

































































SUPER BOWL
ADVERTISING

During 364 days out of the year, the average cost of a
30-second prime-time television advertisement spot is a little
over $100,000. But for one four-hour block, on one day, on
one channel each year, the price skyrockets to around $3.5
million. That time slot is the Super Bowl.

Like most prices in a market economy, the price for
television advertising is set by supply and demand. Advertisers
want to reach the largest number of viewers with each ad, so
demand is high for ad space during a program lots of people
are watching. And few programs are watched by more people
than the Super Bowl, which averages over 100 million viewers
each year.

Because demand is higher for ads during the Super Bowl,
the supplier (the television station airing the game) can charge
higher prices than for other programs. The limited supply of ad
space also plays a role in sending the price higher. In 2013
there were only 70 slots available to sell.

In the end, all of the ad space available during the game is
filled, because the television station won't charge a price so
high that advertisers are unwilling to pay. They charge the
price that makes them the most profits, given the supply and
demand for the available advertising spaces.

. ANALYZING EVENTS What makes the equilibrium price for an
advertisement during the Super Bowl different from the normal
equilibrium price for a television advertisement?

. IDENTIFYING CAUSES What conditions might lead to a shortage of
Super Bowl advertisements? What effect might a shortage have?

. DRAWING CONCLUSIONS Do you think pricing for Super Bowl
advertising is fair? Explain your reasoning.

ONE YEAR in
Super Bowl Ads (2013)

Number of viewers;

108.4 million

Number of

30-second
U.S. households advertising

tuned in: spots sold:

46.3% 70

Top price paid for one
30-second ad:

$4 million

Ad space was Average
sold out cost of a

3 months 30-second ad:

before the $35
game aired m||||on

Percent of

The COST of a 30-second ad

most expensive
primetime
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LESSON 3
Social Goals, Prices,
and Market Efficiency

ESSENTIAL QUESTION

What factors affect prices?

EXPLORING

Think about a product with a price you believe is too high or

T H E too low. Do you think the government should make a law to
change the price of the product to something that is more

reasonable?

ESS E N T IAL Write a paragraph explaining why you think the government

should or should not adjust the product’s price.

One Gallon “
of Milk

Year Price ($)

1970 1.23
1980 1.60
1990 215
2000 2.60
2010 3.32

The American free enterprise
goals of economic growth
and price stability sometimes
conflict with each other.
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Goal of Price Ceiling
and Price Floor

ANALYZING KEY IDEAS AND DETAILS

] N goals or objectives of price ceilings and price floors.
Price Ceiling

Price Floor

Read closely to learn about price ceilings and price floors, and why the government
Goal sometimes steps in with fixed-price policies. Use a diagram like this one to identify the

CONTROLLING PRICES

GUIDING QUESTION What are the costs and benefits of economic policies aimed at
creating equity and security?

In a purely competitive free enterprise system, prices would be determined
entirely by the actions of buyers and sellers. The United States, however, is a
modified free enterprise economy. This means that the government sometimes
interferes in the market in order to achieve a socially desirable goal. One way
the government does this is by setting prices for certain goods and services
below or above the equilibrium price.

Attempts to fix prices are not new. During World War | and World War I, the
federal government locked down the prices of certain foods to ensure that
everyone had access to affordable meals. President Nixon tried to combat
inflation in the early 1970s by trying to freeze prices for 90 days, but his efforts
were largely ineffective. Today the government uses a combination of price
ceilings and price floors to fix prices on a number of products.

PRICE CEILINGS

When a price is set below its equilibrium level, it is called a price ceiling, the
maximum legal price that can be charged for a product. The case of a price
ceiling is shown in Panel A of Figure 6.4 where the price ceiling of $10 is set
below the price that clears the market.

The consequence of the price ceiling in the figure is clear. With a price
ceiling of $10, there are 10 units demanded but only 4 units are supplied—
leaving a shortage of 6.

Normally the resulting shortage of 6 would be enough to drive the price
toward its equilibrium level of $15, but not in the case of a price ceiling.
Instead, the shortage becomes permanent and will persist as long as the price
ceiling stays below its equilibrium price. A shift in demand or supply could
cause the shortage to increase or decrease, but a shortage will always be
there as long as the price ceiling remains below the equilibrium price.

PRICE FLOORS

At other times, lawmakers may think that the market clearing price is too low,
so they take steps to raise it by legislating a price floor, the minimum legal
price that a seller can charge. The consequence of the price floor is shown in
Panel B of Figure 6.4. With a price floor of $25, 2 units are demanded but 11
units are supplied—leaving a surplus of 9.

ANALYZING KEY IDEAS
AND DETAILS

1. DETERMINING CENTRAL
IDEAS The head of this section
is “Controlling Prices.” Who is
the author discussing as the
controller of prices?

2. SUMMARIZING In what two
ways are prices controlled?
What is the objective for both?

DETERMINING MEANING

The words ceiling and floor both
refer to surfaces in a room. How
are the terms price ceiling and
price floor used in economics to
describe government-imposed
limits on prices?
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FIGURE 6.4
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Normally shortages and surpluses are enough to drive the
price toward its equilibrium. However, as long as a price floor
remains above the equilibrium price, or a price ceiling remains
below the equilibrium price, a surplus or shortage will exist.

ANALYZING KEY IDEAS
AND DETAILS

1. SUMMARIZING Summarize this

section in three or four sentences.

2. CITING TEXT EVIDENCE What
are the seven broad economic
goals of the American free
enterprise system, according to
the text?
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) economic reasoning

EXCHANGE AND MARKETS In 1971, the federal government
put a price freeze on the price of gasoline. Was this a price
ceiling or price floor? Explain.

Normally the resulting surplus of 9 would be enough to drive the price
toward its equilibrium level of $15, but not in the case of a price floor. Instead,
the surplus becomes permanent and will persist as long as the price floor stays
above the market’s equilibrium price. A shift in either demand or supply could
cause the surplus to increase or decrease, but a surplus will always be there as
long as the price floor remains above the equilibrium price.

CHECKING FOR UNDERSTANDING

1. ANALYZING ISSUES What are the costs and benefits of economic policies aimed at
creating equity and security?

2. DETERMINING CONTEXT How are price ceilings and price floors related to the equilibrium
price level?

3. EXPLAINING CAUSE AND EFFECT What are the negative and positive aspects of price
ceilings and price floors?

EXAMPLES OF FIXED-PRICE POLICIES

GUIDING QUESTION Whom do price supports benefit, and whom do they hurt?

Government-imposed price controls are not just something that happened in the
midst of a major war. There is a surprising amount of it around today. The minimum
wage, discussed more fully in another chapter, along with farm subsidies and rent
controls, are major examples of price controls being used today.



Keystone-France/Gamma-Keystone/Getty Images

USING PRICE FLOORS TO SUPPORT SUGAR PRICES

Historically, prices on almost all agricultural products have fluctuated much
more widely than prices on other goods and services. This is because farmers
often face periods of boom or bust. In years when crops are plentiful, the extra
production drives prices down. In years of drought or flooding, the lower crop
yields drive agricultural prices up. Because of this, the government has taken
steps to stabilize agricultural prices to help farmers and processors of farm
products with the use of price floors.

The sugar industry provides just one example of how the government can
stabilize farm prices with the use of price floors. Beginning in 1981, and
reauthorized by the 2008 Farm Act, the government set target prices on sugar
derived from sugarcane. A target price is a price floor the government thinks
is fair for a particular product. To ensure that farmers receive the target price
for their products, the government sets up a loan system.

For example, in 2013 the government set a loan rate of 18.75 cents per
pound on cane sugar. A processor of sugarcane could take out a loan from the
United States Department of Agriculture (USDA) at this rate as long as it
pledged its sugar as collateral, or security, for the loan. After the sugar was
processed, the processor had two options:

1. The sugar could be sold on the open market at a higher price than the
target price, and then the proceeds of the sale could be used to repay the
USDA loan.

2. Or, if the market price of sugar fell below the target price, the processor
could keep the proceeds of the loan and let the USDA take possession of
the sugar.

Because the loan does not have to be repaid, it is called a nonrecourse
loan—a loan that carries neither a penalty nor further obligation to repay. Either
way, the processor is guaranteed to get at least 18.75 cents per pound for the
sugar, which is why it is a price floor that helps to stabilize farm income.

In addition to stabilizing agricultural incomes, price supports in sugar have
helped domestic sugar producers compete with foreign sugar producers. The
price supports have also saved a number of jobs in the sugar production industry.

Unfortunately, the sugar support policies have also raised the price of
sugar for the American consumer. Since the first Farm Act that introduced this
type of policy in 1981, U.S. sugar prices have been about twice as high as world
sugar prices, something that has cost American consumers billions of dollars.
The higher cost of domestic sugar has also been a problem for domestic
industries that use sugar, like makers of candy, sweets, and beverages. These
domestic industries have lost jobs as a result of higher sugar prices.

Agricultural price supports are just one example of a nation trying to
achieve one economic goal—economic security—at the expense of another—
full employment. As you can see, setting a legal price too high in order to
achieve a socially desirable goal has its consequences.

USING PRICE CEILINGS TO CONTROL RENTS

Rent control is an example of a price ceiling because it sets a maximum price
that can be charged for certain types of housing. During World War Il the

BIOGRAPHY

MILTON FRIEDMAN
ECONOMIST (1912—2006)

American economist and
educator Milton Friedman made
enormous contributions to our
understanding of income,
unemployment, the role of
money, free markets, and many
other areas of economics.
Friedman voiced his opposition
to government control of prices,
including agricultural subsidies
and the minimum wage. He
famously said, “We economists
don’t know much, but we do
know how to create a shortage. If
you want to create a shortage of
tomatoes . . . just pass a law that
retailers can't sell tomatoes for
more than two cents per pound.
Instantly you’ll have a tomato
shortage.” In addition to an
influential teaching career,
Friedman wrote several
prominent books and advised
both Presidents Nixon and
Reagan on economic policy.
Friedman received the Nobel
Prize for Economics in 1976.

ANALYZING POINT OF VIEW
Based on Friedman’s quote
about tomatoes, why do you
think he opposed price controls?
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country used rent controls to keep housing prices from rising uncontrollably.
Today rent controls are used in New York City and some other major cities to
make housing more affordable for many middle- and low-income consumers.
Figure 6.5 shows how rent control works.

Let us assume that without rent controls, the free market would establish
rents at $1,500 a month, with an equilibrium quantity of two million
apartments at that rate. If the government wants to promote the social goals
of equity and security for people who cannot afford these rents, it can
arbitrarily establish a price ceiling at $1,000 a month.

No doubt potential renters would like the $1,000 price and would
demand 2.4 million apartments. Landlords, on the other hand, only want to
supply 1.6 million units at that price—leaving a shortage of 0.8 million, or
800,000 apartments. This shortage would persist as long as the price ceiling
remains below the equilibrium price.

Are people better off? Perhaps not. Clearly the 800,000 potential renters
who could not get apartments are unhappy. Also, landlords are unhappy
because they are being forced to accept a lower price for their rental units.
Because of this, the landlords want to rent fewer units than they would under
free market conditions. More than likely, they would convert some of the nicer
apartments to high-priced condos or offices—leaving the less desirable
apartments to be rented. Landlords would also cut back on basic repairs and
upkeep on the units they do rent, which allows the buildings to deteriorate.

PRICE CEILING:

FIGURE 6.5
RENT CONTROL
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A price ceiling rental price of $1,000 per month would leave
800,000 people permanently without apartments to rent.

INTEGRATING INFORMATION Which consumers might
benefit if a city introduces rent controls?
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The only people who are better off are the 1.6
million renters who were able to get the
apartments for $1,000 a month. But even they
may eventually become unhappy when they
discover that their landlords are neglecting
upkeep on their buildings. Meanwhile, there are
long lines of people waiting to get the low-cost
rental units. All of this results in a situation where
prices no longer allocate apartments. Instead,
landlords deal with the shortage by using long
waiting lists or by resorting to nonprice criteria,
such as excluding renters with children and pets.

Is the landlord’s behavior unreasonable? After
all, what would you do if you owned rental units in
a city with rent controls? If you could not increase
rents to keep up with repairs and city building
taxes, you might do what other landlords do, and
that is lower your costs by providing the absolute
minimum upkeep. You may even tear some
buildings down to make way for more profitable
shopping centers, factories, parking garages, or
high-rise office buildings. All of this contributes to
the gradual movement of productive resources
out of the rental market and into other activities.
This is just one example of how rent controls
distort the economy’s allocation of productive
assets.



TEXT: Petkantchin, Valentin. “Economic Note: The Pernicious Effects of Price

.” The Montreal Economic Institute, April 2006.

Controls

Most economists argue against price controls:

CCitis quite easy to comprehend how artificially high prices penalize consumers, but the
damage caused by artificially low prices is less obvious. Is it not in consumers’ interest to
pay less for products and services?

ANALYZING PRIMARY SOURCES

1. DETERMINING MEANING
Given the context clues in this
excerpt, what do you think is
the meaning of the word
pernicious?

Such price controls also have pernicious effects. First, lower prices lead consumers
to buy more, thereby raising demand. But lower prices also make production and
investment in regulated goods or services less lucrative. Resources and production
factors are thereby likely to leave a sector, or a country, where such controls apply.

Unless other measures are imposed, such as subsidizing affected producers or
investors, imposing a ceiling price will make a regulated good or service become scarce.
Long lineups start to form, preventing consumers from getting as much as they want.
Generally speaking, lower prices may benefit certain consumers in the short term but, by
penalizing producers, they end up causing consumers damage in the long run. 2

2. CITING TEXT EVIDENCE What
evidence does the author give
to support his claim that
artificially low prices are bad
for consumers?

—Valentin Petkantchin, “The Pernicious Effects of Price Controls,” Montreal Economic Institute

In the end, government attempts to achieve two goals—economic equity
and economic security—are in conflict with another goal—economic efficiency.
Whether the trade-off is worth it depends on how voters evaluate its costs and
benefits, and then express their satisfaction or frustration in the voting booth.

GOVERNMENT AND SOCIAL GOALS

The American free enterprise system has seven broad economic and social goals
most people seem to share: economic freedom, economic efficiency, economic
equity, economic security, full employment, price stability, and economic growth.
Legislation to achieve one goal, however, often conflicts with other economic
goals—which makes effective government policy-making difficult.

MAKING CONNECTIONS
TO TODAY
MINIMUM WAGE

The minimum wage is the lowest wage an employer can legally pay an employee.
The federal minimum wage, currently set at $7.25* an hour, is a price floor because it
establishes a baseline that must be paid for work. States can set their own minimum wage:

How does government decide
which goal to promote? And, how
does government evaluate the
costs and benefits of a specific
policy to see if it should be
supported rather than ancther?

Unfortunately, the answer is
that it doesn’t. Although the
Congressional Budget Office (CBO)

is required by law to produce cost AL None HI $9.25 MA $11.00 NM $750 SD $8.65
estimates for nearly every budget AK $9.80 ID $7.25 | MI $8.90 NY $9.70 TN None
bill approved by Congress, AZ $10.00 IL $8.25 | MN $9.50/$775 [NC $7.25 TX $7.25
individual legislators make their AR $8.50 IN $7.25 | MS None ND $7.25 uT $7.25
own judgments about the likely CA $10.00/$10.50 | 1A $725 | MO $770 OH $815/$7.25 | VT $10.00
benefits of a program. Thus, CO $9.30 KS $725 | MT $815/$4.00 | OK $7.25/$200 |VA $7.25
extreme conditions must often

" . CT $1010 KY $7.25 | NE $9.00 OR $975 WA $11.00
occur before all political parties
and the president agree to support DE $8.25 LA Nome |NV $8.25/$7.25 |PA $7.25 WV $875
minimum wage was established GA $515 MD $8.25 | NJ $8.44 SC None WY $515

during the Great Depression when
nearly one worker in four could not

Washington, D.C. $11.50

*As of March 2017, Source: http://www.dol.gov/whd/minwage/america.htm
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find a job. Price floors were also widely used in agriculture during that period
because farm incomes had reached historic lows.

So why do we still have price ceilings and floors today when economic
conditions are much better than they were during the Great Depression? Part
of the answer is that once price supports are put in place, they often have
enough political support to keep them there. Or, as in the case of sugar
supports, so few people know about them there is no effective opposition.

CHECKING FOR UNDERSTANDING
1. ANALYZING ISSUES Whom do price supports benefit, and whom do they hurt?
2. EXPLAINING EFFECTS What has been the effect of price floors in the sugar industry?

3.INFERRING What is the intended goal of a price ceiling in the form of rent control? What is
one of its negative consequences?

WHEN MARKETS TALK

INTEGRATING KNOWLEDGE

AND IDEAS GUIDING QUESTION How do markets “talk”?
1. EVALUATING EVIDENCE How Markets are impersonal mechanisms that bring buyers and sellers together.
does the text suggest that rising Although markets do not talk in the usual sense of the word, they send signals

gold prices are a bad sign for the
economy?

2. EVALUATING EVIDENCE How
does the text suggest that stock

that represent actions of buyers and sellers who trade in them. Markets “talk”
when prices move up or down significantly in reaction to a related event.

- Gold Prices Rise A rising price of gold is usually not a good sign for the

prices can be an indicator of economy. Gold has historically been thought of as a hedge, or protection,
economic health? against a possible economic or social crisis. Sharp increases in the price of
gold capture the attention of other investors and perhaps even encourage

careers COST ESTIMATOR

Interview with a professional
COST ESTIMATOR

Is this career for you?
Do you have strong
mathematical and

analytical skills?
€€ You may estimate or analyze the cost of cars, aircraft,

ships, software systems, bridges, electronics, satellites. . . .
You may also analyze why something is costing more than

Do you have an interest
in engineering and

hnol ?
technology previously estimated. 2

Do you enjoy working
collaboratively?

—Joe Wagner,
Board of the Society of Cost Estimating and Analysis

Salary
$55,000-$65,000
per year

$27.82 per hour Profile of Work

imators coll nd anal h required for a proj includin
Job Growth Outlook ICc;st estimators collect a dgfa yzeT(:]ata aboutlt e colstst e?hw ed :t ab.:c?tOJefct, i C~Udl g
Much faster than average abor, resources, money, and time. They may also evaluate the profitability of a project.

£\

PHOTO:Courtney Keating/Getty Images; TEXT:“Best Jobs: Cost Estimator.” U.S. News & World

Report. Retrieved from http://money.usnews.com/careers/best-jobs/cost-estimator
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LESSON 3 REVIEW

Pat Lewis

some of them to buy gold as well, driving the price of
gold up even further. Gold prices tend to come down
slowly when economic news is good, so sharp
increases in the price capture the most attention.

« Stock Prices Fall Falling stock prices generally reflect a
lack of confidence in business conditions or in
government policy. Suppose the federal government
announced it would raise taxes on investments to pay off
some of the federal debt. If investors thought this policy
would not work, or that other policies might be better,
they might sell some of their stocks, causing stock
market prices to fall. In a sense, then, the market “talked”
by voicing its disapproval of a new government policy or
some other event whenever stock prices go down. If
stock market prices had gone up, however, it would be a

sign that investors had a more favorable view of the policy or event.

+ Oil Prices Rise Investors watch the price of oil closely. Oil is a commodity
used worldwide, and it has very inelastic supply and demand curves. Even
slight changes in the supply or demand for oil can have a dramatic impact on
its price. A sharp increase in the price of oil could indicate a modest
decrease in the quantity supplied, which the market foresees as a difficult

time ahead for the economy.

Our stock just went Up ten ponts on the
imor that the govemment wWas gang
o give us a confract

»”

Economists say that markets “talk
when signals are sent collectively
to all of the buyers and sellers in a
market. This may cause prices to
shift in a different direction.

EXPLAINING CAUSE AND EFFECT
Why would the rumor of a
government contract change the
value of this company’s stock?

Each of these market price changes can be thought of as a collective effort
by markets to “tell” us something is wrong or is about to happen. As the world’s
economies are interconnected, markets respond to local and global events.

CHECKING FOR UNDERSTANDING
1. ANALYZING ISSUES How do markets “talk”?

2. INFERRING Can you think of any other examples of markets “talking”? Explain.

3. EXPLAINING CAUSES What might an increase in the price of oil indicate?

Economic Reasoning

1. DETERMINING CONTEXT Explain how a target price for farm
crops is an example of a price floor.

Building History—Social Science
Analysis Skills

2. IDENTIFYING CONNECTIONS Explain why the government
imposes price floors and price ceilings in certain markets.

3. ANALYZING ISSUES Discuss how the social and economic
goals of economic security and economic efficiency can conflict.

4. SUMMARIZING Research a situation in which the government
controlled prices of a good or service in order to provide security
for consumers. Explain whether the price control was helpful or
harmful, and for whom.

Writing About Economics

5. ARGUMENTATIVE WRITING The price of college tuition has
skyrocketed. You want to recommend a price ceiling to remedy
the problem. What would the consequences of such a policy be
for both students and the college? Explain your reasoning in a
one-page argument.

Collaborating

6. PRESENTING With a partner, scan newspaper or online
headlines of economic events. Create a slideshow that states
each headline, such as “Blizzard wreaks havoc on orange crop,”
and provide an explanation of how the events will cause markets
to “talk.”
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DEBATES

It’s a good idea to
raise the minimum

Is 1t a good
1dea to raise
the minimum
wage?

CREASES
ggeNmm ON
SOCIAL
WELFARE

The federal minimum wage, a PROGRAMS
price floor, is the lowest legal

wage that can be paid to workers.

As inflation and the cost of living \NORK

increase, the government MOT'VATES
reevaluates and increases the WORKERS TO

minimum wage from time to time. WORK HARDER

The frequency and amount of
the increase, however, is a hotly
debated topic.

Those in favor of increasing

h ini hati . . . , ] -
USRI 7o 9 argtie that ({7 [Increasing the minimum wage] would raise the incomes of millions

of working families. It could mean the difference between groceries
or the food bank; rent or eviction; scraping by or finally getting
their buying power. Those against ahead. For businesses across the country, it would mean customers
the increase say that raising the with more money in their pockets. And a whole lot of folks out there
cost of labor hurts small would probably need less help from government. Al

will help low-wage earners make
ends meet, bringing more people
out of poverty and increasing

busm.esses and ?lOWS Jo.b —President Barack Obama, State of the
creation by causing businesses Union Address, February 12, 2013

to cut jobs or workers’ hours to
compensate for increased labor
costs.

Like all economic decisions,
there are trade-offs when a
decision is made to increase or $10
not increase wages. You decide:
is it a good idea to raise the
minimum wage?

Federal Minimum Wage

102826,

USS PER HOUR

1960 1980 2000 2012

A Minimum wage increases have
not kept pace with inflation.

TEXT:Barack Obama: “Address Before a Joint Session of Congress on the State of the Union,” February 12, 2013, Online by Gerhard Peters and John T. Woolley, The American Presidency

Project. http://www.presidency.ucsb.edu/ws/?pid
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CHART:Professor Mark |. Perry, Carpe Diem Blog; TEXT:Sauerbrey, Ellen. 18 March 2013, “SAUERBREY: Raising minimum wage hurts those it claims to help.” The Washington Times.

Retrieved from http://www.washingtontimes.com/news/20713/mar/18/raising-minimum-wage-hurts-those-it-claims-to-help/

FORCES BUS\NE_SSES TQ i

RKER
CAUSES FEWER REASING D'SCOURAG
70 BE HIRED: N POOR WORKE%S
FROM GETTING

£ £ The cost of wages is reflected in the price of the product or service to the
consumer. When labor costs go up, employers have two choices. They
can attempt to pass the price increases on to customers (and perhaps
lose their customers) or find a way to cut costs. A

—Ellen Sauerbrey, chairman of Maryland Business for Responsive
Government and former minority leader of the Maryland House of
Delegates, “SAUERBREY: Raising minimum wage hurts those it
claims to help,” The Washington Times, March 18, 2013

Teenage Unemployment Rate vs. Minimum Wage Increases
January 2002 to May 2010

teenage unemployment rate
{minus overall rate)

minimum wage

9772002 2003 2004 2005 2006 2007 2008 2009
YEAR

> ® N o o M

S PER HOUR

A [ncreasing the cost of labor forces
employers to cut back on jobs.

1. INTEGRATING INFORMATION
How has the real value of the
minimum wage changed in
relation to the actual minimum
wage? What does this say about
workers’ buying power?

2. CITING TEXT EVIDENCE
What two choices does
Sauerbrey say employers are
faced with when the minimum
wage is increased? What impact
do these choices have on the
economy?

3. ANALYZING POINT OF VIEW
Which arguments do you find
most compelling? Explain your
answer.
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STUDY GUIDE

- A r h
Life With Prices Life Without Prices

« Prices are a voluntary compromise « Another system to allocate goods
between buyers and sellers. K . and services must be used, such
. Prices help allocate resources and PRICES DO +  asrationing.
determine WHAT, HOW, and FOR LESSON 1 |- Problems arise with fairness, cost
WHOM goods are produced. K 3 of administration, and less
incentive for people to work.

WHAT

- J - J
THE EFFECTS OF PRICES HOW PRICES ARE
LESSON 2 DETERMINED
CONSUMERS LESSON 2
suy LESS
$12
Pn%ﬁlg)’{jp PRODUCERS 10
propuce MORE 8
]
é 6 N 7
CONSUMERS ) ,)@é"””"’””’é’;af,’{,ﬁﬁi 2
suy MORE 2 A N
Ny
WHEN , ‘?
GallLN\ PRODUCERS &2 0 28 3 @ 52 6
PrRODUCELESS Quantity
SURPLUSES AND CONTROLLING PRICES
SHORTAGES LESSON 3
LESSON 2
Price ceiling: Price floor:
maximum legal price minimum legal price
PRICES ARE SURPLUS:
100 HIGH MORE PRODUCT IS MADE Examples: Examples:
THAN PEOPLE ARE WILLINGTO BUY.
W Minimum
E¥:] Rentcontrol @ Wage
PRICES ARE < | SHORTAGE: :
100 LOW NOT ENOUGH PRODUCT IS AVAILABLE i( GGS price Il Agricultural
TO MEET PEOPLE’S NEEDS. limits O price supports
N AN J
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CHAPTER 6 Assessment

Write your answers on a separate piece of paper.

Short Answer

0 SUMMARIZING In what ways do prices help us allocate
goods and services?

9 CITING TEXT EVIDENCE What alternative exists to the
price system? What challenges does this alternative
present?

9 EXPLAINING EFFECTS What is the result of a price that is
set above the equilibrium price? Below the equilibrium
price?

0 IDENTIFYING EFFECTS How are quantity supplied and
quantity demanded affected by changes in prices? Give
an example of how these quantities might change if the
price decreases.

EXPLAINING CAUSES Why does a price ceiling set below
the equilibrium price result in a shortage?

INFERRING What is a goal of the federal minimum wage?
Who benefits from it?

0 ANALYZING CENTRAL IDEAS Explain how non-price
determinants can affect the price of a product by
impacting the product’s supply and demand.

e ANALYZING IDEAS Write a blog post in which you argue
whether or not the price system is the most effective way
of allocating goods and services in an economy.

Q TESTING HYPOTHESES Assume that the price of school
lunches has become too high, and you need to set a price
ceiling to remedy the problem. What would the
consequences of such a policy be?

@ IDENTIFYING CONNECTIONS Using a price floor or a
price ceiling as an example, explain how attempts to
achieve one economic or social goal might conflict with
another.

Need Extra Help?

History-Social Science Analysis

m PREDICTING How do prices help us make decisions?
@ IDENTIFYING CONNECTIONS How are prices neutral?

@ INTERPRETING GRAPHS What happens to the price of
gold if demand changes from D' to D??

ﬂ Change in Demand: Gold Prices
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1500}
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500
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Research and Presentation

@ ANALYZING EVENTS Research to identify and describe a
U.S. industry that has traditionally had its prices
controlled by the government. Explain why and how the
government controls the price.

@ EVALUATING INFORMATION Research the rationing of
food in the United States during World War Il. Describe
how the government set up boards to monitor the
rationing, as well as which products were rationed.
Explain whether the rationing was successful in its goals.

@ INTEGRATING INFORMATION Research the price of a
product. Using the price you found as the equilibrium
price, create a supply and demand schedule, showing
how the quantity supplied and the quantity demanded for
the product changes at various prices. Graph your results
and present it as a discussion of what happens if the
price is below or above the equilibrium price.

If You've Missed Question o 9 9 o e e
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Prices 219




CHAPTER 6 Assessment, continued

Write your answers on a separate piece of paper.

Reading and Analyzing Primary Sources

Read the except and answer the following questions.

“¢ Farmers in Wisconsin, the leading cranberry producer, have
been working for years to expand their acreage at the request of
Ocean Spray and other processors who expected to see strong
growth in overseas sales of juice and sweetened, dried
cranberries. Growth has been slower than expected, however,
as nations continue to struggle with the Great Recession and its
aftermath, said Tom Lochner, executive director of the Wisconsin
State Cranberry Growers Association. Growth of 2 percent to

3 percent overseas, coupled with flat demand in the U.S., left
farmers with a huge excess of cranberries this fall after an
unexpected jump in production in Canada, he said. . ..

The U.S. Department of Agriculture had predicted the 2012
crop would be worth nearly $48 per 100 pounds. It announced
last week that it would buy up to $5 million worth of cranberry
products for domestic food assistance programs. . ..

Lochner said cranberry farmers understand that while they
are getting help from the federal government this year, they
have to work to boost sales. The industry’s marketing group and
processors such as Ocean Spray have worked to introduce the
fruit in Europe with good success in sales of sweetened, dried
cranberries. Sales of dried fruit and juice also are growing in
Mexico and Australia, he said. They plan to focus next on Asia. . . 7

—M.L. Johnson, “Cranberry farmers struggle as surplus drops
prices,” Businessweek, May 6, 2013

ANALYZING EVENTS Why did an increase in Canadian
cranberries negatively impact cranberry farmers in

the United States?

A. People prefered Canadian cranberries.

B. It created an oversupply of cranberries.

C. U.S. farmers could not sell cranberries to Canada.
D. It drove up the cost of production.

DETERMINING CENTRAL IDEAS What was the goal of
the U.S. Department of Agriculture’s decision to buy $5
million worth of cranberries?

A. To prevent the price of cranberries from falling

too low

B. To prevent the price of cranberries from going
too high

C. To make sure those on food assistance had fresh
cranberries

D. To ensure economic efficiency

Need Extra Help?

@ EVALUATING INFORMATION What impact might the

government’s decision to buy the excess cranberries
have for consumers?
A. There might be a shortage of cranberries.
B. The quality of cranberries would improve.
C. The price of cranberries would decrease.
D. The price of cranberries would increase.

@ SUMMARIZING If the cranberry industry is successful in
making its fruit popular in new markets, what will happen
to the price of cranberries? Explain your answer.

Writing About Economics

@ EXPLANATORY WRITING A friend complains to you that
prices of most goods in a free market are just too high
and suggests this must mean that producers in such a
system always overcharge consumers. Write an essay in
which you explain to your friend that in a free market
system, market forces will adjust prices to an equilibrium
price.

Speaking and Listening About Economics

@ PRESENTING Make a list of three products with elastic
demand and three products with inelastic demand.
Conduct a survey in which you ask 20 people how they
would respond to an increase in prices for each of the
products. Create a multimedia presentation to explain
how consumers respond to price changes based on your
findings.

@ PRESENTING Research the history of the minimum wage
in the United States. Be sure to explain how the minimum
wage is a basic government-imposed price control and
explain why it was determined to be necessary when it
was first imposed. What are some economic arguments
that have been made for and against the minimum
wage? Present your findings in an oral report to your
classmates.

If You've Missed Question G @ @ @ @ @
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TEXT: Johnson, M. L. “Cranberry farmers struggle as surplus drops prices.” CNS News. May 06,2013,

http://www.cnsnews .com/news/article/cranberry-farmers-struggle-surplus-drops-prices.
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