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Government Policies That alter the Private Market Outcome
Price Ceiling: a legal maximum on the price of a good or service. 
Example: rent control
Price Floor: a legal minimum on the price of a good or service. 
Example: minimum wage.
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The government can make buyers or sellers pay a specific amount on each unit bought/sold.

How the price ceiling affects market outcomes.
If the price ceiling imposed is per good is under the price of the good, then the price ceiling is not binding. 
Example: if the gov’t imposes a price ceiling of $4 a cone, but the cone itself is already priced at $3 then the price ceiling isn’t binding. 
But, If the price ceiling imposed is less than the price of the good, the price ceiling is a binding constraint. 
Example: If the gov’t imposes a price ceiling of $4 a cone, but the cone itself is already at $3 then the price ceiling is a binding constraint. The reason why is because although the forces of the market want the price to be higher, it can’t be higher then it’s allowed to be.
Shortages and Rationing

Usually, what happens with a binding constraint price is that the demand is BIGGER than the supply. Their isn’t enough to go around. So naturally, mechanisms will develop, 
like lining up for a long time to get the good. 
EX: People would line up to buy this ice cream at the new lower price. 
Sellers can also sell ice cream because of their own personal biases. Notice, that although the policy is put in place to help the buyer of ice cream, sometimes they all don’t benefit from it. 
Ex: discrimination, selling to only friends and family. The seller could just sell to people from his ethnic group, or family and friends and the general public might not benefit from this policy put in place for them. 
General Result of Gov’t imposed Price Ceiling: When the gov’t imposes a binding price ceiling on a competitive market, a shortage of the good arises, and the seller much ration the scarce goods among the large number of potential buyers. 
By contrast,  the competitive market is both efficient and impersonal. While, The rationing mechanism is inefficient (because of the time wasted in lines) and sometimes can get very personal (discrimination) (READ 123 Rent Control case study) 

How Price Floors Affects Market Outcomes

Price Flooring, is when the gov’t puts the minimal price on a good. Just like Price ceiling is a effort by the gov’t to maintain prices other than the equilibrium levels. It places a legal minimum. 
Ex: the gov’t might be persuaded by lobby groups to impose a legal Price flooring so that they can maintain something. 
Minimum Wage: Minimum wage laws dictate the lowest price for labour that any employer may pay. 
Like all markets, labour markets are subjected to supply and demand. Workers determine the supply, and firms determine the demand. If there isn’t any gov’t intervention normally wages adjust according to supply and demand
If the Quantity of Supply (the workers) is more than the Quantity demand (the amount of workers the firms need) this results in unemployment. This results in a heightened income for those with jobs, and lower incomes for those who are jobless. 
Keep in mind their isn’t a single labour market, but several different labour markets for different types of workers.
For workers whom have more experience and more skills their jobs wages aren’t affected by minimum wage because what their making is so much more than minimum wage. For these people minimum wage is not binding.
Minimum wage has the biggest impact on teenage workers. Their equilibrium wages are low because they have the least experience/skills and are willing to work for these lower wages. Therefore, the minimum wage is more binding for them, and anybody else apart of that labour force. 
With the increase of minimum wage also changes the quantity demanded by the firms. Because, they can afford to hire less workers. It also increases the quantity supplied by the workers because the more money the more incentive to work. Therefore, the increase in minimum wage can be unemployment. 
People whom oppose minimum wage think
They think that increasing minimum wage encourages teenagers. And preventing unskilled workers to drop out and work these on-the-job training jobs. 
Poorly targeted policy, because not all minimum wage workers are head of families looking to escape poverty. Most of the teenagers are working part-time jobs for extra money. 
Evaluating Price Control

One of the ten principle is that the market is a good way to control economic activity. For this reason, economist oppose price ceiling and price flooring. They believe prices are the result of millions of business and consumers decisions. Prices coordinate economic activity because it balances out supply and demand. So when policy makers set prices, they pretty much mess with this delicate balance. 

Another principle is that gov’ts can sometimes improve market outcomes. They try to control prices because they see the outcome of the market to be unfair. Principles like rent control, and minimuim wage are said to hurt these people it’s meant to help. Rent control doesn’t give the Landlords incentive to fix the apartment, also making housing hard to find. 
Instead, housing subsidies and wage subsides both don’t decrease housing, and also, keep incentive for the Landlords to maintain their housings. Wage subsidies do the same thing, firms won’t hire less people because their not paying the price. 

Taxes

All gov’t projects from federal to municipal all use revenue from taxes to fund projects. 
Ex: National defence, Parks, Public Schools, Roads, etc.. 
How taxes affects economy 

For the gov’t to do things, they need to pay the people through taxes, the burden of paying tax either falls on the buyer of the good, or the seller, or something both. 

Ex: 

The gov’t announces their having a parade and now they have put a 0.50 on ice cream cones, either the sellers of ice cream cones can pay it, or the buyer of ice cream cones can pay it, or both. 

Tax Incidence- refers to the spreading of the burden of tax.

How Taxes on Buyers Affect Market Outcomes.  

1) We decide whether the taxes affects the supply curve and demand curve
The taxes shift the demand curve
2)We decide which way the curve shifts
buying more is less attractive to buyers with the price going up. This results in a left shift in the demand curve. Also, it will shift downwards. Unless, they reduce the initial price, by the set amount of tax therefore making up for the price. 
3)We examine how the shift affects the equilibrium 
the tax on the good reduces the size of the ice-cream market. 

OUTCOME: The tax makes buyers buy less and Sellers sell less. In the new equilibrium buyers pay more for the good and sellers receive less. 

How Taxes on Sellers Affect Market Outcomes

1) We decide whether the taxes affects the supply and demand curve
The taxes shift the Supply Curve
2)We decide which why the curve shifts
Effective price to sellers is the amount they get to keep after tax. The supply curve goes left. (so if price was $2.00 and the tax is $0.50 then the effective price = $1.50) They will supply the same amount of ice cream they would if the price was $0.50 lower. 
If they make the price higher because of the tax, then the Supply curve moves upwards 
3) We examine how the shifts affects the equilibrium
Taxes reduces the size of the ice cream market. 
The equilibrium price rises, while the equilibrium quantity falls. 
OUTCOME: 
Taxes on buyers and sellers are the equivalent 
The tax places a price on the buyers 
Only difference is whom send the money to the gov’t

Elasticity and Tax Incidence 
When supply curve is more elastic, it more flat, also the burden of taxation is on the buyer
When the demand curve is more elastic, its more flat, also the burden of taxation is on the buyers.      
If the sellers are not responsive to the change in price, the supply line would be more steep
If the buyers are not responsive to the change in price, the supply line would be more steep. 
Workers, rather then the firms bear most burden of the payroll tax. Meaning that the demand curve would be more steep.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                         
Whichever is flatter bears less burden. The less elastic/more steep, the more taxation burdens it. 
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