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Chapter 6

A Housing Market With A Rent Ceiling

A price ceiling or price cap is a regulation that makes it illegal to charge a higher price than a specific level.

Example: rent ceiling in the housing market

(If the price ceiling is set above the equilibrium rent, it has no effect. The market works as if there were no ceiling.

A Labour Market with a Minimum Wage

A price floor is a regulation that makes it illegal to charge a lower price than a specific level. 

(If the price floor is set below the equilibrium price, it has no effect. The market works as if there were no price floor.)

Taxes

Who pays taxes?

The law might impose a tax on buyers or sellers, but the outcome will be the same. 
Tax incidence is the division of the burden of a tax between buyers and sellers. 


A tax “on sellers”

1) With no tax, the equilibrium price is $3.00 a pack.
2) A tax on sellers of $1.50 a pack is introduced.
3) Supply decreases and the curve S + tax on sellers shows the new supply curve. 
4) The market price paid by buyers rises to $4.00 a pack and the quantity bought decreases.
5) The price received by the sellers falls to $2.50 a pack.
6) So with the tax of $1.50 a pack, buyers pay $1.00 a pack more and sellers receive $0.50 a pack less. 

Taxes and Fairness

Economists have proposed two conflicting principles of fairness to apply to a tax system:

· The benefits principle
· The ability-to-pay principle

Other Forms of Government Intervention


Subsidy: a payment made by the government to a producer (opposite of a tax)

Production Quota: an upper limit to the quantity of a good that may be produced during a specific period
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