Chapter 7 Section 4 – Price Floors and Price Ceilings 
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	Price 
	Quantity Demanded
	Quantity Supplied

	$100
	20
	240

	90
	40
	220

	80
	60
	200

	70
	80
	165

	60
	100
	140

	50
	120
	120

	40
	140
	100

	30
	160
	60

	20
	180
	40

	10
	200
	20


*Draw a line indicating a Price Floor at $80 and
a Price Ceiling at $30*

Price floors and ceilings can be plotted with supply and demand curves. Use the above graph to answer the questions. Fill in the correct answer in the blanks provided.

1. What is the equilibrium price based on the natural market? ____________________

2. What quantity is demanded and what quantity is supplied at the market price?

a. QD ____________________

b. QS ____________________
3. What quantity is demanded and what quantity is supplied if the government passes a law requiring the price to be no higher than $30? This is called a price ceiling.

a. QD ____________________

b. QS ____________________

c. At this price there is a _____________________ of ________________ units.

4. What quantity is demanded and what quantity is supplied if the government passes a law requiring the price be no lower than $80? This is called a price floor?

a. QD ____________________

b. QS ____________________

c. At this price there is a _____________________ of ________________ units.

d. Who gains from the price floor? ___________________________________________________________

e. Who gains from the price ceiling? _________________________________________________________

Write answers to the following questions. Be sure to support your answers with sound economic reasoning and draw graphs to support your answers.
1. A consumer group believes the prices of necessities such as food, housing, energy and medical care should be controlled by the government. They reason, “People can afford higher prices for luxuries, but all of us, especially the poor, suffer when the prices of necessities rise.” Evaluate the effects of this plan by filling in the appropriate words below. Then support your answer with a graph. 
This type of policy is called a price ____________________ and will cause a ________________________ of necessities if it is binding. This administered price will provide incentives for consumers to buy more necessities, an increase in quantity _________________________________ and incentives for producers to produce less, a decrease in quantity __________________________________.

Using a properly labeled graph, support your answer in the space below.  Label the x and y properly.

2. Make the assumption that one day you will be a college graduate. Explain why you would not support a law to raise the legal minimum wage of college graduates to $50,000.

The minimum wage is an example of a price ______________________________ and it would lead to a(n) ____________________________________ in unemployment among college graduates. There would certainly be an incentive for people to become college graduates, but the higher than market value for laborers would cause excess _________________________ and lead to ____________________________________ of laborers. This policy then would be positive for ________________________________________, but negative for ___________________________________________________________.

Using a properly labeled graph, support your answer in the space below.  Be sure to label the x and y.
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