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Chapter 6

Markets, Maximizers, and Efficiency
Start Up: A Drive in the Country
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6.1 The Logic of Maximizing Behavior
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Figure 6.1The Benefits of Studying Economics

The table in Panel (a) shows the total benefit and marginal benefit of the time Laurie Phan spends studying fc
economics exam. Panel (b) shows the total benefit curve. Panel (c) shows the marginal benefit curve, which i
by the slope of the total benefit curve in Panel (b).
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Figure 6.4The Benefits and Costs of Studying Economics

Panel (a) shows the marginal benefit curiguoé 6.1 "The Benefits of Studying Econdmesital benefit of
studying economics at any given quantity of study time is given approximately by the shaded area below the
marginal benefit curve up to that level of study. Panel (b) shows the marginal cosE@uxe 6r8tiThe

Marginal Benefits and Marginal Costs of Studying Ecoffdmitgtal cost of studying economics at any given
quantity of study is given approximately by the shaded area below the marginal cost curve up to that level of «
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Figure 6.5The Marginal Benefit Curve and Total Benefit

When the increments used to measure time allocated to studying economics are made smaller, in this case 1
minutes instead of whole hours, the area under the marginal benefit curve is closer to the total benefit of stud
that amount of time.
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Figure 6.68Using Marginal Benefit and Marginal Cost Curves to Determine Net Benefit

In Panel (a) net benefits are given by the difference between total benefits (as measured by the area under th
marginal benefit curve up to any given level of activity) and total costs (as measured by the area under the
marginal cost curve up to any given level of activity). Maximum net benefits are found where the marginal ber
curve intersects the marginal cost curve at activity level D. Panel (b) shows that if the level of the activity is
restricted to activity level E, net benefits are reduced from the light-green shaded triangle ABC in Panel (a) to
smaller area ABGF. The forgone net benefits, or deadweight loss, is given by the purple-shaded area FGC. If
activity level is increased from D to J, as shown in Panel (c), net benefits declined by the deadweight loss me:
by the area CHI.
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Case in Point: Preventing Oil Spills
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6.2 Maximizing in the Marketplace
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Figure 6.8Consumer and Producer Surplus

Consumer surplus [Panel (a)] measures the difference between total benefit of consuming a given quantity of
and the total expenditures consumers pay to obtain that quantity. Here, total benefits are given by the shaded
OCDE; total expenditures are given by the rectangle OBDE. The difference, shown by the triangle BCD, is co
surplus.

Producer surplus [Panel b)] measures the difference between total revenue received by firms at a given quan
output and the total cost of producing it. Here, total revenue is given by the rectangle OBDE, and total costs a
given by the area OADE. The difference, shown by the triangle ABD is producer surplus.
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Figure 6.9\et Benefit: The Sum of Consumer and Producer Surplus

The sum of consumer surplus and producer surplus measures the net benefit to society of any level of econol
activity. Net benefit is maximized when production and consumption are carried out at the level where the der
and supply curves intersect. Here, the net benefit to society equals the area ACD. It is the sum of consumer s
BCD, and producer surplus, ABD.
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Case in Point: Bah Humbug!

© Thinkstock

*IF=<JJFI $F<C 18C;=F><C @E ?@&ri@ifdBomics|@;<J ?1@JIKD8J >@=K
>@M@E> 8J FECP 8E <:FEFD@JK NFLC; 8J<; FE I<G<8K<; JLIM<PJ =IFD JKL;<
?@J :C8JJ<J N?@:? 8JB<; K?<D KF :FDG8I< M8CL< 8E; GI@:< F=>@=KJ K?<P I
8E; F= @K<DJ K?<P 9FL>?K =F| K?<DJ<CM<J 8E; <JK@D8K<J F=8EEL8C ?I@J
JG<E;@E> @E K?</E@K<; -KBK<J F= 9@CC@FE @E  ?<:FE:CL;<JK?8K
9@CC@FE IFL>?CP F=K?<KFK8C :FEJK@KLK<; ;<8;N<@>?K CFJJ E; K?8K
'FLEKK?< 9@CC@FE ?FLIJ :FCC<:K@M<CP JG<EK J?FGG@E> =F| K?< JKL=:

.?2<:ILO F=?@J 8I>LD<EK @J K?8K N?<E PFL 9LP JFD<K?@E> =F| PFLIJ<C= K~
Gl@:< PFL G8P @J 8K C<8JK <HL8C KF K?< M8CL< F= K?< J8BK@J=8:K@FE PFL
@K<D FIJFD< @K<DJ K?<:FEJLD<IJLIGCLJ K?< ;@==<I<E:< 9<KN<<E K?< M
KF PFL F= K?< @K<D 8E; K?< GI@:< PFL G8P D8P 9< JD8CC FIl <M<E Q<IF 9LK
FK?<l @K<DJ @K D8P 9< C8I>< )E< <O8DGC< ?< >@M<J N?<I< :FEJLD<I JLIGC
9< ?L>< @I K?< GLI:?8J<F=8 8EK@9@FK@: =FI PFLI :?@C; N@K? 8E <8l @E
N?F ?8J 9<<E J:I<BD@E> 8CC E@>7?K LK N?8K 8I< K?< :?8E:<J K?8K :FEJLD<I
JLIGCLI N@CC 9< GFI@K@M< =FI 8E @K<D PFL I<:<@M< 8J 8 >@=K U,<C8K(
JBK@J=8:K@FE K?<@| 5>@=K >@M<IJ6 <OG<E;@KLI<J :FLC; ?8M< >@M<E LJ
;<JKIFP M8CL< .8B< K?8K -8EK8 V NI@K<J *IF=<JJFI 18C;=F><C

'BO@D@Q@E> @E K?< '8IB<KGC8:<



?8GK<I| '8IB<KJ '80@D@Q<IJ 8E; ==@:@<E:P

F<IJEWK J<EK@D<EK8C M8CL< D8B< LG =F| K?< ;@==<I<E:<J 9<KN<<E K?< Gl
@K<D PFL I<:<@M< J8P 8 JN<8K<I| 8E; K?< M8CL< PFL 8KK8:? KF @K J8P
PFL 8KK8:? @E J<EK@D<EKS8C M8CL< KF K?< JN<8K<| K?<E @K @J I<8CCP
PFL N?@:? @J DFI< K?BE K?< GI@:<G8@; 9P K?<>@=K >@M<I| .?< GIF9C<I
K?@J C@E< F=8I>LD<EK @J K?8K @= K?< >@=K >@M<I ?8; :?FJ<E 8 JN<8K<I :
PFL 8:KL8CCP C@B<;TFE< K?8K PFL M8CL<; 8K C<8JK 8K K?< GLI:?8J< GI@:< |
KFK8C M8CL< KF PFL NFLC; K?<E ?8M< 9<<E FDGS8I<; KF >@M@E> PFL 8
JN<8K<I| PFL 8:KL8CCP C@B<; >@M@E> PFL K?< FE< PFL ;@; EFK DL:? :8I< =F
<JKIFP<; M8CL<

.?2< JLIM<PJ ?8M< 8CJF HL<IK@FE<; K?< IKCBK@FEJ?@G F= K?< >@=K >@M<|
I<:@G@<EK KF J<< @=>@M<I| BEFNC<;>< F= K?< I<:@G@<EK C<8;J KF DFI< >
<==@:@<E:P .?<I<JLCKJ 8I< 8] FE< D@>?K <OG<:K |@=KJ =IFD 8LEKJ LE:C<.
>|8E;G8I<EKJ ><E<I8K<; 9<KN<<E 8E; :<EKJF=J8K@J=8:K@FE G<I ;FCCS8I
JG<EK I@<E;J ><E<I8K<; :<EKJ GS8I<EKJ :<EKJ J@9C@E>J :<EKJ 8E;
J@>E@=@:8EK FK?<IlJ :<EKJF=J8K@J=8:K@FE G<I ;FCC8I JG<EK #E ><E<I
=I<HL<E:P F=:FEK8:K 9<KN<<E >@M<I 8E; I<:<@M<| @E:I<8J<J K?< P@<C; F=¢

1?7@C< 8:BEFNC<;>@E> K?8K K?<I< 8I< JFD< J@OKLSK@FEJ @E N?@:? >@=KJ
M8CL< =Fl I<:@G@<EKJ 9<PFE; N?8K K?<P :FLC; ?8M< GLI:?8J<; =F| K?<DJ<CN
JL:? 8IN?<E 8 I<:@G@<EK I<:<@M<J 8 F=898E; ?<FIJ?<N8J LE=8D@C@8I |
9LK KLIEJ FLK KF CFM< FM<I8CC 18C;=F><CWJ <JK@D8K<J I<M<8C 8 >|<8K ClI
JF:@<KP 1?8K KF ;F 89FLK @K !@M@E> :8J? NFLC; NFIB 9LK K?<I< J<<DJ KF ¢
JK@>D8 8JJF:@8K<; N@K? ;F@E> JF <JG<:@8CCP =FI| :<IKEB@E B@E;J F= I<C¢
9<KN<<E >@M<IJ 8E; I<:<@M<IJ '@=K I<>@JKI@<J JFCM< K?< GIF9C<D =FI E<
8E; :FLC; ;F JF =FI ?I@JKD8J >@=KJ @= K?8K @;<8 :8L>?K FE -@E:< FLKI@;< |
@DD<;@8K< :@I1:C< PFL 8I< LEC@B<CP KF J<C<:K 8 >@=K K?8K ;F<J EFK ;<JK
JL>><IKI >@M@E> :8J? @=K?8K @J EFK KFF LE:FD=FIK89C< FIl>@=K :8I;J C
FE<J =FI :?81@K89C< :8LJ<J )= :FLIJ< G<FGC< F=K<E =FI><K KF LI< K?<@I| >@
1?<E K?8K ?8GG<EJ K?< 9<E<=@K @J EFK CFJK 9LK I18K?<| >F<J KF K?< |<K8(
N8J EFK C@B<CP K?< @EK<EK@FE F= K?<>@=K >@M<I "< K?LJ JL>><JKJ K?
K<8D LG N@K? :?8l@K@<J JF K?8K 8EP 8DFLEK EFK I<;<<D<; 8=K<I 8 :<IKB@E
G<I@F; >F<J KF 8 :?8l@KP JK8K<; FE K?< >@=K :8I;

*8IF;:P@E> %8IC '8IO¥dinmunist Manifes®x :FE:CL;<J U JG<:K<I| ?8J 9<<E
?8LEK@E> K?< |@:? <:FEFD@<J F= K?< 1<JK 8E; K?8K JG<:K<| @J N8JK<=LC:
>SOM@E> '@=K >@M<IJ F= K?< NFIC; LE@K< 3FL ?8M< EFK?@E> KF CFJ< 9Ll
CFJJ 8E; 8 NFIC; F= J8K@J=8:K@FE KF >8@E V

'BO@D@Q@E> @E K?< '8IB<KGC8:<



?8GK<I| '8IB<KJ '80@D@Q<IJ 8E; ==@:@<E:P

-FLI:< $F<C 18C;=F>&croogenomics: Why You ShouldnOt Buy Presents for the
Holidays*|@E:<KFE *I@E:<KFE /E@M<IJ@KP *I<JJ

ANSWER TO TRY IT! PROBLEM

)E K?< 8JJLDGK@FE K?8K K?< :F==<< D8IB<K @J :FDG<K@K@M< 8E; K?8K @
:?818:K<I@Q<; 9P N<CC ;<=@EZ<; <O:CLI@M< 8E; KI8EJ=<I89C< GIFG<IKP |@>'
K?< :F==<< D8IB<K D<<KJ K?< <==@:@<E:P :FE;@K@FE .?8K D<8EJ K?8K K?<
8CCF:8K@FE F= I<JFLI:<J J?FNE 8K K?< <HL@C@91@LD N@CC 9< K?< FE< K"
DB8O@D@Q<J K?< E<K 9<E<=@K F=8CC 8:K@M@K@<J .?< E<K 9<E<=@K @.
‘FEJLD<IJ 8J D<8JLI<:; 9P :FEJLD<I JLIGCLJ 8E; :F==<< GIF;L:<IJ 8J

D<8JLI<; 9P GIF;L:<I JLIGCLJ

'BO@D@Q@E> @E K?< '8IB<KGC8:<



?8GK<I| '8IB<KJ '80@D@Q<IJ 8E; ==@:@<E:P

6.3 Market Failure
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Case in Point: Protecting Wildlife by Establishing Private
Property Rights
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6.4 Review And Practice
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NUMERICAL PROBLEMS
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Hours spent studying 0 1 2 3 4 5 6
Total benefit 0 100 180 240 280 300 300
Total cost 0 50 100 150 200 250 300
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