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Consumer Surplus, Compensating (pogn 14/~ 147)
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Variation, Equivalent Variation
equivalent variation

A measure of how much
additional money a consumer

compensating variation
A measure of how much
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()

Network Externalities )

+ If one consumer's demand for a good changes
with the number of other consumers who buy
the good, there are network externalities.

()

Network Externalities )

» Bandwagsneffoct: A positive network
externality that refers to the increase in each
consumer’s demand for a good as more
consumers buy the good

( Network Externalities )
x Dw
D Bandwagon Effect:
30 « (increased  quantity
demanded when more
2 A consumers purchase)
o1 ‘ B C
‘:;;!\ v Market Demand
e g

[~ TEfect

L
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()

Network Externalities )

* Snob effect: A negative network externality
that refers to the decrease in each consumer’s
demand as more consumers buy the good

( Network Externalities )
Py
Market Demand Snob Effect: .
* (decreased quantily
demanded when more
consumers purchase)
Dmon
1300
| SnobEiiee
* Fure Price Eflsct 7* X (units)
( Labor-Leisure Trade-off )

* Divide the day into two parts: Work hours and
leisure (non work) hours.
* Earns income during work hours and uses the

income to pay for activities he enjoys in his
leisure time.
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(M

Defining Labor Supply )

+ Total Daily income:
- w(24-L)
where w is the hourly wage rate
L is the leisure hours
24 js the 24 hours in a day

( Supply of Labor )

* Anincrease in wage rate reduces the amount
of labor required to buy a unit of the
composite good

* This leads to both a Substitution effect and
Income effect.

( Labor Supply Curve )

* The labor supply curve slopes upward over the
region where the substitution effect
associated with the wage increase outweighs
the income effect, but bends backward over
the region where the income effect outweighs
the substitution effect.
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( Labor Supply Curve )
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