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What is Consumer Surplus?

LY "

Consumer surplus is a measure of the economic welfare that people
gain from purchasing and then consuming goods and services

* Consumer surplus is the Price
difference between the total 4
amount that consumers are
willing and able to pay for a
good or service (shown by the
demand curve) and the total
amount that they actually do
pay (i.e. the market price). A

Consumer
surplus
= area ABC

* Consumer surplus is indicated
by the area under the
demand curve and above the
market price.

Demand

Q1 Quantity
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Consumer surplus is the amount a buyer 1s willing to pay for a good

minus the amount the buyer actually pays for it (Mankiw, 2009)
CS = Actual-Purchasing-Price- Willing-to-Pay Price

CS > (0  if Actual-Purchasing-Price < Willing-to-Pay Price
CS = 0 if Actual-Purchasing-Price = Willing-to-Pay Price
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aaunuduslon (Consumer Surplus: CS)
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aududlon (Consumer Surplus: CS)
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Network Externalities (Nﬂﬂ’i%‘ﬂ‘ﬂﬂ1ﬂl&@ﬂ‘ﬂN!ﬂii’)"lhﬂ)

When the value of a product to one user depends
on how many other users there are. Economists say

that this product exhibits “network externalities”.
There are two types of network externalities
1. Positive network externalities

2. Negative network externalities
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Positive Network Externalities

A positive network externality exists 1f the
quantity of a good demanded by a consumer increases
In response to an increase 1n purchases by other

CoONnsumers.

An example of Positive Network Externalities is the

Bandwagon Effect
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The Bandwagon Effect (WNaUaIaieI1ie)
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The Bandwagon Effect (WaUd3alaIHieId)
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The Bandwagon Effect (WNaUaIaieI1ie)




The Bandwagon Effect (NaUaIaiaIiie)
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The Bandwagon Effect (WNaUaIaieI1ie)
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Bandwagon Effect (wavasaaaiian)
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Positive Network
Externality: Bandwagon Effect

. When consumers believe more
Price people have purchased the
($upn?:) product, the demand curve shifts
further to the the right .

Quantity
100 (thousands per month)
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The Bandwagon Effect: 95118031
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The Bandwagon Effect: 951180319
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The Bandwagon Effect: 951180319
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The Bandwagon Effect: 951180319
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The Bandwagon Effect: 951180319
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The Bandwagon Effect: 951180319
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Negative Network Externality
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Negative Network Externality
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The Snob Effect
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The Snob Effect
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The Snob Effect

an The Portrait of Doctor Gachet

voaHlusue Jadn Wu Ian Vincent

Willem van Gogh)

The portrait on the left is one of Van
Gogh's most well known since it
holds the distinction as the most
expensive painting ever sold at
auction. On 15 May 1990 The
Portrait of Doctor Gachet was sold
within three minutes for $82.5
million (U.S.) to Ryoel Saito,
Japan's second-largest paper
manufacturer.
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