key words of Marshall. such as increasing returns and competition. On
the other hand. many economists misunderstood Marshallian methods. The
static partial equilibrium analysis is commonly known to be Marshallian
distinguishable method, but Marshall was very cautious to this approach, and
he paid more attention to reality in his whole life. He insisted that “the Mecca
of the economist is economic biology ". Reality and dynamics. the
distinguishing features ol Marshallian method are rarely mentioned in modern

mainstream economics.



