Microeconomics: Chapter 5 (Welfare economics and externalities.)
Learning Outcomes
· Equity and Efficiency
· Consumer and Producer Surplus
· Efficient market outcomes
· Taxation, surplus and efficiency -deadweight loss
· Market failure and (negative and positive) externalities.
· Other types of market failures
· Climate change and environmental policy. 

· Equity deals with how society’s goods and rewards are, and should be, disturbed among its different members and how the associated costs should be distributed. (Horizontal and Vertical Equity)

· Efficiency is concerned with the optimal production and allocation of resources given existing factors of production. 

· Welfare economics is the study of how the allocation of resources and goods and the structure affect the overall social well-being. 

· Relates directly to – economic efficiency
· Public policy (normative content)

· Intergenerational equity deals with whether the policies we adopt today are “fair” for the next generation. 

Example: If we emit and excess of greenhouse gases today, will the next generation have to pay for the current generation’s excess? 

Consumer and Supplier Surpluses  
· Analytical tools for determining economic deficiency.

1) Consumer surplus: Related to the demand side of the market.

2) Producer surplus: Related to supply side of the market. 
Consumer Surplus
· The difference between what a consumer is willing and able to pay for and the amount what they actually end up paying. 
· Measures welfare for the buyer 
10$    6$ (Kind of a profit for the customer)
· Relates to the demand side of the market. 
 Producer’s Surplus
· The difference between what a producer is willing and able to supply and the price they actually receive/end up selling at.
· Measures welfare for the seller.
· Excess of the amount obtained over the reservation price.
    Minimum price that the suppliers are willing to accept.
· Relates to the supply side of the market. 
Note: Suppliers and demanders are willing to participate in the market because they earn surplus.
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