
N. Gregory Mankiw, Principles Of Micro Economics, 9th Edition © 2021 Cengage. All Rights Reserved. May not be scanned, copied or duplicated, 

or posted to a publicly accessible website, in whole or in part.

Chapter 6

Supply, Demand, and Government Policies
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Controls on Prices

• Price controls 

–Policymakers believe that the market price 

of a good or service is unfair to buyers or 

sellers

–Can generate inequities

• Taxes

–To raise revenue for public purposes 

–To influence market outcomes
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Controls on Prices

• Price ceiling

–A legal maximum on the price at which a 

good can be sold

–Rent-control laws

• Price floor

–A legal minimum on the price at which a 

good can be sold

–Minimum wage laws
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Controls on Prices

How price ceilings affect market outcomes

–Not binding

• Set above the equilibrium price

• No effect on the price or quantity sold

–Binding constraint

• Set below the equilibrium price: Shortage 
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Figure 1 A Market with a Price Ceiling
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Figure 2 The Market for Gasoline with a Price Ceiling
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Figure 3 Rent Control in Short Run and in Long Run
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Controls on Prices

How price floors affect market outcomes

–Not binding

• Set below the equilibrium price

• No effect on the market

–Binding constraint

• Set above the equilibrium price: Surplus 
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Figure 4  A Market with a Price Floor
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Figure 5 How Minimum Wage Affects Labor Market
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Taxes

• Government uses taxes

–To raise revenue for public projects 

• Roads, schools, and national defense

• Tax incidence

–Manner in which the burden of a tax is 

shared among participants in a market
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Taxes

How taxes on sellers affect market 

outcomes

– Immediate impact on sellers: shift in 

supply

–Supply curve shifts left

–Higher equilibrium price

–Lower equilibrium quantity

–The tax reduces the size of the market
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Figure 6 A Tax on Sellers
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Taxes

How taxes on sellers affect market 

outcomes

–Taxes discourage market activity

–Buyers and sellers share the burden of tax

–Buyers pay more, are worse off

–Sellers receive less, are worse off

• Get the higher price but pay the tax

• Overall: effective price fall
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Taxes

How taxes on buyers affect market 

outcomes

– Initial impact on the demand

–Demand curve shifts left

–Lower equilibrium price

–Lower equilibrium quantity

–The tax reduces the size of the market
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Figure 7 A Tax on Buyers
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Taxes

How taxes on buyers affect market 

outcomes

–Buyers and sellers share the burden of tax

–Sellers get a lower price, are worse off

–Buyers pay a lower market price, are 

worse off

• Effective price (with tax) rises
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Figure 8 A Payroll Tax
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Taxes

• Elasticity and tax incidence

–Very elastic supply and relatively inelastic 

demand

• Sellers bear a small burden of tax

• Buyers bear most of the burden

–Relatively inelastic supply and very elastic 

demand

• Sellers bear most of the tax burden

• Buyers bear a small burden 
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Figure 9 How the Burden of a Tax Is Divided, Part 1
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Figure 9 How the Burden of a Tax Is Divided, Part 2
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Taxes

• Tax burden

–Falls more heavily on the side of the 

market that is less elastic

–Small elasticity of demand

• Buyers do not have good alternatives to 

consuming this good

–Small elasticity of supply

• Sellers do not have good alternatives to 

producing this good
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