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Assumptions of Law of variable proportions 

Law of variable proportions is based on following assumptions: 

(i) Constant Technology: 

The state of technology is assumed to be given and constant. If there is an improvement in 

technology the production function will move upward. 

(ii) Factor Proportions are Variable: 

The law assumes that factor proportions are variable. If factors of production are to be combined in 

a fixed proportion, the law has no validity. 

(iii) Homogeneous Factor Units: 

The units of variable factor are homogeneous. Each unit is identical in quality and amount with every 

other unit. 

(iv) Short-Run: 

The law operates in the short-run when it is not possible to vary all factor inputs. 

Applicability of the Law of Variable Proportions: 

The law of variable proportions is universal as it applies to all fields of production. This law applies to 

any field of production where some factors are fixed and others are variable. That is why it is called 

the law of universal application. 

The main cause of application of this law is the fixity of any one factor. Land, mines, fisheries, and 

house building etc. are not the only examples of fixed factors. Machines, raw materials may also 

become fixed in the short period. Therefore, this law holds good in all activities of production etc. 

agriculture, mining, manufacturing industries. 

1. Application to Agriculture: 

With a view of raising agricultural production, labour and capital can be increased to any extent but 

not the land, being fixed factor. Thus, when more and more units of variable factors like labour and 

capital are applied to a fixed factor then their marginal product starts to diminish and this law 

becomes operative. 

2. Application to Industries: 

In order to increase production of manufactured goods, factors of production have to be increased. 

It can be increased as desired for a long period, being variable factors. Thus, law of increasing 

returns operates in industries for a long period. But this situation arises when additional units of 

labour, capital and enterprise are of inferior quality or are available at higher cost. 

As a result, after a point, marginal product increases less proportionately than increase in the units 

of labour and capital. In this way, the law is equally valid in industry. 

 


