Chapter 6:  Supply, Demand, and Government Policies
1. Controls on Prices

a. A price ceiling is a legal maximum on the price at which a good can be sold.

b. A price floor is a legal minimum on the price at which a good can be sold.

c. How Price Ceilings Affect Market Outcomes

i. When the government imposes a binding price ceiling on a competitive market, a shortage of the good arises, and sellers must ration the scarce goods among the large number of potential buyers.
ii. Free markets ration goods with prices.

d. How Price Floors Affect Market Outcomes

i. A binding price floor causes a surplus.

2. Taxes

a. Tax incidence is the manner in which the burden of a tax is shared among participants in a market.

b. How Taxes on Buyers Affect Market Outcomes

i. Step 1:  Decide whether the law affects the supply curve or demand curve.

ii. Step 2:  Decide which way the curve shifts.

iii. Step 3:  Examine how the shift affects the equilibrium.

1. Due to these steps with respect to taxes, we are given two lessons.

a. Taxes discourage market activity.  When a good is taxed, the quantity of the good sold is smaller in the new equilibrium.

b. Buyers and sellers share the burden of taxes.  In the new equilibrium, buyers pay more for the good, and sellers receive less.

c. How Taxes on Sellers Affect Market Outcomes

i. We apply the same three steps as well.

ii. Taxes on buyers and taxes on sellers are equivalent.
d. Elasticity and Tax Incidence

i. A tax burden falls more heavily on the side of the market that is less elastic.

