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Defining value

Economists define value in terms of what people are willing to
give up for a good or service or willing to accept for the loss of a
good or service

This is a utilitarian world view although there are other
perspectives

In valuing market goods/services we subtract the cost of
providing the good/service
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Consumer choice

Consumers try to make themselves as well off as possible subject
to constraints (money and time)

Consumers face tradeoffs in the market

Consumers each have a marginal willingness to pay (MWTP)

If you have a lot of something your MWTP is less than if you
only have a little of something

MWTP is determined by preferences and ability to pay
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Consumer MWTP

Sketching out individual demand

What’s the maximum price would you be willing to pay for 1
pound of shrimp per month?

Given that you have consumed 1 pound of shrimp this month,
what’s the maximum price you would be willing to pay for
another pound?

Given that you have consumed 2 pounds of shrimp this month,
what’s the maximum price you would be willing to pay for
another pound?
...

Given that you have consumed 5 pounds of shrimp this month,
what’s the maximum price you would be willing to pay for
another pound?
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Consumers and market demand

The market demand curve aggregates the quantity demanded by all
consumers in the market for each price
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Consumers and market demand

People get a “surplus”
whenever they pay less for
something than they would be
willing to pay

For consumers this surplus is
called consumer surplus

Demand

Q

P
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Producers

Producers try to make themselves as well off as possible by
maximizing profits subject to constraints (how much they can
produce from a given set of inputs)

Firms have a marginal willingness to accept (MWTA) is the
minimum amount a producer would sell their product for

The MWTA is equal to the variable cost associated with
producing one more unit of the good
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Producers and market supply

Sketching out individual supply

What’s the minimum price would you be willing to accept for 1
ton of shrimp per month?

Given that you have produced 1 ton of shrimp this month, what’s
the minimum price you would be willing to accept for another
ton?

Given that you have produced 2 tons of shrimp this month,
what’s the minimum price you would be willing to accept for
another ton?
...

Given that you have produced 7 tons of shrimp this month,
what’s the minimum price you would be willing to accept for
another ton?
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Producers and market supply

The market supply curve
aggregates the quantity
supplied by all firms in the
market for each price.

Producer surplus is the total
revenue from selling q units
less the total willingness to
accept.

Supply

qf

P

qs

p
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Market outcomes

Demand

Supply

Q

P

q∗

p∗
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Market supply and demand

Demand

Supply

Q

P
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Market supply and demand

Supply
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Concept
For private goods where markets exist, values come from CS and
PS

Example: an invasive insect is restricting timber production.
What is the benefit of an eradication program?
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Figure: Before eradication (left) after eradication (right)

Value of the cleanup = (CSAfter+PSAfter) - (CSBefore+PSBefore)

Valuing goods with market prices
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Inputs

Institutional knowledge, e.g. whether the market is a part of a
global market, externalities, governance

Idea of the shape of the demand and supply curves

Data on prices

Data on things other than prices that affect the quantity
demanded (income, prices for related goods)

Data on things other than price that affects the quantity supplied
(weather)
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Benefits & limitations

Uses standard surplus
measurements

Use information on actual
choices (RP)

Data on prices and quantities
are typically readily available

Empirically estimating
demand and supply curves is
challenging

Market failures mean the true
value of a resource will not be
captured in CS+PS (i.e.
external benefits or costs will
be ignored)

Valuing goods with market prices
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Recap: valuing goods with market prices

Conservation Strategy Fund YouTube
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https://www.youtube.com/watch?v=M0ZdV5WU5K4
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