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INTRODUCTION

The oome ept of the production function plays en
important role both at the micro and mascro economics, At
the macro level it is a major tool in theories of growth and
distribution, At the micro level 1t deals with problems such
es profit mmximizetion of the firms, factor substitutaebility,
returns to scale,

The concept of the production function, when associated
with e particulsr technological process is supposed to
represent the output of one commodity as a funetion of
quantities of various factors of production combined
according to a glven technology (we rule out joint production).

There are various approaches to the theory of production,
Sometimes substitutability of fectors of produection i1s ruled
out aé in the Leontief framework, On the other hand, we have
substitutability in the traditionel theory. The traditional
theory assumes that the factors of production are continuously
dlvisible end productive processes are continuously variable,
Thus, 1t arrives at a smooth end continuous funetion.

The theory of production, in the set theoretio framework,
incorporates the above as speclal cases. It s a more general
theory which embraces the various approaches to the theory of
production. So, in the first chepter, we start with the set

theoretlic framework,

But to obtaln the empiriosal estimstes of the parameters



of the production funotion, we should heve framework in which
we can speolfically define production functions, So to obtain
estimates of the production function, we heve to go by the
traditional theary. In the traditionel theory based on the
assumption of dif ferentiability, we mainly deal with three
forms of production funotion: the Cobb Douglas production
function vwhioch hes the built 1n'§roperty of unitary elasticity
of substitution; the Constant Elestielty of Substitution
produc tion funetion which enables us to obtain an estimate

of the elasticity of substitution; the Varisble Elastioity

of Substitution production function in which the elasticity

of substitution is e funotion of the capitel/labor ratio.

In Chapter II, we discuss the methods of estimating these
production functions, There are single equation and multi-
equation models to estimate these production functions, The
varfous models arse based on the assumptions of constant
returns to scals, perfect competition, profit maximization.

Chapter IIY studies the empirical estimations done for
Indian manufacturing, both for the whole manufacturing seotor
and industrywise, These studles provide estimates of the
elasticity of substitution, returns to socals and technological
progress whioch very substantially with the level of aggregation
and with assumptions underlying the model. Looking at the
empirical evidence, one does realise the need to test for the
validity of constant returns to socale, elastiocity of

substitution and perfect ocompeti tion.
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