Chapter 7: Consumers, Producers and Efficiency of Markets.
Welfare economics: the study of how the allocation of resources affects the economic well-being
The allocation of resources refers to:
· How much of each good is produced
· Which producers produce it 
· Which consumers consume it
Willingness to Pay (WTP): the max amount the buyer will pay for the good. WTP measures how much the buyer values the good.
Consumer surplus: the amount a buyer is willing to pay minus what they actually pay.
CS = WTP – PRICE (demand curve)
CS with lots of buyers = ½ base x height 
Cost is the value of everything a seller must give up to produce a good. 
Producer Surplus (PS) = P – cost  (supply curve)
Total surplus = CS + PS, measures the total gains from trade in a market.
Conclusion 
1. In the real world, sometimes there are market failures, when unregulated markets fail to allocate resources efficiently.  Causes:
· market power – a single buyer or seller can influence the market price, e.g. monopoly
· externalities – side effects of transactions, 
e.g. pollution
2. When markets fail, public policy may remedy the problem and increase efficiency. 

3. Welfare economics sheds light on market failures and government policies.  
4. Despite the possibility of market failure, the assumptions in this chapter work well in many markets, and the invisible hand remains extremely important.  
5. To measure of society’s well-being, we use 
total surplus, the sum of consumer and producer surplus.  
6. Efficiency means that total surplus is maximized, that the goods are produced by sellers with lowest cost, and that they are consumed by buyers who most value them.  






Nats the best and i love her therefore i should totes sleep at her house, just to snuggle cause its my fav and hers as well, i can just go home in the AM cause i love her obvi.
