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' housiﬂg b
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o mented with ceilings on apartment
exp called rent control. Rent control wag

rents’

s ‘juced to prevent inflation during
n

risis in the early 1940s and
d after World War II. More recently,
mposed rent control, often moti.
ared by a desire t0 help poor households by
ting their hous1pg costs and permitting
(hem 10 live in neighborhoods they could
herwise 10t afford. As we’ll see, rent

oﬁfinue

, Y il reduces the quantity and quality of

- housings

so it helps some households but
//——‘—‘,'—’—N__ it iom.

5 others, including many poor house-
l}ﬁ%ﬂ:ceiling is established below the
equilibrium price, the result will look like
graph A in Figure 6.3 below.

In this market, the supply and demand
crves for two-bedroom apartments meet
at the equilibrium shown at point ¢ in

- graph B. At this point, rents are $900 a

month. Consumers will demand 30,000
apartments and suppliers will offer 30,000

 apartments for rent.

Suppose that the city government passes

| 2law that limits the rent on two-bedroom
apartments to $600 per month. At that
| price, the quantity of apartments demanded
is 40,000 (point b), and the quantity

supplied is 20,000 (point a). At such a'low
price, apartments seem inexpensive, and

| many people will try to rent apartments
- instead of living with their families or
| Ivesting in their own houses.

)

Figure 6.3 The Effects of Rent Control

A. With Rent Control
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Number of apartments
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However, some landlords will have diffi-
culty earning profits or breaking even at
these low rents. Fewer new apartment
buildings will be built, and older ones
might be converted into offices, stores, or
condominiums. '

As you can see in graph A of Figure 6.3,
the result is excess demand of 20,000
apartments. The price ceiling increases the
quantity demanded but decreases the
quantity supplied. Since rents are not
allowed to rise, this excess demand will last
as long as the price ceiling holds.

The Cost of Price Ceilings
When the price cannot rise to the equilib-
rium level, the market must determine
which 20,000 of the 40,000 households
will get an apartment, and which 20,000
will do without. Although governments
usually pass rent control laws to help
fenters with the greatest need, few of these
renters benefit from rent control. Methods
B@Eégpﬁ(iggs,pinc_l_gg!ivng long waiting lists,
discrimination by landlords, and even
bribery, are used to allocate the scarce
supply of apartments ‘among the many
people who want them. Luck becomes an
important factor, and sometimes the only
way to geta rent—'controlmo
inherit it from a parent or grandparent.
“New York City revised its laws in the
1990s to exclude the wealthiest renters

B. Without Rent Control

$1,500T — Smmly ‘
< _| supplied
E $1.2007 rises c Quantity
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g #0 1N\~ falls
=
2 $600 / : —
‘s |
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_rentcontrelz price

ceiling placed on rent

Rent control helps
some people, but it
also creates a housing
market with fewer,
less-desirable homes.
Supply and Demand
At what price does
the market for apart-
ments reach equilib-
rium without rent
control?
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minimum wage a
minimum price that an
employer can pay a
worker for an hour of
labor.

V The minimum
vage has a strong
mpact on teens in
he work force.

Prices

. spa-
from rent control protection after newsp

y Wealthy

pers discovered that some ver wd

people rented spacious apartments at Pr!
much less than market value. G
Additionally, since the rent 'cggt‘fgl,s,‘,n%(—)
landlords” profits, landlords may ¥ ©
increase their income by cutting cOstS: 1}1,
should a landlord give a building 2 freli
coat of paint and a new garden if he or $ -
can’t earn the money back through higher
rent? Besides, if there’s a waiting list to get
an apartment, the landlord has no incentive
to work hard and attract renters. As a result,

many rent-controlled apartment buildings
become run-down, and renters may have to
wait months to have routine problems fixed.

Ending Rent Control

If rents were allowed to rise to the market
equilibrium level, which is $900 per
month, the quantity of apartments in the
market would actually rise to 30,000
apartments. The market would be in equi-
librium, and people who could afford $900
a month would have an easier time finding
vacdht apartments. Instead of spending
time and money searching for apartments,
and then having to accept an apartment in
a poorly maintained building, many renters
would be able to find a wider selection of
apartments. Landlords would also have a

) ﬂ1{l (he ‘J( '
il
| : (U (R L))
reater incentive O PrOPEtyf oty o Wt
o dings and invest 1N NEW CONStrucy; & K § ot
bull ll’lg d o) le l k IL V3 15 2 9 'll
On the other hand, PEOPIe lucky e - | o 2 of ¥
to live in @ rent-controlled apartmen; m W Ply plc‘
 be able to afford to stay thay ol .0
no longe . d d d h Qre 55 ep ﬂfe
once rent control is ended and t elandlor ;ﬂor 5 .
can legally raise the rent. As soop i { ® i

borhood improves, these renter .y

o : ‘ ./
et e e B
be replaced by_ people Wll}l;ng to pay the o /Will
equilibrium price: Reir}llem er l;:hat endj, msha“ 1
rent control increases the number of o, 5 "
ments on the market by 10,000. ‘ o

Certainly, the end of rent contro] beneﬁts 0 W @ ep.5 !
some people and hurts others. Ec(,n()mists labofhe mm?]
agree that the benefits of ending e it o i
control exceed the costs, and suggest tha B e
there are better ways to help POOr hoyg chu eﬂ‘ploye'um ]
holds find affordable housing. s quilibrl |
Price Floors sinhd
A price floor is a minimum price, set by th f¢ SupP e US

. . flo0
government, that must be paid for a goog e - J the
or service. Price floors are often 1mpose( rodqusaS (s et
when government wants sellers to receiy eUﬁ“ed i ities
some minimum reward for their efforts, sl commoditic>

The Minimum Wage |
One well-known price floor is the minimun{
wage, which sets a minimum price that afe" <
employer can pay a worker for an hour offfft y «

0 1y Terms an

labor. The federal government sets a bas o

level for the minimum wage, and states§l b Whatis unique
can set their own minimum wages evel 1Whatsituationc
higher. A full-time worker being paid the; HOWisapﬁ
federal minimum wage will earn less than Mg r:el

the federal government says is necessary 0
Support a couple with one child. Howeve, Applyin 3
it does provide some lower limit fo Ll g Co

workers’ earnings. The important question; Ear:':,ue Dah‘
as you will read in Debating Current Iss#¥| tedera?snn Pag
on pages 180~181, is whether the benefi gwem"

to minimum wage workers outweigh the
loss of some jobs.

If the minimum wage is set above
market equilibrium wage rate, the result ¥
a decrease in employment, as dem"§
srated in Figure 6.4, This figure illustra®
the supply curve of labor, which shows* i
number of worker-hours offered at var®



5 Set by the
for a goog
N Impose(
. tO receive
efforts.

he minimun

ice that an @
an hour o [
sets a bat
and stal® g |
vages eV
pai_d the |
n less that

18

| supplies ‘2
i employer-)
. fmrkers than they would at the

age rates: and a demand curve for labor,
which sho“./S t‘he number of workers
.mployers will hire at various wages,

If the markgt equilibrium wage for |ow-
killed labor is $4.50 per hour, and the
pinimum wage is set at $5.15, the result

'. ' an €xcess supply of labor. There are now
' million more people looking for work
- pan employers are willing to hire,

(Rememberﬁthat in this example, the

worker 1s the supplier because he or she

upplies_labor that is bought by an
Firms will employ 2 million

equilibrium wage rate because the price
floor on labor keeps the wage rate artifi-
cially high. If the minimum wage is below
the equilibrium rate, it will have no effect

| pecause employers would have to pay at
| Jeast the equilibrium rate anyway to find

workers in a free market.

Price Supports in Agriculture
 Price floors are used for many farm
| products around the world. Until 1996,

the United States set minimum prices for

several commodities, although these price

4. How does rent control work?

milk produced on farms in these states.

3. How is a price floor different from a price ceiling?

Figure 6.4 Effects of Minimum Wage |

E Demand for workers
E $5.15 5 L A minimum wage law
fo can set the price of
- labor above the equi-
- librium price, leading
' 8 g $4.50 to a labor surplus.
s Supply and Demand
According to this
graph, how big is the
surplus of workers
when the minimum
0 8 wage is $5.15 per
Labor hour?
(millions of workers)

floors were not legal limits. Instead,
whenever the price fell below the price
floot; the government créated demand by
buyingexcesscrops: - - - e
“~Although  Congress abolished price
supports in 1996, several states in the
Northeast have formed the Northeast Dairy
Compact to guarantee a minimum price for

. Critical Thinking \What are the benefits and drawbacks
of a price ceiling?

1. Math Practice The graph below shows supply and
demand curves in the notebook market. Use what you
have learned in this section to identify the following
elements of the graph: price floer-supply-curve,
equilibrium point, disequilibritm-peint, demeand-curve,—~

I . "
chssjveyvef, Applying Economic Concepts priceseling:
! Ho-t for 5. Using the Databank Turn to the graph of median weekly e e
- i ol earnings on page 536 in the Databank. Suppose that theoo _— =
nt quesﬂues j federal government has raised the minimum wage to §5 FYRO R .
rrent Issﬁ(5 per week. (a) Which category of jobs would be least y £t :
he ent affected by the change? (b) Which two categories wou - L ~
& weis e be most affected by the new minimum wage? (c)Vtmat 7“3 .
1t it ; ?i:dth'? likely consequences for workers in these . T
{ SY Output
ve "
t abo 1" i
e e . i which the A
the ©*° o i e presented in this section of ways in whic government acts to
S de Otes Take It to Rentoamss fnnveeiﬁgﬂg sopme recent rent control issues. Use the links provided at the
2 i]lUS‘ra e control prices. leting this activity. www.phschool.com
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