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Paper I  

MICRO ECONOMICS 

Objective: This core paper  forms the theoretical foundation of the Advanced Micro 

Economics. This paper will enhance the understanding of students about behaviours of 

consumers and producers, price determination in commodity and factor market  and criteria 

of welfare in Economics. The concepts, theories and diagrammatical representations aid the 

student to understand and grasp the subject. 

Unit I  

Theory of Consumer Behaviour  

Demand- Determinants, law of Demand, Elasticity of Demand: Types,  Measurement 

Methods. Indifference Curve Approach– Derivation of Demand Curve, Price, Income and 

Substitution Effect for Normal, Inferior and Giffen Goods. Consumers’ Surplus-Cardinal and 

ordinal approach. Compensated demand curve. Revealed Preference Theory. Consumer 

Behaviour under Uncertainty & Risk- N-M Theorem, Principles of Risk Management: risk 

pooling and risk spreading, the Economics of Insurance Analysis and Portfolio Selection. 

 The Economics of search and  information. Concept of  Behaviour Economics. 

Unit II 

Production Function Analysis – Short Run: Law of Variable Proportions and Long Run: 

Returns to Scale, Economies and Diseconomies of Scale, Isoquants-Least Cost Combinations 

of Inputs, Expansion Path, Producers’ Surplus. Elasticity of Technical Substitution, Technical 

Progress and Production Function. 

Cost Concepts, Cost Curves- Short Run & Long Run Curves, Empirical Theory: L-Shaped 

Cost Curve. Concept of Revenue, Revenue Curves-TR, AR, MR and their Relationship, 

Theory of Supply- Law of Supply and Elasticity of Supply. 

Unit III 

Product Pricing :Marginal Analysis 

Marginal analysis as an approach to price and output determination: Perfect Competition – 

short run and long run equilibrium of the firm and industry. Monopoly – short run and long 



run equilibrium, Price Discrimination, Monopoly Control And Regulation. Monopolistic 

competition – General and Chamberlin approaches to equilibrium, Excess Capacity. 

Oligopoly – Non-collusive (Cournot, Bertrand, Edgeworth, Chamberlin, Kinked Demand 

Curve and Stackelberg's solution) and Collusive (Price Leadership, Cartels and mergers,) 

models; Price And Output Determination under Monopsony and Bilateral Monopoly. 

Unit IV 

Product Pricing (Managerial and Behavior Theories) and Factor Pricing 

Critical evaluation of Marginal Analysis; Baumol's Sales Revenue Maximization Model; 

Williamson's Model of Managerial Discretion; Marris Model of Managerial Enterprise; Full 

Cost Pricing Rule; Bain's Limit Pricing Theory and its recent developments. Behavioural 

models of the firm. 

Factor Pricing: Marginal productivity theory, Euler's theorem. Theories of Wage 

Determination- Subsistence Theory and Modern Theory. Theories of Rent – Ricardian and 

Modern Theory. Theories of Interest – Classical, Keynesian and Modern Theory. Theories of  

Profit: Innovation, Risk and Uncertainty Theory. 

Unit V 

Welfare Economics 

Pigovian welfare economics; Pareto optimal conditions; Value judgement; Social welfare 

function; Compensation Principle; Theory of Second Best, Arrows impossibility theorem. 

Partial and General Equilibrium, Walrasian Excess Demand and Input-Output Approaches to 

General Equilibrium; Existence, Stability and Uniqueness of Equilibrium and General 

Equilibrium. Rawls Theory of Justice, Equity-Efficiency Trade-Off. 
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