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Community Surplus

Learning outcomes
• Define, explain and illustrate consumer and 

producer surplus
• Understand that community surplus equals 

consumer surplus plus producer surplus 
• Understand that maximising community surplus 

is allocatively efficient
• Use diagrammatic analysis to assess the impact 

of government policy on community surplus

Consumer surplus
Consumer surplus is defined as the difference 
between the price a consumer is willing to pay for a 
good and the price they actually pay.

Different consumers will value the same good 
differently. Some people may value a particular pair 
of shoes at £30, while others may only be willing to 
pay £25 for the same pair of shoes. 

If the first consumer is able to purchase these shoes 
at anything less than £30 then they will feel that 
they have got a good deal.

If the market price of the shoes is £20 then 
consumer A earns a welfare bonus (or consumer 
surplus) of £10 since she was willing to pay £30 for 
the shoes but only had to pay £20.

Consumer surplus can be illustrated on a demand 
and supply diagram. The total consumer surplus 
is equal to the area under the demand curve but 
above the equilibrium price line (area ABC on the 
diagram Fig 1 below)
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Fig 1: Consumer Surplus © CCEA
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The impact of price elasticity of demand on consumer surplus
If the demand for a good is inelastic there is a greater potential consumer surplus because there are some 
buyers willing to pay a high price to continue consuming the product. This is shown on the diagram on the 
left in Fig 2 below. Whereas when demand is price elastic then there is much less potential for consumer 
surplus. This is shown on the diagram on the right in Fig 2 below.

If demand is perfectly elastic consumer surplus would be equal to zero as consumers would be paying a 
price which is exactly equal to the price they are willing to pay.

Producer surplus is defined 
as the difference between the 
price a producer is willing 
to supply a good for and the 
price they actually receive.
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Fig 3: Producer surplus © CCEA

Fig 2: The impact of PED on consumer surplus © CCEA
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Producer surplus
Producer surplus is defined as the difference 
between the price a producer is willing to supply a 
good for and the price they actually receive.

Some producers are willing to supply goods onto 
the market at a price which is lower than the 
market clearing (equilibrium) price.  Producer A 
may be willing to supply the good for £50 however 
if he receives £60 for this good he will earn a welfare 
bonus (producer surplus) of £10, since he was 
willing to supply the good for £50 but receives £60 
for the good.

Producer surplus can be shown on a diagram. Total 
producer surplus is equal to the area above the 
supply curve but below the equilibrium price line 
(area CBE).
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The impact of price elasticity of supply on producer surplus
If the supply of a good is relatively price inelastic there is a greater potential for firms to earn producer 
surplus. This is shown on the diagram on the left in Fig 4 below. Whereas when supply is price elastic 
then there is much less potential for firms to earn producer surplus. This is shown on the diagram on the 
right in Fig 4 below. 

Fig 4: The impact of PES on producer surplus © CCEA
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Community Surplus
Community surplus is defined as the total benefit 
or welfare to society of an economic transaction. 
It is equal to the sum of consumer surplus and 
producer surplus and is shown by the area ABD on 
the diagram Fig 5 below. 

Community surplus =
consumer surplus + producer surplus

Traditional economic theory suggests that the 
equilibrium price in a free market is the price that 
will maximise community surplus. The free-market 
equilibrium output is allocatively efficient in that 
the cost of producing the last unit of the good (the 
marginal cost) is exactly equal to the value that 
consumers place on the good, which is reflected in 
the price they are willing to pay. 

In other words the free market equilibrium 
maximises community surplus by allocating 
resources in the most efficient way.
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Fig 5: Community surplus © CCEA

Community surplus is defined 
as the total benefit or welfare 
to society of an economic 
transaction.
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Impact of government policy on 
community surplus
Governments often intervene in markets as they 
believe that under certain conditions, the free 
market equilibrium is either socially inefficient or 
inequitable.

The government intervention can take the form of 
taxation, subsidy, price controls or direct regulation. 
Regardless of which form the intervention takes, if 
it impacts on the equilibrium price or quantity then 
it will also impact on community surplus.

Impact of an indirect tax on 
community surplus
One of the most common methods of dealing with 
demerit goods such as cigarettes or alcohol is to 
impose an indirect tax on them. This indirect tax 
will shift the supply curve to the left and lead to an 
increase in price and as a result reduce the quantity 
demanded. This change in price and quantity 
will reduce community surplus as shown on the 
diagram Fig 6 below.

On Fig 6 the free market equilibrium is P1 Q1. At 
this equilibrium the area of community surplus is 
equal to area ABD, of which area ABC is consumer 
surplus and area BCD is producer surplus. The 
imposition of an indirect tax shifts the supply 
curve from S1 to S2. This leads to an increase in 
price from P1 to P2, and a resultant fall in quantity 
demanded from Q1 to Q2. 

The area of consumer surplus falls by area FEBC 
(from area ABC to area AEF) and the area of 
producer surplus falls by area CBIG. Therefore the 
total loss in community surplus is area FEBIG. 
Of this lost community surplus the area FEIG 
is transferred to the government in the form of 
tax revenue, however the triangular area EBI 
(sometimes referred to as Harberger’s triangle) 
is a loss of community surplus that does not 
transfer to any other party and hence is known as a 
deadweight welfare loss.
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Fig 6: The impact of an indirect tax on community surplus
© CCEA

A deadweight welfare loss is 
the loss of community surplus 
which occurs when a good or 
service is not priced at the 
allocatively efficient level.
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Impact of a minimum price 
on community surplus
Another common form of government intervention 
is the imposition of a minimum price. To have any 
impact on the market a minimum price must be 
imposed above the free market equilibrium price.

On Fig 7 the free market equilibrium is P1 Q1. At 
this equilibrium the area of community surplus is 
equal to area ABD, of which area ABC is consumer 
surplus and area BCD is producer surplus. The 
imposition of a minimum price of P2 will reduce 
consumer surplus from area ABC to area AEF. The 
area of producer surplus will increase from area 
BCD to area FEGD. As in the case of an indirect tax 
there is a net loss of community surplus (known as 
a deadweight welfare loss) of area EBG.

A minimum price is a legally 
imposed price floor below 
which prices cannot fall.
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Fig 7: The impact of a minimum price on community surplus
© CCEA
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1

Revision Questions

Explain what is meant by the terms consumer surplus and producer surplus. [4]

2 Using the information in the table below, calculate the total consumer surplus gained if 5 
consumers buy a product at a market price of £12. [4]

Consumer Amount consumer 
was willing to pay

1 £35

2 £30

3 £22

4 £16

5 £13

3 With the aid of an appropriate diagram explain how, all other thing being equal, the price 
elasticity of demand impacts on the area of consumer surplus. [6]
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Revision Questions

4 Explain what is meant by the term community surplus. [2]

5 Explain why, in the absence of market failure, the free market equilibrium price is
assumed to be allocatively efficient. [6]

6 With the aid of an appropriate diagram, explain how the imposition of an indirect tax 
may lead to a loss of community surplus. [6]
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Revision Questions

7 Using the diagram Fig 8 below, calculate the total tax revenue received by the government 
after the imposition of a £2 specific tax on a bottle of wine. [4]
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Fig 8: The impact of an indirect tax © CCEA
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8 On the diagram Fig 8 above, shade the area which is commonly referred to as 
Harberger’s triangle. [2]

9 With the aid of an appropriate diagram, analyse the likely impact on community surplus 
of the introduction of rent controls for private accommodation.  [6]



9© CCEA 2016

FACTFILE:  GCE ECONOMICS / COMMUNITY SURPLUS

Revision Questions

10 Scottish First Minister Nicola Sturgeon has said she will vigorously defend her plans to fix a 
minimum price for alcohol in Scotland despite a European court being told that the policy 
could be discriminatory and breach EU free trade rules. She claimed that the policy was 
needed to reduce the high rate of alcohol related deaths in Scotland, which is twice the 
average UK rate, and that she could not increase the tax on alcohol as that was determined 
by Westminster. 

Critically examine the Scottish government’s proposal to introduce a minimum price of 
50p per unit of alcohol. [20]


