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INTROtmCTION 

The com ept of the product! on function plays en 

important role both at the micro end macro economics. At 

1 

the macro level it is a major tool in theories of growth and 

distribution. At the micro level it deals with problems such 

as prof' it mx1m1zat1 on of' the firms, factor substitutability, 

returns to scale. 

The concept of the prod ucti on function, when associ a ted 

with a p~.rt1 cula r t.echnological process is supposed to 

represent the output of one connnodi ty as a function or 

quanti ties of veri ous factors of product! on combined 

according to a given technology (we rule out joint production). 

There are various approaches to the theory or production. 

Sometimes substi tutab111 ty of f'eotors of' product! on is ruled 

out as in the Leontief framework. On the other hend, we have 

substitutability in the traditional theory. The traditional 

theory assumes that the factors of' production are continuously 

divisible end productive processes are continuously variable. 

Thus, it arrives at a smooth and continuous function. 

The theory of production, in the sat theoretic f'r8mework, 

incorporates the above as special oases. It is a more general 

theory which embraces the various approaches to the theory or 

production. So, in the first chapter, we start with the set 

theoretic framework. 

But to obtain the empirical estimates of' the parameters 
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ot the production tunotion, we should he.ve framework in which 

we can speoiticelly define production tunotions. So to obtain 

estimates ot the production function, we have to go by the 

traditional theory. In the traditional theory based on the 

assumption ot differentiability, we mainly deal with three 

torms ot produotion function: the Cobb Douglas production 

tunotion Ybich hes the built in ·property ot unitary elasticity 

ot substitution; the G~nstant Elasticity ot Substitution 

production tuncti on which enables us to obtain an estimate 

ot the elasticity ot sub sti tuti on; the Variable Elasticity 

ot Sub sti tuti on produo t1 on tunc ti on in which the ela sti city 

ot substitution is a function ot the capital/labor ratio. 

In Chapter II, we discuss the methods ot estimating these 

produotion functions. There are single equation and multi­

equat1 on models to estimate these production tunotions. The 

various models are based on the assumptions ot constant 

returns to soale, perfect competition, profit maximization. 

Chapter III stu~ies the empirical estimations done tor 

Indian manutaoturing, both tor the whole manufacturing sector 

and industrywise. These studies provide estimates ot the 

elastioity or substitution, returns to scale end technological 

progress which vary substantially with the level·o:r aggregation 

and with assumptions underlying the model. Looking at the 

empirical evidence, one does realise the need to test tor the 

validity ot constant returns to scale, elasticity o:r 

sub sti tuti on and per tect compe ti ti on. 
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