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In this chapter, look for the answers to these questions:
sl odgd clila) e i s Juadlf 138 4

* What are price ceilings and price floors? - ol Y aally ) Casiu oo L
@ . e A .

* What are some examples of each? Taghe JS (o ALYI any (o8 s

* How do price ceilings and price floors affect DD oVl aalls ) Cagiu i (A

market outcomes? sl il e

* What is the incidence of a tax?

_ . fla 5l dasy A Le- $Ay el 530 g8 L
* What determines the incidence? i
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v CONTROLS ON PRICES Jtxu) b asail
\
Government policies can deliberately alter 2t JSdy 5 O e sal) Clubsadl ey
Aaldl)

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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(Rent ceiling in housing market)
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It is a regulation that makes it illegal to
charge a price higher than a specified level
It is applied to a housing market it is called
a rent ceiling.
Two outcomes are possible when
government imposes price ceiling:
o If the rent ceiling is set above the
equilibrium rent, it has no effect
o If the rent ceiling is set below the
equilibrium rent, it leads to a shortage
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It leads to a shortage as it is set
below the equilibrium rent.
The equilibrium rent is $1,000
a month.
A rent ceiling is set at $800 a
month.
So, the equilibrium rent is in
the illegal region.
There is a shortage of housing

(Qs<Qd)

1,200

1,000

DY) o 81 4Y ae I a4l

llegal J‘}“‘J\
region Y1000 & o)) sl J\;.N\
Led
i Boed Y5
ceiling g

Rent {dollars per unit per month)

800
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A rent ceiling set below the E 1,400, |Consumer o——
. 9 surplus Potential S . - . )
equilibrium rent leads to: - oss from Jhal Jlag¥) il sl g3
An inefficient = 1,00 et ';:;‘f;ﬂg rd) OOl sl sy
underproduction of : : O Gladd W) 4 e o
housing services gl 000 Decdweigh Qs < Qd — ( )as)
(Shortage)— Qs < Qd < _Loss Aadla s jlea Law o
A deadweight loss arises. 1:: E:;;Ifn i) (ails padliy o
o Producer surplus < 800 d Al s a8l o
decreases. 33 ) (e Aldiaa 3 jled Sia
o Consumer surplus 600 b g , “ sl ol
decreases. g & sana A ALl 5 jlall o
o There is a potential loss 1 : Lala g 6 peall laliall
from increased search 0 0 80 10 10
aCtiVity' Quantity (thousands of units per month)
o The full loss is the sum
\_ of the red and gray areas )
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Rent Ceilings is unfair, because;
According to the fair rules view, a rent ceiling is
unfair because it blocks voluntary exchange.
According to the fair results view, a rent ceiling
Is unfair because it does not generally benefit
the poor.
A rent ceiling decreases the quantity of housing,
and the scarce housing is allocated by

= Lottery :gives scarce housing to the lucky.

= First-come, first-served :gives scarce
housing to those who have the greatest
foresight and get their names on the list first.

= Discrimination :gives scarce housing to
friends, family members, or those of the
selected race or sex.

\ None of these methods leads to a fair outcome
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A price ceiling is a price. e 9 ) (B
A) below which a seller cannot legally sell. U5l aiad ) Ll s )
B) above which a seller cannot legally sell. Uil 43 gb sl adlll jean ¥) o
C) that creates a surplus of the good. Al e il g3 &
D) Both answers A and C are correct. a5 e -
A price IS a regulated that »
mlFJ)St be set below the eguilibrium price to have an = &4 8 saaad g plile _
effect. Lol Al UJS-J G 3333
A) floor; price ol € el 3o aall) |

B) floor; quantity
C) ceiling; price
D) ceiling; quantity

eS¢ prall 3o 2all) o
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A rent ceiling
A) increases the gquantity 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 taay Ll Las

the following occurs? ; . : ;
) Ul 4ol Jaad J@.\m&ﬁ K | aila 3 5Ll )

A) only a loss of consumer surplus for tenants 03 Sl L L e - s - )

B) only a loss of producer surplus for landlords Sall Al Jash xiial) yaild 5 jlud)

C) a loss of both consumer and producer surplus giiall g dlghonal) Gl (o JS B Ld) @
D) a gain of both consumer and producer surplus el g cllgiuall (ild (0 S 334 3) o

The This table gives the demand schedule and the & & GSadl (o al) Jgaa g qllal) Jgaa Jgand) 13a g
supply schedule for housing in Anytown, U.S.A. If a gl Gl (a8 T 1), Ay jaY) Baaial) Y gl) ¢y gl
rent ceiling of $300 is imposed in the housing market, Lidiad (SN G b ¥ 99300 asdy

then Sl & (aild el ) oK) |
. = N o
A) there would be a surplus of apartments. asl) ::JS_ i - ))u
B) there would be a shortage of apartments. 100 502 560 MSM_ s " “)“Mg; —
C) the market would reach equilibrium at the quantity of SR TS T o . "Ji - - Xa
60 housing units. OIS e g gl 313 0m) 3
\D) the supply of housing would inc —_— Quantity of | Quantity of )
(dollars per apartm_ents aparttments
month) supplhied demanded
{per mmonth) {per mmonth)
200 20 100
300 A 20
0D &I i
S00 =i A4
SO0 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) $1000 per month

C) $750 per month

D) $500 per month

Rent (dollars per month)

500 L

250 |

0

1250 |

1000 |

| ] | 1 |

1 2 3 4 3§ %
Quantity (thousands of apartments per month|

~N

Dl g JSEN 138 eiia gy

DY) s L g sliag (S (334l

paild gl Sae s G S Lsﬂ\
Codic dﬂ.uj‘

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 S8 sy Jglail) 5538 e cpe Jmmy alaii ) o
trade at a price lower than a specified " A (5 g (e
level.is a regulation that (Jad) 8l gl o pmadl ol aa Gl sy Ladie o
When a price floor is applied to labor sl Y aall ade 3l
markets, it is called a minimum wage. Jana e Ji S0 Y0 2all aas3 513 o
If the minimum wage is set below the Goud) Jaas | 3ls ol ad (5585 ol ¢ 31 siall el
equilibrium wage rate, it has no effect. sl s ellia () a1 LS
The market works as if there were no Jara (e Jleb 5l ) asll apas 313 o
minimum wage. oaild L) (g3 4ald o) sl aY)
o |f the minimum wage is set above

the equilibrium wage rate, it it leads

to a surplus

\_ W,
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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
guantity of labor supplied by
workers > the quantity demanded
by employers)
Because the quantity of labor hired
at the minimum wage < the
guantity 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)

Jra (3gd ady AY Alad) ) 55 430

Allenll 40aS) Ulanll b eaila Alia

Ltk 3 e < Jlanll Lgatiy 3l

ST aall 5 jalical) Alaal) duaS oY
Q‘)\;ﬁh\é&u&d\w\ > Jj,;‘)d
phie e dae Gou

oLl 3 ) ad) Jaed (S Y
éli,.\ Jﬁm G‘afﬁ\ a1 ¢ pailall L;c

8 =
Unemployment S
/

7
: :B Minimum
“ wage

o lllegal
region

[ E—

, : D
L// : | : |
7/
0 20 2] 22 23

Quantity (millions of hours per year)

~N
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A _minimum wage set above the o fims o ;

equilibrium wage rate leads to an spls | § dirs Ga o) sl (H3) sal) paad )

inefficient outcome: 8 e 1AS e A () g OISR )
As a minimum wage set above the jobsearch oM A sl a3 Cus

L

S ) 01 siall pal) Jame e e
5 . Aartind) Ulaall Gus
» The quantity of labor employed 3 °"" A o J8 deatiundl) Allaal) 4paS () 5SS
is less than the efficient A 4% “ (21> 20)c BUAIEEEN
quantity (20 < 21) " Dvodvoigh | ‘*-ﬁ‘-m sobed b e Lan
A deadweight loss arises. s Gl 305 (e Abinall B jludll (5251
» The potential loss from ' oaild s Juead) (aild J85 ) dee (e
increased job search ; D S LA
decreases both workers’ / - Ghliall & sane (A ALl 5 luusll
surplus and firms’ surplus. S L Apla 5 6l senll

o The full loss is the sum of the i

Quantity (millions of hours per year)

\_ red and gray areas. "/

equilibrium wage decreases the
guantity of labor employed.

Wage rate [dollars per hour)

surplus
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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.

oaldia oilsidl Y Jeae o clubwdl pla siic) 13)
) oM A a2 dE P e sl ad) agiSad Alall
QS Ay

015l e e el

O sl 2 e Jil) e

.OJ) gl })AY‘ (84 Lfa\.h) z

O el el dad Salas) g

5 Oolsial) o) Jama (38 odaad by GAI gl SaY) aal)
Ja.u:

B lgall daddie Allaall jae ) oy o) |

B lgall diaddie Allaall o =1 ) g2 Cail) @

Bl daddie Alleadl Jae ) g2 o0 n) =

.5lgal) dadiia Alarl) (po yaild ) a5 Jal 3a) 0
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When a minimum wage is set above the AV daa G ol sl A ol el oy Ladie

equilibrium wage rate, . . cojuld!
A) the supply of low-skilled workers decreases, and s daasdiall Gl jleall 550 Jlanll o ) (addly) |
the supply curve shifts rightward el ) G sall i
B) unemployment increases ddUayl) 2 3) @
C) search activity decreases Cad) Tl (i) 7

D) the supply of low-skilled workers increases, and Jiiny g cdamidiall el jleall (553 Jlaall (o (iaall 2 }) 3
the supply curve shifts leftward

Dbl () Gaall (i
In the figure, a minimum wage of ‘ ;
would  result in %, ) sl A sl ol (Jsal 2
employment of 5 |l b gl ) g2 o Al e
A) W2; L1 ) :
B) W2; L2 = sl A) W2; L1
C)W1; L1 B) W2; L2
D) W1; L2 P C)wi; L1
0 L D) W1; L2

\ Labor (hours per week) )
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equiibrium wage rate in an e A
Salalal) & Goud) O
unregulated market? Labor Aﬁ?ﬂﬁpﬁﬁoﬁ
A) $8.00 per hour -
5) $9.00 per hour Wagerte | spled | Labor emanded C) 10,00 per hour
8 gg:gg S(S: r?c?uurr (dﬂuﬂrﬂpﬁf [ﬂ]l]liﬂﬂs of (ﬂ]ﬂhﬂﬂﬂ of D) $11.00 per hour
| hour) | workers) | workers Al 5 e 38 L cJgaadl b
In the table, wha_t IS t_h(_a level of V) 2l waad a3 1) (Jlead) Ciadla)
unemployment (in millions of 11 § i Clel) b iy g0 8 Lo g gaSl
workers) if the minimum wage is ) A).O.
set at $8 per hour? 1 j j B) 1.
A) 0. C) 3.
B) 1. ; 4 6 Dg 4.
g) b e ot (ol o S5 Y Ol siall a ¥ Jres
ecause € minimum wage IS Sse o f Sl ia - I .
below the equilibrium wage rate, it has 7 2 g ot o s US"J’J}“ASMUM;,
no effect. The market works as if there St
were no minimum wage.
1\ /
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It is the division of the burden of a Ol 5 (Sl G Ay pall ccae apndi 4
tax between buyers and sellers. (JASIL Ayl sy el gl 13 o
If the price rises by the full amount Ayl (bl by e
of the tax,
o buyers pay the tax. Ay puall (o il laiay yrasdl aéiy) 13 e
If the price rise by a lesser amount A paall scie smildlg o5 sidiall anlily o
than the tax,
o buyers and sellers share the (LY e ) a&iyal 13 e
burden of the tax. Ayl el pdy e
If the price doesn’t rise at all,
o sellers pay the tax.
J
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A s ) ) e a0 g8l S 13 Lae il ek 4ndi s Ay puall Jaa ()
2% A g (5 ikl sl

¢S

Tax incidence is the same regardless of whether the law
says sellers pay or buyers pay.

HOW?

~N
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The effect of tax on Sellers %51)0 by buyers e OsSe i ay ae Ala 3

With no tax, the equilibrium price is Q 450 01,50 ox Adell il Y 523,00 o) sl

$3.00 a pack. [IT 5 1,50 ey il Lle Ay pin (b A

A tax on sellers of $1.50 a pack is 9 : Aalall Y g
introduced. E S + Anidl Helahg a el (il
Supply decreases and the curve S+ £ 300 ueenfiionn | el Gaie gl e dy
tax on sellers shows the new supply 250 W . paal
curve. ‘ o O idall andyy M (3 gl jau adi
The market price paid by buyers 200 , oaiatiy Al @l ¥ 4,00 S
rises to $4.00 a pack and the rice eceived W e
quantity bought decreases. | go LY e ' ) Ol ol il el paiay,
The price received by the sellers ' . 4_,1,45 J?UJ 2-59
falls to $2.50 a pack. ; g D ‘1;50 - 4‘”\"" U"ﬁd@ -
So, with the tax of $1.50 a pack, e Y Jy’f ‘fij“’d & ‘i L ‘{yf
buyers pay $1.00 a pack more and 0 7275 W0 925 350 V5 400 45 450 sl ol dmwd;ﬁm ma;(;

\ sellers receive 50¢ a pack less. Quaniity {millons of packs per year] O At )
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| The effect of tax on buyers

With no tax, the equilibrium price is
$3.00 a pack.
A tax on buyers of $1.50 a pack is
introduced.
Demand decreases and the curve
D — tax on buyers shows the new
demand curve.
The price received by sellers falls
to $2.50 a pack and the quantity
decreases.
The price paid by buyers rises to
$4.00 a pack.

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

Price (dollars per pack)

f..n
>
L]

0

[ Price paid
by buyers

Prce with no fax

Price received

by sellers D - fax on buyers

f | I 1 . . | I l

7250 275 300 325 350 375 400 425
Quantity (millions of packs per year]

(il o &y plal) Sl
s 055 Appa sy e Al
Aalell i) )Y 93 3.00 o) s
1.50 ety (pyidall o dp pia a4 Al
Adell )Y 50
D — oaiall jedls allall (adasy
Glhll Faie (pidadl oo Ayl
RIREN
S oslll olalhy oAl el middy
AgaSll (ids o a1l )Y 50 2.50
A Osdall 4xby A ) Ay
Al @Y 52 4.00
Y52 1.50 day dy puia 8 ae <
4.35:15 \JA\} \JY}J uj).u.n.d\ c_m.a M.\Ld]
Giv 50 e ool Jeanyy
(J3 a1l

e )
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e So, exactly as before when sellers were
Oeall) oS Ladie Jé e Jld) ol LS Ll (M
taxed: )
LA paall () prady
o Buyers pay $1.00 of the tax. A el e 1305 15Y 53 (5 sl mdy
o Sellers pay the other 50¢ of the tax. Appall e g A B0 sl ady
\ Y,
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llall g (m gall A3 5a (Ao iUl 5 (g yidiall G A paiall il Adiag

¢S

The division of the tax between buyers and sellers depend
on the elasticities of demand and supply.

HOW?

~N
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g g il Al od o A sl g e ol Iy ) Galid) o3 e gl v S

Perfectly Inelastic Demand Perfectly Elastic Demand
Demand for this good is perfectly inelastic—the The demand for this good is perfectly
demand curve is vertical. elastic—the demand curve is horizontal.
When a tax is imposed on this good, buyvers payv When a tax is imposed on this good,
the entire tax. sellers payv the entire tax.
E 5 + tox s
-E 5 + hox E'
E 2.20 fergens e R s :; 1.00 L
e S R T <
£ N Sellers
—pay
enfire :
B T lbax |
U.m mmaa LEmmsEEsE s :
a 1000 0 . ] 4

\ Gluantity [thousands of doses per day) Guantity | of marker pens per weoek] j
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ga ) Saie — Agall are dalill sda e a2l e inie — Al SOl dalldl oda e gmgall e
dS pdy Al Aalodl oda e Ay puall gm B aie | ol dalld) sda o dy gl g odie | 8 el
A pall Gy yall JS ady (5 il
Perfectly Inelastic Supply Perfectly Flastic Supply
The supplv of this good is perfectly inelastic— | The supply of this good is perfectly elastic—
the supplyv curve is vertical. the supply curve is horizontal.
When a tax is imposed on this good. sellers When a tax is imposed on this good. buyvers
Pay the entire tax. pPay the entire tax
2}
F s =
{g % 1 5 + tasx
= on k= uyers pay |
_g S0 o entire hax
-55'!5[5- oy 10 5
entire hoe
d-s.-:.’ ....................................... .- D ‘.1:-; E D
o —— o . 3 5
Gruantity ll‘l'hﬂu;-;;‘ld!. of boifles per week] Quantity (thouvsands of pounds per week)
K {a) Perfectly inelastic supply b)) Perfectly elastic supply /




(‘

Chapter 3) Tax Incidence il yall
06
\
Buyers pay the entire tax when: Ladic AlalS Ay plall ¢ il adyy
o Perfectly inelastic demand L g yall apae allall o
o Perfectly elastic supply Ay yall A Gapall e
Sellers pay the entire tax when: Ladie AlalS dy paal) ¢y gailyl) ady
» Perfectly elastic demand 4 5 yall AlesY )
» Perfectly inelastic supply 5 all prae a yall
Y,
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\
So, 1A
The more inelastic the demand, the (e i) das Gl LS () e e allall IS LS
larger is the buyers’ share of the tax. ST Ay yuall
The more elastic the supply, the larger is O yidiall Aaa S LS g je JST el QS LS
the buyers’ share of the tax. SV Ay pall g
Y,
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Think

—

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.

~

JEE) e Ayl oda Jard, Cu i) il o claga Ay pa i
el ) sl pae giada)

Ol () a5l e (Faia) @

) G i) el aia) &

Dbl Gl e llall e g o ) (e (Sinda)

e JEn) o il o Adgiddl clagadl dysa Jed
N Ayl A& Aalell o) ) o

LYY AU s (b Ml g dagSall All) Lgaby, Ay puall) |
gbiog ¥ A kel ) JalllL adl Sl 8 A pal) dygad ) o
aal G e (5 Jaa

Bl dsdn ) adipall el 5053) =

Dbl () el s Ji e Ay el Jost) 2

/
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\
How a sales tax is divided between Ol g G diall Cp Clagmal) Ay aadll 4380 a5 &y
buyers and sellers is determined by Ja &
A) the government's choice of whom to tax. Ay pall e )8 el 4 Sall Hlasl) |
B) who the law says must pay the tax. A pall ado e Cag il e ) 9l8l) (aly ) o
C) the elasticities of supply and demand. allall g o all Adg pe)
D) the revenue needs of government. 3 Y1 e e g8l C_,L;Cﬁ;‘) N

The demand and the supply for a good

are each neither perfectly elastic nor piry Vg adalsl) ddgpally La dalus o 2 ally lhal) adady ¥

perfectly inelastic. If a sales tax on sellers A (b (8 Glasa Al (28 &5 ), Adalsl) Al pall
of the good is imposed, the tax is paid by Lgadyy 4 pall 8
A) only buyers. Ladd g yilall) |
B) only sellers. L cpailill)
C) both buyers and sellers. Ol g o sidiall)
D) neither buyers nor sellers. ) Y il )
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Think
r 2
In the figure, the price paid by the 3 § + fox on seller O (g el andy o3 el eJsall
buyer before the tax is per Y, e AN 34 Ay pall
compact disc, and the price paid by 3§ 224 (5 fdiall dadyy (53l ]y oo g
the buyer after the tax is : o= 5 Ay pall
per compact disc. 340 B
A) $20; $20 T [ A) $20; $20
B) $20; $30 £ B) $20; $30
C) $30; $20 : C) $30; $20
D) $30; $30 20 D) $30; $30
In the figure, the price received by J8 &Ll olaly (oal) jmul) (S 8
the seller before the tax is 10 | o= R J8 . 9 Ay yuall
per compact disc, and the price &Lll 4 Jadling 5 olily (o2} Jadl 5 cda shaina
received and kept by the seller after : : o f 8 & Ay yall 2ey
the tax is per compact i e L.’ B
disc. 0 10 20 30 40 50 60 70 80 A) $20; $20
A) $20; $20 Quantity {millions of CDs per year) B) $20; $10

B) $20; $10 C) $30; $20
\S) $30:-$26 D) $30; $10
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Think
\
If buyers of illegal goods are punished m‘“ o "‘j CSly sl s gled) gl .4._.\51:.4.?3‘\42
but sellers are not, then the price Al Al
and the equilibrium guantity )b () ) Js (.
. ( shift Demand leftward) B ek ) |
A) rises; increases iy §adi )
B) rises; decreases M fpRdAl) &
C) falls; increases bl ¢ jaddly) 8
D) falls; decreases = B
In general, a fine on smoking cigarettes o Al (AN e M?J“‘ Al Al Jaxt ‘f‘Lf’ di“"‘i~
shifts the curve of cigarettes Sl T ‘5“'“3
_ Oadll () (0 el
A) supply; rightward Dbl ¢ pall)
B) supply; leftward Ol I ealhall) -
C) demand,; rightward b)) callal))
D) demand; leftward )
\_ /
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Think
N

If penalties are imposed only on Al (81 g) Jadd oy fiial) o by glal) i s a5 1Y)
buyers (but not on sellers) of Uil g jlall ¢330 65 s )8 (L1 g sLall (il
marijuana, the equilibrium price of delial) Uil gan jlall o 3 gl dsaS g
marijuana , and the :
equilibrium quantity of marijuana sold saly )y se iyl (|
A) rise; increase 83y ) ¢ aladsl (z
B) rise; decrease Ol ¢ alddd) (3
C) fall; increase
D) fall; decrease
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True or False Questions

\

Among the factors that create a ate g Adla B lud ) a3 AN Jalgadl (e
deadweight loss and inefficiency Syl il Hgadl AaY) aal) o Belis
are minimum wages, rent ceilings, il ) g
and taxes. True
A rent ceiling creates a shortage, Laa (gl (A Jas Al @il lagY) ik
as a result there is a loss of oaild g milal) (aild A8 lud ) 533
producer surplus, and loss of Algiasall
consumer surplus. True
A rent ceiling set above QNS e (558 ot oty (oA} jlany) il
equilibrium price has no effect. prLElpgyn
True
A price ceiling is a legal maximum ol (A gHAl aBY) aal) gA jrad) i

\ on the price of a good True. Aalud) y
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True or False Questions

If policy makers believe that the NN AV Jara o ) gridal g Siie ) 13}
equilibrium wage rate is too low, policy S b e sl ad ) agiSad (il (hidla
makers can raise wages by legislating (AN Y G 8 gsadd Sa) as

a minimum wage, that is, a wage floor
below the equilibrium wage. False

A minimum wage set above the AY) Jana (398 oaad oy o) adl A2V aal)
equilibrium wage rate is a price floor ) lgal) Adaddia Alland) A Gaild dde iy 51 630
that results in a surplus of low-skilled

labor. True

When a minimum wage is set above AV Jara (358 A A aad) yaal o Lasie
the equilibrium wage rate, Al adi 5 30 631
unemployment increases. True

A sales tax is imposed on the sellers. JAE Ay gl oda | cpadlal) o Slagsall Ay s 2 )iy
This tax shifts the supply curve Sl gad (& ) Hada

\ leftward. True )
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True or False Questions

~
In general, a fine on buying a ) 525 e £l o dal i) 8 cale JSdy
product led to the demand curve Ol sad qullal) dada JUELH
shifting rightward. False

The more inelastic the demand, Cr Al el OIS (e e lhall Gls Lals
the larger is the buyers’ share of S Ay pal) (e
the tax. True

The more elastic the supply, the Sl il (IS (dig e AS) (i ol (1S LalS
larger is the sellers’ share of the 81 Ay pal) (e
tax. False

A fine on smoking cigarettes shifts ade Jih e cpdai o da) £ (b
the demand curve of cigarettes Sl g2l ilad) o ullal)
leftward. True
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Chapter Summary outlines
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\
* A price ceiling is a legal maximum Lo dale a5l aaBY) 2l g el Cain @
on the price of a good. An example G [ Jladl paBY) anl) el e ALY (e
IS rent control. If the price ceiling is aild o) ) sl ja e JB1 pmad) Cai S 13E Syl
below the Equilibrium price, it is e [pas el (& pali ) sa5s ke 055

binding and causes a shortage.

w\ ):u.u] @y\.ﬂ\ ‘fd‘ﬁ\ aall BT )a.uﬂ ‘;m‘j\ Aall o

* A price floor is a legal minimum G s V) asll elld e AV Gy
on the price of a good. An example Gsle S ald ¢l sl ymas (g e ymaall 3
is the minimum wage. If the price Y sl e il Aleal) (ild | ild ) s25
floor is above the Equilibrium price, Al s sl

it is binding and causes a surplus.
The labor surplus caused by the
\ minimum wage is unemployment )
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4 A
* The incidence of a tax is the division of O idiall (A puall ccae a4 Ay pall g g )
the burden of the tax between buyers and dia g jia Ay pal) CulS 1Y Lo e ey Vg cpeildl
sellers and does not depend on whether Cpnildl o o il e
the tax is imposed on buyers or sellers. g yaad) Ly m pell g e e Ay punl) s iy
* The incidence of the tax depends on the
price elasticities of supply and demand.
. Y,
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Among the factors that create a deadweight loss and
inefficiency are minimum wages, rent ceilings, and
taxes.

Price ceiling:

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

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.

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

\ equilibrium price decrease producer surplus

~N

aal) 3elisl) aland) g Adlia B lud ) sa5 AN Jal gadl G (ayg e
uA‘JAaS\\gcJLMY‘UJMJcJJA)JuMY\

o) a8
L

O man e JE ) i 50 o o ol Al 5% (S o
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il
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‘ O35 aas e J1

SOl ) e Bl ean 5 3 ey il Jaisnall il
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Price ceiling: Y Gk
e Assume that your state government has
placed a price ceiling of 30 per kilowatt 1553 30 iy adld s Canaia g 38 Y 5 e S (o mgil) @
hour on electricity. The equilibrium price LS UKD () sl el el e e deld) &l S S
per kilowatt hour for electricity is $.35. da Sall el ya) sa5ms 15Y 53 0.35 sa sl Sl delull i cl
The government's action will result in a . Ala s jlud
deadweight loss. G mae 358 onand a8 (ol el il i Y 0

e Arent ceiling set above equilibrium price
has no effect
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Price floor

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

Uaddia o)) siall a¥) Jaxe o i) ¢ lia siie | \s\ .
cjﬁﬂgd\h@ﬂadhw)ﬁY\@Jﬂ_\&uﬁ

s ¥ ga el sl ol as LS‘
A Jara (e el yeadd Sl hgmﬂum .
AdUaal) sy ey ) giall
DAY Jare e efonaad 2 a3 oY) aall o
lenll (e paild N g2 panall il s 8 () il
_SJLG-A&\ "‘ . e
Aalidl jaad g ol aa ga pandl SaV) aall e

~
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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.

Ay il 8 LIS g e ST L dad Je Qllall S WS
Osidall 4ady 53 ) e clagdl)

Lgyy 0.5 o Y Sl ) Culn Jo lhall 455 50
Sle Appa i a3 N 1.8 A oSl odgd a
Osrdas OSlgiuall B A5V SGAl Gl Cn S Gl i
Ayl (e 3l

1) JalSIL adaall i) adyy Cumy Sl Ay jua apesdl &4
2yl iy bl s
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