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Frequently Asked Questions 

Q1. The Walras law refers to which type of markets? 

A1. The Walras law refers to the aggregation of the markets for 

final goods and services along with the markets for raw 

materials, labor, and capital  

 

Q2. What does the ggrraanndd  uuttiilliittyy  ppoossssiibbiilliittiieess  ffrroonnttiieerr  sshhooww?? 

A2. TThhee  ggrraanndd  uuttiilliittyy  ppoossssiibbiilliittiieess  ffrroonnttiieerr  sshhoowwss  aallll  tthhee  PPaarreettoo  

ooppttiimmaall  ccoommbbiinnaattiioonnss  ooff  uuttiilliittyy  tthhaatt  tthhee  ccoonnssuummeerrss  mmaayy  ddeerriivvee  

ffrroomm  ccoonnssuummppttiioonn  ooff  aallll  ppoossssiibbllee  ccoommbbiinnaattiioonnss  ooff  ggooooddss  tthhaatt  aarree  

pprroodduucceedd  wwhheenn  iinnppuuttss  aarree  uusseedd  iinn  tthhee  mmoosstt  eeffffiicciieenntt  mmaannnneerr  

ppoossssiibbllee.. 

 

Q3. Why the ggrraanndd  uuttiilliittyy  ppoossssiibbiilliittiieess  ccuurrvvee  iiss  ccaalllleedd  aann  

‘‘eennvveellooppee""  ccuurrvvee’’?? 

A3. TThhee  ggrraanndd  uuttiilliittyy  ppoossssiibbiilliittiieess  ccuurrvvee  iiss  aann  ‘‘eennvveellooppee""  ccuurrvvee’’  

ccoonnssttrruucctteedd  bbyy  ttaakkiinngg  tthhee  oouutteerrmmoosstt  ppooiinnttss  ooff  tthhee  ccoolllleeccttiioonn  ooff  aallll  

tthhee  ppoossssiibbllee  uuttiilliittyy  ppoossssiibbiilliittyy  ffrroonnttiieerrss..  AAnnyy  ppooiinntt  iinntteerriioorr  ttoo  tthhee  

ggrraanndd  uuttiilliittiieess  ppoossssiibbiilliittiieess  ffrroonnttiieerr  wwiillll  bbee  lleessss  pprreeffeerrrreedd  aaccccoorrddiinngg  

ttoo  tthhee  PPaarreettoo  ccrriitteerriioonn.. 

 

Q4. What does Welfare economics study about the general 

equilibrium? 

A4. Welfare economics, among other things, studies the 

conditions under which optimal solutions to the general 

equilibrium model can be achieved. This requires, among other 

things, an optimal allocation of factors among commodities and 

an optimal allocation of commodities among consumers. 

 



Q5. Whether the achievement of Pareto optimality 

indicates the achievement of maximum social welfare? 

A5. The achievement of Pareto optimal state in the economy 

required the fulfillment of some marginal conditions. Although 

Pareto optimality is necessary but it is not the sufficient condition 

for  the maximization of social welfare. 

 

Q6. If the MRS's are equal across all consumers whether 

efficient product mix has been achieved or not? 

A6. No. The consumption efficiency is achieved for the given 

product mix, but the given product mix is efficient only if MRT 

equals the MRS for all pairs of goods. 

 

Q7. What does social welfare function provide? 

A7. The social welfare function provides a ranking of alternative 

states in which different individuals enjoy different levels of 

utilities. 

 

Q8. At which point of the ggrraanndd  uuttiilliittyy  ppoossssiibbiilliittiieess  ccuurrvvee  

tthhee  ssocial welfare is maximum? 

A8. Social welfare is maximized at the point of tangency of the 

grand utility possibility with the highest possible social 

indifference curves. 

 

Q9. In the study of Welfare Economics how many 

theorems are considered important? 

A9. There are two fundamental Social welfare is maximized tal 

theorems of welfare economics. The first theorem states that 

every competitive economy is Pareto efficient. The second 

theorem states that every Pareto efficient resource allocation can 



be attained through a competitive market mechanism, with 

appropriate initial redistributions. 

 

Q10. What is pure exchange econom? 

A10. An economy is called pure exchange economy when the 

quantities supplied of all goods are fixed and the main economic 

problem is how to allocate amounts of the goods among 

consumers, using trade. 

 


