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FOREWORD

Since its establishment in 1976, Acharya Nagarjuna University has been forging
aheadin the path of progress and dynamism, offering a variety of courses and research
contributions. I am extremely happy that by gaining ‘A’ grade from the NAAC in the year
2016, Acharya Nagarjuna University is offering educational opportunities at the UG, PG
levels apart from research degrees to students from over 443 affiliated colleges spread
over the two districts of Guntur and Prakasam.

The University has also started the Centre for Distance Education in 2003-04 with
the aim of taking higher education to the door step of all the sectors of the society. The
centre will be a great help to those who cannot join in colleges, those who cannot afford
the exorbitant fees as regular students, and even to housewives desirous of pursuing
higher studies. Acharya Nagarjuna University has started offering B.A., and B.Com
courses at the Degree level and M.A., M.Com., M.Sc., M.B.A., and L.L.M., courses at the
PG level from the academic year 2003-2004 onwards.

To facilitate easier understanding by students studying through the distance mode,
these self-instruction materials have been prepared by eminent and experienced teachers.
The lessons have been drafted with great care and expertise in the stipulated time by these
teachers. Constructive ideas and scholarly suggestions are welcome from students and
teachers involved respectively. Such ideas will be incorporated for the greater efficacy of
this distance mode of education. For clarification of doubts and feedback, weekly classes
and contact classes will be arranged at the UG and PG levels respectively.

It is my aim that students getting higher education through the Centre for Distance
Education should improve their qualification, have better employment opportunities and
in turn be part of country’s progress. It is my fond desire that in the years to come, the
Centre for Distance Education will go from strength to strength in the form of new
courses and by catering to larger number of people. My congratulations to all the
Directors, Academic Coordinators, Editors and Lesson- writers of the Centre who have
helped in these endeavors.

Prof. P. Raja Sekhar

Vice-Chancellor
Acharya Nagarjuna University



SEMESTER - 11
201EC21: MICRO ECONOMIC THEORY-1I

Module 1: Theory of Distribution:

Neo-classical approach- Marginal Productivity theory; Product exhaustion theorem,;
Elasticity of technical substitution, technical progress and factor shares; Theory of
distribution in imperfect product and factor markets; Determination of rent, wages, interest
and profit, macro theories of distribution Ricardian, Marxian, Kalecla and Kaldor’s

Module 2: PRE PARETIAN WELFARE ECONOMICS

Welfare Economics: Nature and Scope; Economic and General Welfare; Value
Judgments; Positive Economics and Welfare Economics; Benthamite Approach to Aggregate
Welfare; Optimum Resource Allocation and Welfare Maximization.

Module 3. GENERAL EQUILIBRIUM THEORY

Partial and General Equilibrium; Stablity and Uniquences of General Equilibrium;
Coalitions and Monopolies; The Walrasian General Equilibrium Model; 2x2x2 Graphical
General Equilibrium Model

Module 4: THE NEO-CLASSICAL (PIGOVIAN) WELFARE ECONOMICS AND
EXTERNALITIES

Pigovian Welfare Economics and Externalities — Meaning, Welfare Conditions —
Externalities between private and social costs and returns; Pigo’s ideal output.

Module 5: NEW WELFARE ECONOMICS

Introduction; The Optimum Conditions of Exchange; Factor Substitution and Degree
of Specialization; The Condition of Optimum Factor-Product Utilization; Pareto Optimality
and Perfect Competition; The Social Welfare Function (Bergson and Sameulson).
Maximization of Social Welfare; The Theory of second best; Value judgments and welfare
economics; Arrow's Possibility Theorem; Political aspects of Welfare Economics.

READING LIST
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Hirshleifer, J. and A. Glazer (1997), Price Theory and Applications, Prentice Hall of
India, New Delhi.

3. Broadway, R.W. and N. Bruce (1984), Welfare Economics, Basil Blackwell, London.

4. Graff, J. De V. (1957), Theoretical Welfare Economics, Cambridge University Press,
Cambridge.

5. Henderson, J.M. and R.E. Quandt (1980), Microeconomic Theory : A Mathematical
Approach, McGraw Hill, New Delhi.

6. Da Costa, G.C. (1980), Production, Prices and Distribution, Tata McGraw Hill,

New Delhi.

7. Green, H. and V.Walsh (1975), Classical and Neo-Classical Theories of General

Equilibrium, Oxford University Press, London.

Hansen, B. (1970), A Survey of General Equilibrium Systems, McGraw Hill, New York.

9. Arrow, K.J. and M.D. Iantrilligator (Eds.) (1981), Handbook of Mathematical
Economics, Vol.1, North Holland, Amsterdam.

10. Borch, K.H. (1968), The Economics of Uncertainty, Princeton University Press,
Princeton.

11. Diamond and Rothschild (Eds.) (1978), Uncertainty in Economics, Academic Press, New
York.
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FACTORS OF PRODUCTION & MARGINAL
PRODUCTIVITY THEORY

Yy Aovyes (Edoo:

1.0. éé@gm

1.1. e In{ou I

1.2 &SPod é@s&&ﬁ ?ecg:aéo (Marginal Productivity Theory)

13, &¥od &oEES dpodo - ($Rasres

14. & GTYEES ?ecgmﬁcé’s&) PNt
141 FOE &TeS &oMEES (Marginal Physical Product)
1.4.2. éb‘oé‘s%g Jenss (Marginal Value Product)
1.4.3. éé‘@é‘s%g oo (Marginal Revenue Product)
1.4.4. SKé ée{)g oreé (Average Revenue Product)
1.45. &FPod Tvwd &OESw dowoso

1.5. éeﬁgg YT 305730 (Substitution of Factors)
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17. JQED I%eFoge - &fnswo

18, &S TU¥o FYok Bowofons &uzok, $35 derodo
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1.0. é&?@gw:

Q

- 28 &S SUTR) VESOT GIBTROBEO I0I ING0 &BJS” SV)T LIS
GO GI)SES @OLTLd.

- GES)Y TETOR IO IT SIFTAOD §E &I08 GTVEES eS80 TS0
DEIHH08. 2.5 ¥ ©I0STO G0 &E)EES §e3oisio (FEoD0n.

- 037208" IS0 FH HOA STOETO 508 SS)G ST 5 SoPEd VoOTRY
BOEDOL EHBPHIEIB08.

- PP, (I, HEOES0 080 SFTHHE InNGTS &S SETORH EHEPAD
&S TROIPE &S)Y VGO DEHS0ST Ba® SHIEH0E" BeoRwE 00D
EDDTRDEB0B.

.- S0PFor 2.5 &8 SR ESOT GIRFA0BEO IO IS0 ee‘éo)@é‘s )

DEKOSEON &0 é@"ncﬁeﬁ 0830,

1.1. 30K

IABrATEHODH OHOB G0 (PBIBSTOKH DITSTZ0S ST T BQO%C?K)% ?og‘éac‘é@éﬁ).
&S VOZeD Si3y G0S STIVOL BIFFFOS BT @owS Forre Srow. PIEFRTEHE G0
BBres0, §8 IIrSIIIPE DTy I TS, HOY GI0Y IA0, GI0S TBb
DITSDIIPE KOR TreToD FoLHB0R.

G8)E STSO00S 47, (I, SrOES0, SFEPII FHTHOD $¢08) ToKO Togaqoﬁ T008.
&T)SE BoK0S” G0 Hoges T EXr0b BiRow. D 2.57, %), &H) L0 SB0SET SR S
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&EB)Y IBDH. Teol GH5)E SETODH WY HATY SHTH)E BHIHSE0D. 2.5 6858 S°EE0 Ty,
GOS8 GIYEESH DIrSHaNS S8 BYoBEAS HoY ST E08. @oNB 5P égoi &0
Sg050 DS eEPEIE G008, S &S TTTO INCHOS” 500 BT 2SI VBSOS BB,
TRHIE SRS w0Te0 (FBEHID. TS SNYOH0T G308, HHH FHOW (PLrIB0 T GOTOD
B 608, WOLSY SNPO G ATA0 T ITTT) &Y SVT0 $8 JFATAS ©IPOSBEHBL.
SPOLH &0G GIT0E, HYEHD, GEYY SETe E5rod, PPN & &okw0 IY GEHY ST
38 QFATAY (HBFE HTOBO BIHSFHONOB.

1.2. & GOYRES ?oq:ceﬁo (Marginal Productivity Theory):

&EBYG SIS S50 ATADOH &I 08 &SYIES VETOB0 THBCHEFIE. ©0HIP B
&S TVTO 50655 T AAFTAD HOBEY DETOS0 & G WOLTLD. D TVLC oY), &8 wo o
&IOS GETE P SETEHE &OOEIB e DITOBO FT0¥0.

e dFoard) 195 307 D56 erod BA. $8), IF 36 Woseoons T (HAIFH0D JeorkHS’s
B0, SRE $YS T B DTS EIBTAOATE. wand BH. T, Be wPSSD B)FS
o (=] [3e} e—
B 000D 55 HEAS” ©HHB VEDS SBe0m B DETos0 T8, HWS® 500808 &od. B.D. T
o) (o] Q [sp} ™
B0 TN “VITE0 Bd¥y, STPAN0 HOVED 2.5 TP MG AwO|EES® Goenod. D o
BHOT &5 WGB0 DIVIT GHLO0NS (DS GSH)B TTEO 0 HODEO VRRVOE 0 JoTE HODE
PoLHre800”.
GO GOEEE® LITOBO [(HS°0 2.5 &Y SYEO 8 IR Gl 08 GE)ISS HIrIHIR0B.
30 F& 9o S (Forces of competition), (& ig::s “oe(go (Principal of substitution) 59 bégcﬁ;éoo&.

1.3. o GRS ?ec;oéc - [BRocsre:
B3 DEPoB0 H2(808 (FI0Ire S STrEIs 6B, ©d:
L (98 GS) SEE50 @Y SF0S STNSSH HOY DHOY B,

2. 228 &8)8 5550 Hoig INTPAODS HBrerod (Proportions) @SHoZd Sre)S'Sin)sd
B8 DETOL0 Bedooh.

3. A3 H6S 'fosagoﬁooé;ﬁooooé, DOIE IS > &IHEJ B ?ocgoéo ZPI08.
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4. G &8)E STV VOGS HSoS 3o¢s (Mobility) ;)(60)6550 S ?ocgoéo &ea3°008.

5. &3)8 S°EE08°D DG ahHrdey ¥erdasred (Homogeneous) 2.5mrAEse (Bergsmasrent
EIBTROT @STHSOHE e HTOBO Bendood.

6. &)Y S5O dTALD FRosS) (Divsible).

7. SO0 SO ?ocgoéo (Law of variable proportions) JerSe0m 9:50e08° Hoenosd s

RTOS0 2A08.
8. &+ HrxoBo éoZgy"é;cSiSﬂé (Full employment) &s2508.
9. (& VO TETOR KOPO TE'TOST S0P HAVR0EY B BETOS0 VHE 0008

GO GOSN JTOS (35760 &E)Y S°TSO FBL AT JFADDHI S0 IFE0TIEIS 38
QYA GETSearn BTS00, BT GS)E SESOD JTOM PO (FEO DOP§ DOWEO IQ
oo é,@z)cs&éﬂ SOR DWIHEOD (FWHAS GIP08 GOYEIT TA)TE)D. (FOHO DOPGE DOTHE
FPooSEONT BSOS JG0 DATNO8. VOISO (FLHY T SIS GE)SS (E|ESom
és%b_ooo&. N &rods c—i@:}d&‘ééﬁ Fen &0 GEP\ES orad (Marginal Revenue Product) 55¢
$63%208. [T00eWH YT DET0 Tew 53) 0% SEES Tud TIRYT &0 S00 SESTHHED
3BT &EG STSOD JTOM® PO (FPWHO DOPGE DODEE. GIPE (TR &IOS GI)ISS
ool §63:908. GF0S &EYESS Terd DEST0 e VIFTINIIPE B0 DF0F RBE %0608,
& 2B’ VESOT (FPWHOK ACHAW Y &P0S GEVNESS T2d, SET0 Tex KJ) S, S Ho& VoKD
SLR) SeoRBERN08. WOLHSY Garod GaR)SS Tab (MRP) 3850 DSrSom HF)Ipe 00Y DT Ees
283 THF0EN0ER BHSFH)D. &IPS GS)SS HEFOBO IBF0 IFSHIEg ATTR) ASBoBEIS
D) ST EDBTAFD.

L4, &orod &OEES ?ocs;eéees‘sa gsSes:

GRPOS &TYSES ?o%"owfbo) DSB0T SNVOLH I0LHE HDOLIOHODS 2PSSIOS RS SBS.
€9a):

14.1. F°O¥ &Frod &onEES (Marginal Physical Product):

388 &E)E SO0 DOITE0 JEOI® GOGM, 2.8 &&)E S°EE0 Book), VESY AR
&3)8 (HZAS” EHBTROBD0 SO, 080 TAE GEYEESS” 5F) W), FTOE &0 &T)SES
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WOLTE. GIFTURD qB8 &I TUTODH Fod BONrnos® en@rivy, O rev 10 $08
(FDHHOKH AH0DTLoNS Ingo GE)Y 100 cHIdL) BSWOTo. FoBH MOHER BT
&ENQ TETODH GHTTANT TS e 11 508 (FHHOKH IcHAH0DSE00S InEo &S 108
AAED OWOTTO. BEION® ¥ (T IGHOVS0IY (11 - 10 = 1) oo éé&@é’s SNS
oMl SIaIS RGN (108-100), 5= 8 0‘535"5)%9)3 (TS T°OE &0 GT)IES ©oeT.

1.4.2. éi‘aé‘se{)g Jeos (Marginal Value Product):

'Y EFoS HB FUS” TN)OASLYONS, GaroS BB Jens FRO8. S F'BE &FoF B
(555 E7908° IYSQoS IS &I 0SB Jens woertd. BIF MVP = MPP x Price (&30S8 )8
% = TBE &0 GSYE x $58) P STTTRS” F°OE &0 &E)Y 8 AT DR)TD0. I
B8 2878, B 10 ErroHen eRHYRoNS, Grod H) Jeos (8 x 10) = 80 SrIraen
9:)eLo’.

1.4.3. éﬁ‘cé‘seﬁo)g o*wé (Marginal Revenue Product):

9B &SP TETO DOITE0S” IrOBHOET &) SV VST a8 ArdSS’
EDBTRODIODHIOT DOAS GBI 9301800 FoF TS0 T2&S° 5TF) SrE)DH EF0S H)Y wotrth.
GOEE% 10 008 (F1He0 500 Erarce S Ko J() &S)Y B esmHomro. 11 5ood
FRHOD AHVLOAIYENS FtH 540 SrFrabe Jeos Ko S| 68)8 BTEHHYLond, 115
(FPLEI @EIONT AADDONIOLDIOS, IO o2& NA) IS el (540 - 500) = 40 S>rcHen. &+
40 ErIOHOR GFOS S)Y Tl WOLPLd. O

EPOTHE ol = F'BE &I0S GG x &I0S s
(MRP) = (MPP) X (MR)

ROrg P $0RS” GY = VKew Tl = &F0S Tad WoHIOS XSS Tud
(MRP) &°08°$)8 ¢35 (MVP) Bosir 935750 20 0y P& $838008° &8 (dKew o)
DBPe> G0 Tl K08 W) ST &0e08. SUHS MRP 558050 MVP Bodr vsmson &odss). MVP
FSeron MRP 085 %) S 60e08.

MRP < MVP
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1.4.4. $K&n &G o*é (Average Revenue Product):

o &)Y Terdd, IO GHFE FTRODTLONTB KL GINB Tl FNOB. P SIFTEONI
TR ETISOL &) S§EERrY) (808 )T SIITTE TNO" IFOOWIR).

SoY & (Perfect Competition) (3¢S DY) &8 D03 10 3008 (DD Ao 100
5 DB SATHBROPEE0G. 287 &), crdE & 105 S HI)SHE s @vpd
30080 oexés §5°.1,000. &E3¢ (DO HoPg 11 DT DT 08 P> IS0 &) 108 IR
B8RO 0E. Doy PAE° Jod SNTFIT o SEH @ I

3088° -

&0 Y o5 108-100 = 8 dﬁJJ"%é%}), &0 EINES 205 8 x 10 85°.80. &r0¢s
é@‘ndé o0& 1080-1000 = 80 & DK ool é@ndb =1080/108 = &5.10 = &5& (P)

e VOY WYY ¢ (Imperfect Competition) DORSBS” &08 cHrAE B K 9.00
SAOSAT 108 057 DK @ &&m. SIPES -

&J°0es é@‘bdé eI = 8x9 =5 72
&0 GG oo = 100x10- 108 x9 = &.28
dKe ool GONES = 972/108 =r. 9 =58

S0y FES 25 68 SO0 IS OS5 IBTACH &ENY DO SN ©ESY
ST, WOBH 0L BT FEH GX0YIY. @oHIe MRP = MVP

@DOY FE D) S SHB SIS FTH 03B, ©0H5Y MRP < MVP.

1.4.5. &>od Toné é@g}c‘é&ie Yowele:

25 D5 ) I ST (SIS0, T 065§ €08 H020LTR) &F GIPTEE TR ISOOTITIY).
(3 Q5D DADS &E)E SESen QO GOETAN FPATTR0. (FADHO HDOPG DOR DO F&HOGI
SDHOTIN. TN &5, [FH0 & QIO 0% oYY S0, & 38R O &I &TIGTE®.
R0 SR ST BB oS ST EPT Deotd G 2 B, K @0B00E LTI, (TR Hos
DOTER FonSEond, (TS T8 e@fﬁéé‘gm", oter e@0)c5§6655:° &) B (Sod D
T[0° ASBOLFTNR0.
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IGE 11 (TR0 eI
[N]

(0B Ade &Y Ve SIS | &Fed Wies T8 | &Fe Tvad
Sowg 2eys? &TES &TES oad &TYES
TP APP MPP ARP (8x.) (&)
(;5@:: ) APP x Price| MPP X MRP
1 2 3 4 5 6
1 3 3 3 6 6
2 8 4 5 8 10
3 15 5 7 10 14
4 20 5 5 10 10
3 1
2 4— 9—
5 3 5 3 5 6
6 24 4 1 8 2

(PO Bopg DODI §°Q Ve, &0 &aiSen §3T00. 30 ITHFEre JrEE
OIHEONT &X)B. DOY°Y FES® Do ToEI 28 5 (WedHd S(Ro T, 2) @RI S0,
&o8 od Gom)ES = MPP X MR. MR = AR 572083 MRP = MPP X AR.

ST FE0 WPGE0 @Heod” &0e0d. Sl 05 SIS 908 HY (B Herew sotron.
S2E) B11E0, SO )0 TOET DEIDEP00. BT G0 &S, BHew &)Y 55 S S
&0e008. BoES $5¥S° S (HBDeren DBYET00. T2 DKew T'BE &SN, &0 TAY GTYESS
Botir §30m. & RIS &0 &GS, Ve T'HE &TYES KJ) SH) ST $0e008. s V020D
ROHE0, &IOS Traals SENSS Mo 0er0. HA B (308 gdeso TYO° ISBOBIIY)0.
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Tvdése ¢ 1.1

Garab®s & |
ol

vl

N

4G SOOTC HOSTVERC
Rt

Byre0 (L1) 6° E Do 555 MRP 58050 ARP DK™ damaw. 550 ARP 508 MRP
8,5 BenS® DELIHET &:5)0eH505 MRP B ARP Bt 255 6062308, E Dothri 80788 MRP 580505
ARP &5 &3m0, MRP & 53) 815650 ARP 6° 8150 5085 %), 57 éocsesosse MRP B ARP By

5 QKOSS 608008,

1.5. &g U H0Iree (Substitution of Factors):

GOEE V0Y &G SR éﬁoéﬁmi)o) eae‘i)%s%oﬁo@_os ir(;moé’s GOLL0E) BLODINO.
&) STT0 ODIRBATFOS Tt D20,

MRPof factor A MRPof factor B MRPof factor C
Priceof factor A Priceof factor B Priceof factor C

30e8° MRP of Factor A es0€S &S 5°8E0 Book), GIoST G IS Price of Factor A
©08 A &8\ S50 &8

1.6. 303 :635393"@5;533 - :SOSQD TOR0:

<)

Garoes océ (MR) &aroes ;Sagoﬁffi)é (MC) D33507 ey $0R KOQ orglros e8:308.
es -ggé’aese R0R 5990 S0 S 20200DS0SITEr SHE S ?g@es’s SOUR TR)IT. B0
&&G 575570 ;55°6Zre§i Q0 HOR e e90ENIPE SIS VY '?(g@é BEH0EN0H. O08 &G
SO0 O B8TE08° GHFBEAY TR TEred KEHOM PHoerdr H08D0IIBH.
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ROYTERT FE SPIP GS)Y TETODH E3ro& B voRgen ©RFOM Poerow. D VoY
ErE GE) SR S50 SSOST RN S8, J0HIYTOE & H0Y &3708 &E)Y SUTH0T
0o &570&ES® 98 BEN. I Ho&ero IOJ. s Ao :aat.’gyg;_os > @@Q}Jéo 2.8 éog eéo)g
SO GSED (PAPIS0 VOB, ST EE ;SrBZréSf) IF) FRHJ 850 Bew (Wage rate) oo
e90A580D HESBS.. ©ENTOLIIPE D VeSS0 Bt Garod IS0 Bew (Marginal wage) SIrsSor
D000, (TP HOPE X- KO ¢S D, ST Tt Y-o950 Wi wrHSe0nd &I 0, Hiiew
JESTP X- @8 J5r0sE T Hoeaod.

é,boé’eéo)@; oread (Marginal Revenue Product) &3ro¢s HKe ISee%H DTS 00SIPE
00Y K0P Trareiy Fod D&y HBS REHE 0008,

&IOS BY ovarts MRP = G2roS’$)B x 55, 1AOS &)Y 850 Jorr 0, (F1He
ROP§R SP(ED> DOSET FonSEond S8 ©RS0 (B0 eSS’ 500, wothSy Do
538 &roS’B)G DWILOB. (SN0 §630T Do&s $¥S” & oS WG Se308. VoY HHT e
52 (308 Byrdeso (1.2) TRO° DSBOBSIN.

Tavdése @ 1.2
Y
™
d850/
mr.)dmi
W ; IRI AW = MW
I I wvre
| |
| |
| |
Ni N2

tl‘:.b! Haroo
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M.A DEGREE EXAMIANTIONS, OCTOBER 2021
Second Semester
Economics
Paper-1 - MICRO ECONOMIC THEORY - II
(w.e.f2010-2011)

Time : Three hours Maximum : 70 marks
Answer ALL questions.
All questions carry equal marks.
1. (a) Critically analyse the marginal productivity theory of distribution.
Or
(b) State the modern theory of wages. How far is it true to say that the theory of wages is
an application of the general theory of value?
2. (a) What do you understand by Welfare Economics? Distinguish it from Positive
Economics.
Or
(b) Explain the role of optimum resource allocation and welfare maximization.
3. (a) Examine the problem of stability and uniqueness of general equilibrium.
Or
(b) What are the differences between partial equilibrium and general equilibrium?
4. (a) State and explain Pigovian Welfare Economics
Or
(b) Explain briefly the neo-classical theory of Welfare Economics.
5. (a) What is Pareto optimality? Explain the conditions for attaining Pareto Optimality.
Or

(b) Describe the Arrow’s impossibility theorem.
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