2.3 Measures of Willingness-to-Pay

Definition

Compensating Variation (CV): 
- The amount of money we can take away from an individual after an economic change, while leaving him as well off as he was before the change. 
- The amount of money that would “compensate” for the change.

Equivalent Variation (EV): 
- The amount of money we would need to give an individual, if an economic change did not happen, to make him as well off as if it did. 
- The amount of money that would be “equivalent” to the change.

Consumer’s Surplus ((CS):

- The size of change in area underneath the “Ordinary Demand Curve” above the “Price Line” comparing between “before” and “after” an economic change.
Comparing CV and EV with WTP and WTA
	
	CV
	EV

	Welfare Gain
	WTP for the change occurring
	WTA compensation for the change not occurring

	Welfare Loss
	WTA compensation for the change occurring
	WTP for the change not to occur


