Price Control Exercise

[bookmark: _GoBack]You will have 8-10 minutes to complete this question on your own.  When time is called, you will have 5 minutes to pair up with a classmate and compare your answers, resolving conflicts and enhancing incomplete answers.   Students will take turns presenting the answers to each part of the problem and seeking feedback from their partners. The student in the pair that has the first letter of their last name closer to A in the alphabet will present his/her answers to part a, seeking feedback from his/her partner.  The partner will then present his/her answers for parts b, again seeking feedback.


The weekly demand and supply for corn is given by the following equations where P is the price (in cents) per ear of corn, and Q is the number of ears of corn in thousands.
Demand: Q = 140-10P
Supply: Q = -10 + 5P
a. Since corn can be used for ethanol production, the government wishes to stimulate corn production.  Thus, it sets a price floor of 12 cents per ear of corn.
i. How will this regulation affect the quantity of corn traded?
ii. How will the regulation affect the efficiency of the corn market?  Be sure to provide a diagram to help illustrate your answer.
iii. Are consumers helped or hurt by this program?  Explain with the aid of your diagram.
iv. Are producers helped or hurt by this program?  Explain with the aid of your diagram.
b. Suppose instead, that the government wishes to encourage corn consumption by making it more affordable for consumers.  Thus, it sets a price ceiling of 5 cents per ear of corn.
i. How will this regulation affect the quantity of corn traded?
ii. How will the regulation affect the efficiency of the corn market?  Be sure to provide a diagram to help illustrate your answer.
iii. Are consumers helped or hurt by this program?  Explain with the aid of your diagram.
iv. Are producers helped or hurt by this program?  Explain with the aid of your diagram.
