Chapter 7
Efficiency and Exchange

Chapter Outline

I. Introduction/Overview

A. Virtues of the free enterprise system

B. Limitations of the free enterprise system

II.  Market Equilibrium and Efficiency

A. Efficiency

1. Pareto efficiency

2. shortages and efficiency

3. surpluses and efficiency

4. assumptions for efficiency at market equilibrium

B. Economic Surplus

1. total economic surplus

2. calculating economic surplus

3. consumer surplus

4. producer surplus

C. Alternative goals

1. other goals

2. why efficiency should be the first goal

III.  Costs of Preventing Price Adjustments

A. Price Ceilings

1. economic surplus without ceiling

2. economic surplus with ceiling

3. price controls versus income transfers

4. size of pie versus its distribution

5. rent control example

B. Price Floors

1. lost economic surplus

C. First-Come--First-Served policies

1. Economic Naturalist 7.1: "Why does no one complain any longer about being bumped from an overbooked flight?"

2. efficiency of compensation versus First-Come, First-Served policies

3. tennis lesson example

IV. Taxes and Efficiency

A. Who pays a tax imposed on sellers?

1. a tax is a marginal cost increase for sellers

2. Economic Naturalist 7.2: "How will a tax on cars affect automobile prices in the long run?"

3. a tax when price elasticity of supply is infinitely elastic

B. How taxes on sellers affect economic surplus

1. total surplus without tax

2. total surplus with tax

3. decreased economic surplus with tax

4. tax revenues

5. deadweight loss

6. distortion of cost/benefit criterion

V.  Taxes, Elasticity, and Efficiency

A. Price elasticity of demand and deadweight loss triangles

B. Price elasticity of supply and deadweight loss triangles

C. Taxes to decrease activities people pursue in excess

1.  can increase economic surplus
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