Chapter 6 – Market Efficiency Summary

1. Welfare economics studies how resource allocation affects economic well-being. 
2. Two key measures of welfare: 
a. Consumer surplus → willingness to pay minus actual price paid 
b. Producer surplus → amount received minus production cost 
3. Consumer surplus is shown as: 
a. the area below the demand curve and above price. 
4. Producer surplus is shown as: 
a. the area above the supply curve and below price. 
5. Total surplus = Consumer surplus + Producer surplus 
6. A market is efficient if total surplus is maximized. 
7. In competitive markets: 
a. goods go to buyers with the highest willingness to pay, 
b. goods are produced by sellers with the lowest costs, 
c. equilibrium quantity maximizes total surplus. 
8. Pareto efficiency occurs when: 
a. nobody can be made better off without making someone else worse off. 
9. Laissez-faire: 
a. policy of minimal government intervention in markets. 
10. Markets may fail due to: 
a. imperfect competition, 
b. externalities, 
c. market failures. 
11. Markets may also fail to achieve equity (fair distribution of income and welfare), so governments may intervene for fairness reasons.

