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In this chapter, look for the answers to these questions:

* What are price ceilings and price floors?
* What are some examples of each?

* How do price ceilings and price floors affect market
outcomes?

* What s the incidence of a tax?
* What determines the incidence?
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Government policies can deliberately alter the
private market outcome.

= Set a price ceiling: alegal maximum on the
price
of a good or service Example: rent control.

= Set a price floor: alegal minimum on the price
of
a good or service Example: minimum wage.

= Through taxes.

The government can make buyers or sellers
pay a specific amount on each unit.
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It is a regulation that makes it illegal to charge a Sgwn o Al yaw (5 Jazo 0938 & o
price higher than a specified level U8 A 50l duse
It is applied to a housing market it is called a rent de diudal we )l Chiw dde 3llalg o
ceiling. hlaal (g
Two outcomes are possible when government do ¢Sl 0,85 Ledie Olikatime Ol Sl
imposes price ceiling: SEONIREY I
o If the rent ceiling is set above the equilibrium R L,ls\ )l Cadw wuss @5 1Y)
rent, it has no effect A6 6T 050 ld el gl )l
o If the rent ceiling is set below the equilibrium Sl oo 81 Hlou)l Calw Jodss @3 13) o
rent, it leads to a shortage 3o Jl 635 4l (0l grel!
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It leads to a sh.o.rta.ge as it is set %1,200 I DYl e ST Y je ] (S04 L
below the equilibrium rent. g u)\y,g.l\
s . = llegal
The equilibrium rent is $1,000a ¢ region Y93 Ve v 92 Oilgiall Hlo)l
month. 3]’000 N l.{).e.ﬁ:
A rent ceiling is set at $800 a 5 A s o) Cadu di @y @
month. 3 fen Gygds )90
§o, the equilibrium rentisinthe § g v = Q & Oilgdl HlaYI OB d e
illegal region. . [Housing Aol e dalaioll
There is a shortage of housing - shorlage Qs<Qd)) whlaall § 3= Sl o
(Qs<Qd) 600 [ E D )
)
'T_/;/ 3 | E |
0 60 80 100 120
Quantity (thousands of units per month)
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A rent ceiling set below the
equilibrium rent leads to:
An inefficient underproduction

of housing services
(Shortage)—> Qs < Qd
A deadweight loss arises.

o Producer surplus
decreases.

o Consumer surplus
decreases.

o There is a potential loss
from increased search
activity.

o The full loss is the sum of
the red and gray areas

1,400

1,000

Rent (dollars per unit per month)

800

1,200 [E——

surplus

Consumer

Potential
loss from

housing
search

Deadweight
—loss

Rent
ceiling

Producer
surplus

80 100 120

Quantity (thousands of units per month)

Jal sl Caiiuw dauaxs 5052
1l Oilgredl sl

Ol Olods ZL] (§ s
Qs <Qd > (52=<)

Adlo Byl Lads

il b il
gl (258 a8l
83L) (po Ao Bylus 2l
el blad

g goxo P oS! 8Ll
dsloyllg £lpezd! (3ol

O

O O O O

~N




Chapter o 1D
06 1) Price ceiling oY) adw UNIVE

~N

Rent Ceilings is unfair, because; (o lliy Joe e al ey Cil ajal
According to the fair rulesview, a rent ceiling is unfair Jole p el Ciio 015 ol delgh ,Jas dgaro) b
because it blocks voluntary exchange. k)l Joball ey N
According to the fair results view, a rent ceiling is Jole e ool Catiuw olb BTN 2l a3 dgarg) b
unfair because it does not generally benefit the poor. ole iy slyiall audy Y &y
A rent ceiling decreases the quantity of housing, and w09 ¢Stuall A4S Ll ]yl s (535

the scarce housing is allocated by o5l e 52l Slunel! - -

b glaseald 8)0U1 Sluce]! Ty il e

o L?ttery :g|ves.scarce housmg to the lucky. | 5,501 ¢ySLucol! oy s s s op0 Joi =
= First-come, first-served :gives scarce housing to . . I S et &
' QM&MJ\OAJJSJ)S‘ ‘o.@,gu\.l RESURGVIESY
those who have the greatest foresight and get TN F e sier s e %

. s Yol da3lal (§ egslowe
th.elr.na'mes'on the list first. | | Q‘J-éiﬁi (B8 8351 S lunoll CHETWEIE
Dlsc-rlmlnatlon :gives scarce housing to friends, Ll Guizd! of Gyall pe sl of 581
family members, or those of the selected race or
Sex. dole douds J) el 0 o ST 6055 Y

None of these methods leads to a fair outcome
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A price ceiling is a price. I g yreud] (Rdw
A) below which a seller cannot legally sell. L8 dims el B 920 Y) i
B) above which a seller cannot legally sell. Loild dadgd 2d! 25U 90 V) o
C) that creates a surplus of the good. ALl o LSl i) 7
D) Both answers A and C are correct. Ol z9 i Sl 5
A price is a regulated that must be . .
set below the equilibrium price to have an effect. s o 81 oo o pliie e
A) floor; price S50 d g Ojlgdl

B) floor; quantity
C) ceiling; price
D) ceiling; quantity
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A rent ceiling .
A) increases the quantity of rental units supplied

B) cannot change the market price

C) set above equilibrium price has no effect

D) generally, aims at insuring that landlords receive a higher
rent than would otherwise be the case

Which of the following is an effect of a price ceiling set
below the equilibrium price?

A) Less of the good is produced with the ceiling than would
be produced without the ceiling (Shortage / Excess demand)
B) The price ceiling has no effect on the market equilibrium.
C) Consumers can buy more than they can at the equilibrium
price because the ceiling price is lower.

D) None of the above answers is correct.
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A rent ceiling creates a shortage. As a result, which of the Sz b Los &l

following occurs? e bal) fnill aid llatosll L9° L“})‘

A) only a loss of consumer surplus for tenants ol o e Um 2 ,

B) only a loss of producer surplus for landlords ‘sbw"‘wl* J‘”f G‘“;J‘ oR ?L:: =
we $ o 5% . ) S

C) a loss of both consumer and producer surplus

D) a gain of both consumer and producer surplus gially llgiunall (23 (o S5 83L3)
The This table gives the demand schedule and the supply  § §S&wW (o)l Jgdag Cdlall Jgu Jgdond! 1 b g2
schedule for housing in Anytown, U.S.A. If a rent ceilingof =~ (ii. o2 o 13, &S 4o Bl LY ¢l ¢ 09t <l
$300 is imposed in the housing market, then Boiad ‘0&“3"“&53*" 3 3Y95300 Ao Slowl

A) there would be a surplus of apartments.
B) there would be a shortage of apartments.
C) the market would reach equilibrium at the quantity of 60

38l (3 a3l s HeSw) |
(A& (§ joxe LB OoSuw)

housing units. ApiSas 842960 &S s 01l ) Gl doms) @
D) the supply of housing would increase. O (1o 292l slajuw) o
Oaantity of COuantity of
\ d E‘Eﬂt aparttments apartiments )
(do EIZIPH supplhied demanded
month) {per month) {per mmonth)
200 20 100
300 40 80
400 60 60
500 80 40
600 100 20
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This figure shows the apartment
rental market in Bigtown. At what
rent will there be neither a
shortage nor a surplus of
apartments?

A) $1250 per month

B) S1000 per month

C) $750 per month

D) S500 per month

Rent (dollars per month)

500 L

250 |

0

1250 |

1000 |-

750 L

12 3 4 5 6
Quantity (thousands of apartments per month)
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A) $1250 per month

B) $1000 per month

C) $750 per month

D) $500 per month
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It is a regulation that makes it illegal to

trade at a price lower than a specified

level.is a regulation that

When a price floor is applied to labor

markets, it is called a minimum wage.

If the minimum wage is set below the

equilibrium wage rate, it has no effect. The

market works as if there were no minimum

wage.

o |f the minimum wage is set above the
equilibrium wage rate, it it leads to a

surplus
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It leads to an Unemployment as it is set
above the equilibrium wage rate.
There is a surplus of labor (the
qguantity of labor supplied by workers
> the quantity demanded by
employers)
Because the quantity of labor hired at
the minimum wage < the quantity
that would be hired in an unregulated
labor market.
the legal wage rate cannot eliminate
the surplus, the minimum wage
creates unemployment

Wage rate (dollars per hour)

8 =
Unemployment S
/
7
:B Minimum
: wage

lllegal

region

Y
L/, : | : |
i

0 20 21 22 23
Quantity (millions of hours per year)
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A _minimum wage set above the 3 o Fim o
equilibrium wage rate leads to an g supls | 5 oo Al y92M oY1 daddl o )
inefficient outcome: § 8f fipns 28 s J] $o§2 Oilghall y2 Y Juas
As a minimum wage set above the 3 job search o (&S
equilibrium wage decreases the 5 7 - — 2920 Gadlusll -Wav 52 >
quantity of labor employed. o ; woge Judds ) Olgiadl =l Jdao (g0 (e
o+ The quantity of labor employed is 3 [ """"" 3 Ao dSciuadl Alaall daeS

oo U1 deuseiued) Uleadl LS (3455
(YV>Y-)0)ledl S

A8l 8yl éﬁig&t‘h@gg

5&\3) O dladizead! 8yl $9859

less than the efficient quantity (20
<21)

A deadweight loss arises.

e The potential loss from increased

Deod\-neighfl
+ loss

job search decreases both , D Jleadt 23 S ] Jes 0o 2
workers’ surplus and firms’ / L -“CJW‘ o8y
surplus. |, S S N | Gblall $g0zme (o Aol 8)lucsly
o The full loss is the sum of the red T Aoloylly slypexl

Quantity (millions of hours per year|

\_ and gray areas.
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The Minimum Wage is Unfair, because; Most economists believe that minimum wage
laws increase the unemployment rate of low-skilled younger workers
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If policy makers believe that the equilibrium wage rate is
too low, policy makers can raise wages by legislating a
minimum wage, that is, a wage

A) ceiling above the equilibrium wage.

B) ceiling below the equilibrium wage.

C) floor above the equilibrium wage.

D) floor below the equilibrium wage.

A minimum wage set above the equilibrium wage rate is
a price

A) ceiling that results in a shortage of low-skilled labor.

B) ceiling that results in a surplus of low-skilled labor.

C) floor that results in a shortage of low-skilled labor.

D) floor that results in a surplus of low-skilled labor.

vadsue Oilgiedl 12V Juas O Olulud! glus dise! 13)
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When a minimum wage is set above the equilibrium 22 ddan o ol 523 QoI ) dpu P”L""“"
wage rate, + 0l gl
A) the supply of low- skilled workers decreases, and the Jiing cdpadsunll Whlgadl (593 Jleadl o (o))l adsiy) |
supply curve shifts rightward ced! I oyl (s
B) unemployment increases Aladl 31533) O
C) search activity decreases Gl blas jhasn) z

D) the supply of low-skilled workers increases, and the iy (dassow)l Ohlgadl 693 Jleadl (o (o,all dlap) o
supply curve shifts leftward i i bl JJ ooy Y

In the figure, a minimum wage of ‘
would result in employment AU 592 daﬁl dedl OB oSSl 8

of 2 Cadsgi JI $ag of Ala o

A) W2; [1 ;

B) W2; [2 F A) W2; 11

C) m; 11 B) W2; [2

D) W1; [2 C) Wi; 1
o L b D) M; 12

\ Labor (hours per week) )
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\there were no minimum wage.

Think
T e 3 i

: =0 é
A) $8.00 per hour Lﬁbﬂf A) $8.00 per hour
B) $9.00 per hour -
C) $10.00 per hour Wﬂgﬂ fate Ellppllﬁd Lﬂbﬂf d&ﬂlﬂﬂdﬂd C;B)nggg 52: :gﬂ:
D) 511.00 per hour (dollars per | (tnalons of | (mllions of D) $11.00 per hour
In the table, what is the level of hﬂllf) Wﬂ[]iﬂl'ﬂ) workess Wla! Sgns 98 Lo cJguanll 3
unemployment (in millions of Aol i @3 18] (Jlead! gu)&.u)
workers) if the minimum wage is set ]] 6 4 3 Ub3’3° A .\ac)yw 3V
at $8 per hour? m 5 ; ¢delud!
A) 0. A) 0.
B) 1. B) 1.
Q) 3. d ! b Q) 3.
D) 4. . _ 3 ] 7 D) 4.
Because If the minimum wage is set o sl }?50 IV usl s oY
below the equilibrium wage rate, it cdgud! e S35 Y Gilsiadl 2V Jdro
has no effect. The market works as if 7 2 8 d> o 55 o) o) LS o Gl

STURREy




MIDOCEA|

UNIVERSITYl

Chapter CONTROLS ON PRICES ! (4 asail

06

~N

3) Tax Incidence <3| sa]!




MIDOCEA

UNIVERSITY

Chapter 3) Tax Incidence il &l
06
4 )
It is the division of the burden of a tax Wy cplinedl (o dopall s eundd 9o o
between buyers and sellers. .o . e (2
(oL Aol Hldias yaudl ais)l 13
If the price rises by the full amount of sl O fdeoll gy o
the tax, )
O buyers pay the tax. (o pall e S8 )\m | @iyl 13 .
If the price rise by a lesser amount than Al siae 0923y g i)l euoliny @
the tax, ) '
o buyers and sellers share the burden (UL e yaudl gisy oI 13] o
of the tax. Aopall Ogaildl pdny o
If the price doesn’t rise at all,
o sellers pay the tax.
\. /
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Tax incidence is the same regardless of whether the law says sellers
pay or buyers pay.

HOW?
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The effect of tax on Sellers %._5-00 I E;cljuszs PHiocencls s 0950 Ao J:‘-*-’ aiﬁatﬁleﬂ;
With no tax, the equilibrium price is $3.00 @ § 450 {7 1,50 lx : Adall @hYes .- - 03l
pack. Emo ......................... 1.0+ dandy il e dupo j2)8 @
A tax on sellers of $1.50 a pack is 3 Adad) Y9
introduced. E S + (aowall gl oyl (s
Supply decreases and the curve S + tax £ 3,00 frusndisssniinn g o2l o Wl e do !
on sellers shows the new supply curve. 250 W . . R
The market price paid by buyers rises to ‘ o dady Gl Bgudl s dly
$4.00 a pack and the quantity bought 200 ddall whVeos Lee I 09 Al
decreases. Price received °‘J“““’J‘ Sl padsily
The price received by the sellers falls to Look by sellrs | L ogastdl elaly L"S{J‘ el ppdiey
$2.50 a pack. ' Adall j¥9s ¥.0.

So, with the tax of $1.50 a pack, buyers
pay $1.00 a pack more and sellers
receive 50¢ a pack less.

D

/| I . : | | |

__{/ . \
0 7275 300 325 350 375 400 425 450
Quantity (millions of packs per year)

0Y95 1.0 danly do o (1258 o <l
13>19 Y 09 liw]! o cddall
0. e 0gll Juasuy AST ddal
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The effect of tax on buyers X
With no tax, the equilibrium price is $3.00 315'00 I E”Cg paid Olgl yauw 950 (b 3929 pie A>3
a pack. g Y DOyer ; “ “ M ShYs Y. -
A tax on buyers of $1.50 a pack is E 400K 1.0+ daudy (pinedl de 2 UP)S o
introduced. 9 ’ Audal) )Y 9o
Demand decreases and the curve D — E D — gzl je%ga WY QRA
tax on buyers shows the new demand £ 300 .. bl e pianall e donnl
curve Price with no iax‘ v ol
. D50 | s : .. .l . D
The price received by sellers falls to N\ d! Uﬁj"’l*‘” °L°'L" ‘5“"” el Ay
i 200 : ; AusSdl jaasig ddal) jVges Y. 0.
$2.50 a pack and the quantity S\ 1] G aeall dnsy s s
decreases. 150 [rreotyrereeeess gl ¢ L9 "= cjbyga 2@"”
The price paid by buyers rises to $4.00 I 5. d.z P .L'U
a pack. 100 Price received D Yo 1.0+ dauy dopd 28 e ¢

D~ fax on buyers B>y Y93 OgAdel! o cddal)
0. Je Ol amss ST adal
U8 ddal) G

by sellers

So, with the tax of $1.50 a pack, L

._/ : :
buyers pay $1.00 a pack more and 0 7250 275 300 325 350 375 400 425
sellers receive 50¢ a pack less. Quantity (millions of packs per year)
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e So, exactly as before when sellers were
Oga5lll O Leie Jd o0 Jlddl O WS Ll oldd o

taxed: )
1w pall O gasasey
o Buyers pay $1.00 of the tax. Al e 1351 Y93 09 fduel] aby o
o Sellers pay the other 50¢ of the tax. Apall oo 63T Biw50 Ogaslll gdng o
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The division of the tax between buyers and sellers depend on the
elasticities of demand and supply.

HOW?
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Perfectly Inelastic Demand

— digyell pode daludl oda e Cllall o
&9*’*’ 5M\ daludl oda Je dupall

g.Al.laJ\L‘s'\zLo—
o250 A o)

A all 5

demand curve is vertical.

When a tax is imposed on this good, buyvers pay

the entire tax.

Price [dollars per dose)

73 o) BEES -

2.00

5+ fox

Buyers pay
4 anfire ks

| O

di g yoll él.g.:)’ daled ‘o.:\.cbg}.cul.b.]. | o
S &9.» &‘:LJ\ daludl od L;L‘\' dopall (5,8 die ,@\

Perfectly Elastic Demand

~N

N

The demand for this good is perfectly
elastic—the demand curve is horizontal.
When a tax is imposed on this good,
sellers pay the entire tax.

Price [dollars per pen)
S

| pary

b

ks
L

100

Gluantity [thousands of doses per day)

A

Sellers :
enfire

OG0 b omerimairinas

o

0 |

4

Gluantity [thousands of marker pens per week) j
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a0l
Perfectly Inelastic Supplyv
The supplyv of this good is perfectly inelastic—
the supply curve is vertical.

When a tax is imposed on this good. sellers
Pay the entire tax.

S

Price |cants per boltle)

Sellars pay
anfire hox

A5 foomeee e -

-
=

o [EuCi]
Chuankity [fhowsands of bottles per weak]

\ (o) Perfectly inelastic supply

29 (_SMJ‘ daled! 02 e dopall uoj.e SV L]
da pall K
Perfecily Elastic Supply
The supply of this good is perfectly elastic—
the supply curve is horizontal.

When a tax is imposed on this good. buvers
pay the entire tax

]
=
2
E_ 11 5+ fasx
=
£
g )
a Buyers pay |
o entine hox )
10 s
,l-; D

Fat

O 3 =5
Quantity (thousands of pounds per week)

(b) Perfectly elastic supply

\
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Buyers pay the entire tax when: todie dlolS do piall (9 Adnoll 2804
o Perfectly inelastic demand gyl @de Cdlall o
o Perfectly elastic supply digypall JLEY oyl e
Sellers pay the entire tax when: ol dhols du pall Oga3W1 28
» Perfectly elastic demand digyall @Y Cllall
o Perfectly inelastic supply g yell e (2,2l
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The more inelastic the demand, the larger is oo i)l > I8 L (O ae Cla)l oS LS
the buyers’ share of the tax. ST dw )
The more elastic the supply, the larger is the oo opidnedl o> COE WS A9y AST (o)l O LSy
buyers’ share of the tax. ST dw )
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A sales tax is imposed on the sellers of gasoline. This tax
shifts

A) the supply of gasoline curve leftward.

B) the supply of gasoline curve rightward.

C) the demand for gasoline curve leftward.

D) both the supply curve of gasoline and demand curve
for gasoline leftward.

A sales tax imposed on sellers shifts the supply curve
leftward for the taxed good because the

A) tax is paid by the seller to the government and is,
therefore, like a cost of production.

B) tax is actually shifted entirely onto the buyer who can
afford only a smaller supply.

C) higher price causes entry into the market.

D) tax shifts the demand curve leftward.
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How a sales tax is divided between buyers and duadl o Olagadl dupd el 4SS dadod @i
sellers is determined by IS e aildlg
A) the government's choice of whom to tax. A pall dde (2,85 el da Sl Hlas) |
B) who the law says must pay the tax. A pall 285 dde Cow dl e 09l Jaiy o0) ©
C) the elasticities of supply and demand. dlally oyl &g ) z
D) the revenue needs of government. I3l cye dagSoddl Slarlasl) o
The demand and the supply for a good are each . tal ) TR

neither perfectly elastic nor perfectly inelastic. 3’3; el 4’3)"""’ . o ‘-‘Lc ","J’j"j L | g2 Y
If a sales tax on sellers of the good is imposed, BL e Clans dupp (2y9 @5 1L, 4;1‘6'" 4’33""“ o
the tax is paid by g9 dopall OB cdaludl
A) only buyers. Jado oy linll) |
B) only sellers. Lrdd naslll) o
C) both buyers and sellers. crasldly oo Adadl) 2
D) neither buyers nor sellers. W Yy sl V) s
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In the figure, the price paid by the buyer 3z 3 + tax on seller Jud S AuR dady I padl (Sl (3
before the tax is percompact Y bgran o SN 40 Ao )l
disc, and the price paid by the buyer after § 9 dopall day (G rlinell dadly Iyl
the tax is per compact disc. : Lgiie jo,8 N
A) $20; $20 - A) $20; $20
B) $20; $30 ) B) $20; $30
C) $S30; S20 2 C) $S30; S20
D) $30; $30 ; " D) $30; $30
In the figure, the price received by the Jd Bl ol 1 yadl (JSadl 3
seller before the tax is per bgiae o8N g ‘wﬁa-“
compact disc, and the price received and 10 doo BBUI 4 Ladion g olaly (I yaudly
kept by the seller after the tax is Lgiie yo,8 N 92 dopall
per compact disc. A) $20; 520
A) $20; $20 B AL B) $20; $10
B) $20; $10 0 10 20 30 40 50 60 70 80 C) $30; 520
C) $30; S20 Quantity {millions of CDs per year) D) $30; $10
\D) S30; S10 )
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If buyers of illegal goods are punished but ddlae iy P“vs"ﬁ 4‘"3-"""" e dedl e “*9‘-"-“ s°-’ 13)
sellers are not, then the price and the . Algiall dueSlg sl O ‘Cﬂ""."{"‘
equilibrium quantity . ( shift Demand )olend! J) Gl JUSH(
leftward) Ay fpaiy) |
A) rises; increases 0R3UL il y) O
B) rlses;.decreases L paksn) &
C) falls; increases a8l € padses) o
D) falls; decreases

In general, a fine on smoking cigarettes shifts Je Sl (B e 4”"33'“"‘ Wbyl Jass _‘f":c ‘Js.:'.“j“,‘}
the curve of cigarettes : - Pl = d"""!
A) supply; rightward aneddl ] € payadl) |
B) supply; leftward Dlacdl JLEposall)
C) demand; rightward ol d] fCdlall) =
D) demand; leftward Hlad! JECdall) o
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If penalties are imposed only on buyers (but S ul (81 g) Jadd oy Bial) Ao il giad) (a4 a3 1Y)

not on sellers) of marijuana, the equilibrium Uil g slall ¢ 3 i) s L8 <L) ga jlall ((pundilyl)
price of marijuana , and the deLeal) U ga jlall oy ) sil) dsasS g

equilibrium quantity of marijuana sold

saly )y se iyl (|

A) rise; increase Ol ¢85 ) (o
B) rise; decrease 8L ) ¢ mlalll) (7
C) fall; increase Qlalli ¢alddd) (2

D) fall; decrease
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* A price ceiling is a legal maximum on Lo dabis yrud (9381 a8l dl g yaudl CaBu
the price of a good. An example is rent Catas [ 5o (a8l asdl 3 (e diaYl (g9
control. If the price ceiling is below the ¢« gl yrw opo S8 yaudl Cadw OSB3 )l
Equilibrium price, it is binding and e [opayaadl § pads ] ($3529 ke 09S0 4l

causes a shortage.

rd 3938 R Aol 98 yaud] AN udl @

* A price floor is a legal minimum on the 13] 59> 3aV1 asdl ¢l Je Loyl pe9 Al
price of a good. An example is the u5§» 18 (1) g3l yaw (po el yaudd 389 asdl o
minimum wage. If the price floor is Al e U dlaall (2316 . (236 ] 059 Bpke
above the Equilibrium price, it is Jladl 9o g2 3V

binding and causes a surplus. The
labor surplus caused by the minimum

. Wwage is unemployment y
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* The incidence of a tax is the division of the
burden of the tax between buyers and sellers
and does not depend on whether the tax is
imposed on buyers or sellers.

* The incidence of the tax depends on the
price elasticities of supply and demand.
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06 Important Notes
e Among the factors that create a deadweight loss and aal) 3elSl) alandl g dbla B bl () 5358 (AN Jal gl O Gag o
inefficiency are minimum wages, rent ceilings, and taxes. Jl pall g ) gy ¢ sl u"”‘.
rod) a8
Price ceiling: 2 1 el aandl il e (el jps 8 ol u&w@da; .

e A price ceiling makes it illegal to charge a higher price than
the specified price

e To have an effect, a price ceiling must be set below the
equilibrium price
A rent ceiling set above the equilibrium rent has no effect
A price ceiling, such as a rent ceiling, results in a shortage
if the ceiling price is less than the equilibrium price.

e The potential impact of a rent ceiling set below the
equilibrium rent is Shortage, decrease consumer and
producer surplus, and a deadweight loss

e Price ceilings, such as rent ceilings, set below the
equilibrium price decrease producer surplus
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Price ceiling: gy Gt
e Assume that your state government has
placed a -price ceiling qf-30- per ki.lowatt hour 599 Y+ b yaudd B Canying 43 @iy dogS of (o761 @
on electricity. The equilibrium price per PS8 IS Ol giadl yaad! by gSU1 e deldl § eilg ¢S S
kilowatt hour for electricity is $.35. The Lo gSoul slyr] (S35am [TY95 -, Y0 9o sbyeS dcludl 3 Wiy
government's action will result in a . . A8bo Blus
deadweight loss. Olgil yauw §98 o= @3 G )l Cadud B Uz Y @
e Arent ceiling set above equilibrium price has
no effect
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Price floor

Chapter

06

Important Notes

If policy makers believe that the equilibrium
wage rate is too low, policy makers can raise

wages by legislating a minimum wage, that is,

a wage floor above the equilibrium wage.
When a minimum wage is set above the
equilibrium wage rate, unemployment
increases.

A minimum wage set above the equilibrium
wage rate is a price floor that results in a
surplus of low-skilled labor.

A price floor is a legal Minimum on the price
of a good
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Tax Incidence: < »al)

Chapter Important Notes ”:3 >

06

U N I

The more elastic the demand for a good, the less a sales tax raises the
price paid by buyers

The elasticity of demand for chocolate chip cookies is 0.5 and the
elasticity of supply for these cookies is 1.8. If a tax is imposed on
purchases of chocolate chip cookies, then the consumers would pay
more of the tax.

A sales tax is divided so that the sellers pay the full amount if demand is
perfectly elastic

A sales tax is imposed on the sellers. This tax shifts the supply curve
leftward.

In general, a fine on buying a product led to the demand curve shifting
leftward.

The more inelastic the demand, the larger is the buyers’ share of the
tax.

The more elastic the supply, the larger is the buyers’ share of the tax.
A fine on smoking cigarettes shifts the demand curve of cigarettes
leftward.
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