

Externalities: cost or benefit affects a third party in the economy who did not choose to be part of it
· Positive: Benefits producers and whole society  Social benefit > Private benefit
Social Cost=Social benefit
Company providing funds for employees to get a degree
· Public goods
· Negative: producers and consumers not bearing cost of pollution  affects the whole economy in general  Social Cost > Social Benefit 
· Pollution
· Power plants burns coal to provide electricity 


How to determine economic efficiency

CS: Economic measure of satisfaction for consumers. Willing to pay more that the market price. Ends up with a benefit. 
	For example, assume a consumer goes out shopping for a CD player and he or she is willing to spend $250. When this individual finds that the player is on sale for $150, economists would say that this person has a consumer surplus of $100.

PC:  Is the difference between the producer’s willingness to supply and the price that he/she receives, or. Different between market price and individuals reservation price 
· SEelling 500 for 5, if consumers willing to pay 8 per widget  PS
surplus of $1,500 ($4,000 - $2,500).


 Suppliers and demanders are willing to participate in the market because they earn a SURPLUS	
[bookmark: _GoBack]DWL: Deadweight loss occurs when supply and demand are not in equilibrium.
