Aletta Marsans
Microeconomics Midterm 11 Notes

Chapier 7- Consumers, Producers. and the Efficiency of Markeis

Consumer Surplus

=  Welfare economics
— How the allocation of resources affects economic well-being
=  Willingness to pay
—  Maximum amount that a buyer will pay for a good
=  Consumer surplus
— Amount a buyer is willing to pay for a good
= Minus amount the buyer actually pays for it
—  Measures the benefit buyers receive from participating in a market
— Closely related to the demand curve
— Highest bidder will win
= Demand schedule
— Derived from the willingness to pay of the possible buyers

The Demand Schedule and the Demand Curve
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The table shows the demand schadule for the buyers in Table 1, The graph shows
the corresponding demand curve, Note thet the height of the demand curee reflecss

buyars’ willingness to pay.

= At any quantity
— Price given by the demand curve
=  Willingness to pay of the marginal buyer
* Demand curve
— Reflects buyers” willingness to pay
—  Measure consumer surplus
= Consumer surplus in a market

— Area below the demand curve and above the price



Measuring Consumer Surplus with the Demand Curve
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I pared (&), the price of the good i SB0, and the consumer surpius & $20. In panel
{b), the prica of the good is $70, and the consumar surplus is 540
= A lower price raises consumer surplus
— Buyers - always want to pay less
— Initial price, P
*  Quantity demanded Q,
=  Consumer surplus: area ABC

How the Price Affects Consumer Surplus
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= A lower price raises consumer surplus
— New, lower price, P,
= Greater quantity demanded, ()2
~  New buyers
= Increase in consumer surplus from area ABC
—  From initial buyers, add area BCDE
—  From new buyers, add area CEF

= Consumer surplus
— Benefit that buyers receive from a good



= Asthe buyers themselves perceive it
— Good measure of economic well-being
— Exception: lllegal drugs
=  Drug addicts
~  Willing to pay a high price for heroin
= Society’s standpoint
~  Drug addicts don’t get a large benefit from being able to
buy heroin at a low price
Producer Surplus
= Cost
— Value of everything a seller must give up to produce a good
— Measure of willingness to sell
=  Producer surplus
— Amount a seller is paid for a pood minus the seller’s cost of providing it
— Closely related to the supply curve
= Supply schedule
— Derived from the costs of the suppliers
= At any quantity
— Price given by the supply curve shows the cost of the marginal seller

The Supply Schedule and the Supply Curve

Price of House Parting
$800 |-
Qusesry  BOO |
Pl Tl Sujrslmed
FE o o ::l'p Fourks, g, i 800 |-
500
1850 1= |G Frisla, Lemigia, Gitasdima 1
Y 1 JEED Ceorwvpn, Lo afelia i
1 i B Crwrebre |
L than 1500 P {
. —
b 1 F 3 4
Cusnty of Houses Paried

Tha table ahaws the supply scheduls for e seliens in Table 2 The graph shows he
SOMBEDONOING BUPDY Curva Mote that e hieght of the supply cun efacts selems’ costs
= Supply curve
— Reflects sellers’ costs
—  Measure producer surplus
= Producer surplus in a market
— Area below the price and above the supply curve



