                                                                                                                                      
                                                        Concept of consumer’s surplus

The theory of consumer’s surplus was developed by French economist A.J.Dupit and latter it was modified and popularized by Alfred Marshall. So the credit of this theory goes to Marshall. Consumer’s Surplus is the difference between willingness to pay and the actual payment made by consumer. Alternatively, it is defined as the difference between Total Utility and Total expenditure.
Assumptions: 
1. Expected price (i,e. willing to pay) should be more than actual price
2. Utility can be measured in cardinal numbers
3. Consumer is a rational person
4. Constant marginal utility of money
On the basis of these assumptions, the theory of consumer surplus can be explained with the help of following table: 

	Units of commodity (apple)
	Willingness to pay 
( marginal utility)”in Rs.” 
	Actual payment “In Rs.” 
	Consumer surplus “In Rs.” 

	1 
	10 
	4 
	6 

	2 
	8 
	4 
	4 

	3 
	6 
	4 
	2 

	4 
	4 
	4 
	0 

	total 
	ΣMU=TU=28 
	Total expenditure=16 
	12 


 
As shown in table above, for the first unit, the consumer is ready to sacrifice (i.e, willingness to pay) Rs. 10. But he has made the actual payment Rs. 4 for the first unit. So consumer surplus becomes Rs. 6 (Rs. 10-Rs.6) for the first unit. 
Similarly for the 2nd, 3rd and 4th unit, the consumer is willing to pay Rs. 8, 6 and 4 respectively but he has made the actual payment Rs. 4 for each unit. As such the consumer surplus becomes Rs. 4, 2 and 0 respectively for 2nd, 3rd and 4th unit. 
For all 4 units of a commodity, the consumer surplus becomes Rs. 12 which is equal to the difference between the total utility (i.e, Rs.28) and Total Expenditure (i.e, Rs. 16).
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In figure, units of apple is measured on X- axis and the price of apple and Marginal utility is measured on Y axis. D is the demand curve of the consumer and it also represents the willingness to pay. 
In figure , total expenditure = OQ*OP= □OPSQ 
Total willingness to pay ( Total Utility) =  □OQST 
Hence, consumer surplus= TU-TE= □OQST - □OPSQ  
                                                           = ∆PST ( shown by shaded area in figure) 
Area above the price line and below the demand curve is the area of consumer surplus (i.e, ∆ TSP ). The consumer buy upto OQ units at OP price. The consumer do not buy beyond OQ unit of Apple because beyond OQ unit, willingness to pay is lower ( as shown by Demand curve ) than the actual price ( as shown by actual price line). 

Criticisms:
1. Marginal utility of money is not constant: this theory assumes that marginal utility of money is constant. But in fact, marginal utility of money for high income group is low and marginal utility of money for low income group is high. So marginal utility of money is not constant.
2. Actual price may be greater than expected price: this theory assumes that expected price ( willingness to pay) is greater than the actual price. However, in real life, the actual price may be greater than the expected price.
3. Utility cannot be measured in number terms: this theory assumes that utility can be expressed cardinally. However, in fact, utility is a subjective or psychological phenomenon, so it can not be measured in number terms.
4. This theory is not applicable in case of necessary goods: in case of necessary goods like salt, medicine etc the willingness to pay is infinite. So consumers surplus cannot be measured.
5. It neglects complementary and substitute goods: In case of substitute goods, like coke and pepsi, the utility obtained from coke affects the utility obtained from pepsi. That means utility of one commodity depends on other commodity. But this theory is silience about it. 

Importance of consumer’s surplus:
The concept of consumer’s surplus play vital role in economic analysis in the following grounds:
1. To determine the price of goods and services: consumer’s surplus help the producer to determine the price of goods and services. Producers may set the higher price for those goods and services which have high consumer’s surplus and may set lower price for the goods which have low consumer’s surplus.
2. To determine the tax rate: government may impose higher tax rate for those goods and services which have high consumer’s surplus and vice – versa.
3. Helps in International trade: the government can encourage in the production of that goods  which have high consumers’ surplus and export such goods in foreign countries. 
4. Distinction between the concept of Value-in-use and Value-in-exchange: value-in-use means utility derived from goods and services and Value-in-exchange means market value of goods i.e, price. Consumer’s surplus helps to distinguish between these two concepts. For eg, a glass of water have high value in use because it is essential for survive but it has low value in exchange i.e, price.
5. In exchange: the consumer surplus helps in exchange . the consumer will exchange his money with the goods and services upto that units where the willingness to pay is equals to actual price of goods and services.
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