ECO 6 Chapter Notes ::
-Ice cream ‘eaters’ and ‘makers’ lobby the gov’t to pass laws that later the market outcome by directly controlling the price of an ice cream cone ... buyers of any good want a lower price and sellers of any good want a higher price, interest conflict. If ‘eaters’ successful, gov’t imposes legal maximum – if ‘makers’ successful, gov’t imposes a legal minimum 
-Price ceiling = legal max on the price @ which a good can be sold ; Price floor = legal minimum on the price @ which a good can be sold
-If gov’t imposes price ceiling > equilibrium price, price ceiling has no effect, and market can reach equilibrium of supply and demand ... quantity supplied and quantity demanded = same (price ceiling not binding as market forces naturally move to equil.)
-If gov’t imposes price ceiling < equilibrium price, the market price = lower price. At this price, more demanded then supplied, so there is a shortage (price ceiling is a binding constraint on the market – forces tend to move market to equil. price, but when market price hits ceiling, cannot go further) – General result = when the gov’t imposes a binding price ceiling on a competitive market, shortage of good arises, and sellers must ration their scarce goods among the large # of potential buyers ... results in eg//long lines, w/h are inefficient, or discrimination according to sellers bias 
-Rationing mechanism in a free competitive market is efficient and impersonal ... anyone who wants to buy the good can
EXAMPLES
i) LINES @ GAS PUMP IN US – When price of crude oil rose, raised cost of producing gas, thus reduced supply of gas ; prior, equil. below ceiling, but b/c of rise, supply shift shifts to left (b/c less supply of gas) and now equil. above ceiling (ceiling binding) ... quantity demanded > quantity supplied, thus line ups
ii) RENT CONTROL IN SHORT RUN & LONG RUN – In some provinces, provincial gov’t places a ceiling that landlords may charge – goal is to help poor by making housing more affordable – but economists often criticize this stating inefficient way to help poor raise their standard of living ... In SHORT RUN, landlords have fixed # of apts to rent...they cannot adjust this # quickly as market conditions change. The # of ppl searching for housing may not be highly responsive b/c ppl take time to adjust their housing arrangements – short run supply and demand for housing are inelastic :: causes a shortage, but shortage small – primary effect in short run is to reduce rents ... In LONG RUN, buyers/sellers respond more to market conditions as time passes, landlords respond to lower rents by not building new ones/not maintaining current ones, low rents encourage ppl to find their own apts...both supply and demand more elastic in long run ... large shortage – provinces w/rent control, landlords keep wait lists, preferential treatment, bribes bring price close to equil. price ... ppl respond to incentives ... in free markets, landlords keep buildings clean/safe b/c  apts command higher prices ... landlords lose incentive re: rent cntrl 
-If gov’t imposes price floor < equil. price, price floor has no effect, and market can reach equilibrium of supply and demand ... quantity supplied and quantity demanded = same (price floor not binding as market forces naturally move to equil.) – above floor
-If gov’t imposes price floor > equil. price is below floor, price floor is binding constraint on the market. Force of supply and demand tend to move price toward the equilibrium price, but when market hits the floor, it cannot fall further. Market price = price floor. Quantity supplied exceeds quantity demanded, thus, a binding price floor causes a surplus ... price floors and surpluses can lead to undesirable rationing mechanisms ... some sellers are unable to sell all they want @ market price ... sellers appealing to personal biases of the buyers, better able to sell their goods than those who don’t – In a free market, price serves as the rationing mechanism, and sellers can sell all they want @ the equil. price 
EXAMPLE 
i) MINIMUM WAGE – laws dictate the lowest price for labour that any employers may pay (differ by prov/terr.) – Consider market for labour ... If gov’t doesn’t intervene, min. wage normally adjusts to balance labour supply (workers) and labour demand (firms) – w/binding min. wage, quantity of labour supplied exceeds quantity of labour demanded – thus resulting in unemployment and min. wage raises the income of those who have jobs, but lowers income of those who cannot find them – note that economy contains several labour markets ... min wage often more binding for teens ; also affects quant. supplied...as more teens want jobs w/higher min wage, they drop out of school...ads to unemployment – debate re: advocates state it helps poor and opponents state bad way to combat poverty re: causes unemployment and not all workers are HoHs 

-Recall markets are usually a good way to organize econo. activity ... economists usually oppose price ceilings and floors 
-Recall govts can sometimes improve market outcomes – policy makers view market’s outcome as unfair ... price controls often aimed @ helping poor ... yet price controls often hurt those they are trying to help i.e. discourages landlords from maintaining prop & cause workers re: min wage to be unemployed 
-Helping poverty other ways eg// gov’t can make housing  more affordable by paying a fraction of the rent for poor families ... require higher taxes so not perfecto 
-Taxes affect economy – events/whatever, tax needed to pay for whatever, opposing lobby groups make claims – ‘makers’ claim struggling to survive in a competitive market & argues buyers of XYZ should have to pay tax, ‘eaters’ claim that consumers of XYZ are having trouble making ends meet and claims sellers of XYZ should pay tax – mayor compromises by halfing-halfing 
-tax incidence = manner in w/h burden of tax is shared amongst participants in a market
-Tax on Buyers Affecting Market Outcome (recall use of decision of law affects supply or demand curve, w/h direction, new equilibrium) : Step i) Initial impact of tax on demand for good...supply curve not affected b/c for any given price, sellers have same incentive to provide good to market. Buyers now have to pay a tax to gov’t + price to sellers for good. Tax shifts demand curve. Step ii) B/c good now more expensive re: tax, less attractive to buyers and thus demand curve shifts left (downward) – to induce buyers to demand any given quantity the market price must now be lower i.e. good less the tax to make up for effect of tax.  Step iii) Compare old and new equil.
-Although buyers send the entire tax to the gov’t, buyers and sellers share the burden. (Makes both worse off b/c seller has to sell good(s) @ lower price. YIELDS TWO LESSONS – Taxes discourage market activity as when a good is taxed, quantity of good sold is smaller in the new equil. & Buyers and sellers share the burden of taxes as buyers pay more for good and sellers make less.
-Tax on Sellers Affecting Market Outcome (recall use of decision of law affects supply or demand curve, w/h direction, new equilibrium) : Step i) initial impact of tax on supply for good...quantity demanded @ any given price is same, thus demand curve does not shift, supply does. Step ii) Tax on sellers raises cost of producing good, it reduces the quantity supplied @ every price. Supply curve shifts to left (upward) –  to induce sellers to supply any given quantity, market price now must be the tax amount higher to compensate for the effect of the tax. Step iii) Compare old and new equil.
-Taxes on buyers and taxes on sellers (comparing market outcome) are equal (only diff. is who sends $ to gov’t)
-Seller has to charge a higher amount and then pay the tax i.e. $3.00, they now sell @ $3.30 to buyers, and pay $0.50 to gov’t RE: TAX ON SELLERS (Seller makes $2.80)
-Buyer has to pay higher amount – sellers have to sell @ lower cost i.e. $2.80 and buyers pay the tax $0.50 on top = $3.30 RE: TAX ON BUYERS (Seller makes $2.80) 
-EI: Federal gov’t uses revenue to pay for benefits to unemployed workers – eg// of a payroll tax, w/h is a tax on the wages that firms pay their workers and that firms pay from their earnings – not always 58-42-law makers cannot easily distribute the tax burden (good=labour, price=wage) – Places a wedge btwn the wage that firms pay and the wage that workers receive – they cannot legislate the true burden of a tax – tax incidence depends on forces of supply/demand (look @ pg 136 for eg//)
-Seller = Supply = Producer ; Buyer = Demand = Consumer
-Tax in a market w/very elastic supply and inelastic demand-sellers very responsive to change in price of good, (so supply curve more flat) whereas buyers are not very responsive t change in price of good (so demand curve more steep) – When tax introduced w/these elasticises, price received by sellers does not fall much so sellers bear small burder, price buyers paid rises substantially, thus buyers bear more of the tax burden
-Tax in a market w/inelastic supply and very elastic demand-sellers not very responsive to change in price of good (so curve steeper) while buyers are very responsive (curve flatter)-When tax imposed, price paid by buyers does not rise much, while the price received by sellers falls substantially – thus sellers bear most of tax burden 
-See 137pg for graph figures
-A tax burden falls more heavily on the side of the market that is more inelastic or less elastic – elasticity measures the willingness of buyers or sellers to leave the market when conditions become unfavourable – side of market w/fewer good alternatives cannot easily leave the market and must thus bear the burden of the tax (as small elasticity of supply means sellers do not have great alternatives to producing good/as small elasticity of demand means buyers do not have great alternatives to consuming good)
-Labour economists believe that the supply of labour is much less elastic than the demand of labour thus workers rather than firms bear burden
-Price ceiling: legal max on price of g/s: i.e. rent control: If Price ceiling below equil. price, quantity demanded exceeds quantity supplied = shortage – sellers must ration g/s among buyers
-Price floor: legal min on price of g/s: min. wage: If Price floor above equil. price, quantity supplied exceeds quantity demanded = surplus – buyer demand for g/s must ration among sellers
-Tax on a market shrinks size of market
-Tax incidence does not depend if tax levied on buyers or sellers and does depend on price elasticity of supply and demand, where burden tends to fall on side of inelastic b/c that side of market can respond less easily to tax by changing quantity bought/sold
-Price ceilings/floors only matter if they are binding, taxes cause vertical shifts (tax on buyers causes a shift down, tax on buyers causes shift up), taxes on buyers and sellers equivalent = end result = reduce quantity sold, a higher price paid by buyers, a lower price received by sellers...politically ita can make sense but economically it doesn’t re: switch tax from buyers to sellers

 ...Recall binding constraint causes a shortage for ceilings, recall binding constraint causes surplus for floors ... you can only go ‘below’ the ceiling’ (i.e. in example above, cannot go above) ... you can only go ‘above’ the floor (both above don’t affect anything)
-Taxes result in a change in market equilibrium—prices typically go up and quantities sold go down.
-Buyers and sellers share the tax burden, regardless on whom the tax is levied.
-The burden/incidence of a tax falls more heavily on the side of the market that is less elastic.
-If buyers’ price elasticity > sellers’ price elasticity, buyers can more easily leave the market when the tax is imposed, so buyers will bear a smaller share of the burden of the tax than sellers
-If sellers’ price elasticity > buyers’ price elasticity, sellers can more easily leave the market when the tax is imposed, so sellers will bear a smaller share of the burden of the tax than sellers




