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AIM: The course introduces students to the general equilibrium theory and welfare
economics. The course introduces students to the price determination process in an
exchange economy. It analyses the relationship between a ‘core’ and a ‘competitive
equilibrium’. The conditions for existence, uniqueness and stability for Walrasian
equilibrium will be discussed. The course will introduce students to the fundamental
theorems of welfare economics. Limitations of a market economy will be taught and
concepts of externalities and public goods will be discussed. Concept of a Social
Welfare Function and Arrow's Impossibility Theorem will be taught. The course will

also allow students to learn and critically evaluate the Coase Theorem.

BRIEF DESCRIPTION:
1. Exchange Economy and Walrasian Equilibrium
e Problem and solution: Walras and Edgeworth
e Excess Demand: Equilibria in Simple Models; Existence and Stability
e Core and Equivalance Theorem

2. Welfare Economics

e Fundamental Theorems of Welfare Economics



e Compensation tests - Kaldor, Hicks, Scitovsky

e Social Welfare Functions and Arrow's Impossibility Theorem
3. Collective Choice and Voting Rules

e Different collective choice rules and their limitations
4. Externalities

e Public Goods

e Market failure

5. Coase Theorem and Critique
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ASSESSMENT METHODOLOGY: Three class tests with 25%, 35% and 40% weights.



