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Understanding the implications of government interventions in markets is essential for both policymakers and
consumers. One common intervention is the imposition of a price floor—a minimum price set by the government
above the equilibrium price. This article explores the scenario where the government sets a price floor at $70,
examining its effects on market equilibrium, surplus creation, and overall market efficiency. By analyzing these
concepts, we can better understand the potential outcomes and repercussions of such policies.

What Is a Price Floor and Why Is It Imposed?

Definition of a Price Floor
A price floor is a legally established minimum price that sellers can charge for a good or service. It is designed
to prevent prices from falling below a certain level, often to protect producers' incomes or ensure fair wages.

Purpose of Implementing Price Floors
Governments typically impose price floors for reasons such as:
- Protecting farmers from falling crop prices
- Ensuring fair wages for workers
- Supporting specific industries deemed vital for national interests
- Preventing market collapse when prices drop too low

Examples of Common Price Floors
- Minimum wage laws
- Agricultural price supports
- Liquor or tobacco sales restrictions

Market Equilibrium and the Role of Price

Understanding Market Equilibrium
Market equilibrium occurs at the price where the quantity of goods demanded by consumers equals the
quantity supplied by producers. This point ensures market stability, with no inherent tendency for prices to rise
or fall.

Graphical Representation of Equilibrium
- The intersection point of the demand curve and supply curve
- Equilibrium price (Pe)
- Equilibrium quantity (Qe)



Impact of Price Floors on Equilibrium
When a price floor is set above the equilibrium price:
- The market price increases to the floor level (if the floor is binding)
- The quantity demanded decreases
- The quantity supplied increases
- A surplus develops because supply exceeds demand

Assessing the Effect of a $70 Price Floor

Scenario Description
Suppose the current market equilibrium price for a good or service is below $70. When the government enforces
a price floor at $70:
- The price cannot fall below $70
- The market price effectively becomes $70
- The market moves away from its equilibrium point

Graphical Illustration
- Demand curve slopes downward
- Supply curve slopes upward
- The price floor line is drawn horizontally at $70, above the equilibrium price
- The quantity demanded at $70 is less than the quantity supplied at that price

Determining the Size of the Surplus
The key step is to calculate the surplus, which is the excess of quantity supplied over quantity demanded at
the price floor level.

Steps to Calculate Surplus:

1. Identify the Quantity Demanded at $70 (Qd):
- Use the demand curve equation or data to find the quantity consumers are willing to buy at $70.

2. Identify the Quantity Supplied at $70 (Qs):
- Use the supply curve equation or data to find the quantity producers are willing to sell at $70.

3. Calculate Surplus:
- Surplus = Qs - Qd

Example:
Suppose at $70:
- Quantity demanded = 300 units
- Quantity supplied = 500 units

Then:
- Surplus = 500 - 300 = 200 units

This indicates a surplus of 200 units in the market.



Implications of Surplus Caused by Price Floor

Market Consequences
- Unwanted Inventory: Producers may be unable to sell all their goods, leading to excess stock.
- Wasted Resources: Overproduction results in inefficient use of resources.
- Market Distortions: The price floor prevents the market from reaching equilibrium, causing persistent
surpluses.

Government Interventions to Manage Surplus
Governments often attempt to address surpluses through:
- Purchasing excess supply (e.g., agricultural subsidies)
- Destroying surplus goods
- Exporting surplus to foreign markets
- Implementing quotas or restricting supply

Economic Efficiency and Welfare Effects
- Surpluses lead to deadweight loss, reducing overall economic efficiency.
- Consumers face higher prices and reduced choices.
- Producers may benefit initially but suffer in the long run if surpluses persist.

Real-World Examples and Case Studies

Agricultural Price Supports
Many countries implement price floors for crops like wheat, rice, and corn. These policies often result in large
surpluses, which governments must manage through storage, export subsidies, or destruction.

Minimum Wage Laws
Setting a minimum wage above the equilibrium wage can create unemployment (a surplus of labor), which is
analogous to a surplus of goods in the market.

Conclusion: Evaluating the Impact of a $70 Price Floor

Implementing a price floor at $70 in a market where the equilibrium price is lower has significant consequences.
The primary effect is the creation of a surplus, which is the excess supply of goods or services at the mandated
minimum price. The size of this surplus depends on the specific demand and supply curves of the market in question.

Understanding how to calculate this surplus involves analyzing demand and supply at the price floor level,
which provides insights into market inefficiencies and potential governmental actions needed to manage excess.
While price floors can protect certain industries or workers, they also introduce market distortions, leading
to inefficiencies and welfare losses.

Key Takeaways:
- A binding price floor set above equilibrium creates a surplus.



- The surplus size is the difference between quantity supplied and demanded at the price floor.
- Managing surpluses often involves additional government interventions, which may have further economic
implications.
- Policymakers should carefully consider the market conditions before imposing price floors to balance
industry protection with overall market efficiency.

By understanding these dynamics, stakeholders can better anticipate the outcomes of such policies and make
informed decisions that promote economic stability and growth.

Frequently Asked Questions

What is a price floor and how does it impact the market?

A price floor is a minimum price set by the government above the equilibrium price, which can lead to surpluses
when the quantity supplied exceeds the quantity demanded.

If the government imposes a price floor of $70, how do we determine the
resulting surplus?

The surplus is calculated as the difference between the quantity supplied and the quantity demanded at the
$70 price point, based on the supply and demand curves.

What factors influence the size of the surplus created by a $70 price floor?

Factors include the shape and position of the supply and demand curves, and how they respond to the higher
price, particularly the elasticities of supply and demand.

How does the elasticity of supply and demand affect the surplus resulting
from a $70 price floor?

More elastic supply and demand mean larger changes in quantity, potentially leading to a bigger surplus,
whereas inelastic curves result in a smaller surplus.

Can you explain the steps to calculate the surplus size after implementing a
$70 price floor?

Yes, first find the quantity supplied and demanded at $70 using the supply and demand functions; then subtract
the demanded quantity from the supplied quantity to find the surplus.

What economic consequences can arise from a price floor that causes a
surplus?

Surpluses can lead to wasted resources, storage costs, or government intervention such as purchasing excess
supply, and may distort market efficiency.

Is the actual size of the surplus always equal to the difference in
quantities at the $70 price?

Yes, the surplus equals the difference between the quantity supplied and demanded at the imposed price, assuming
the supply and demand functions are known.
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Suppose The Government Imposes A Price Floor Of $70 On This Market. What Will Be The Size Of The Surplus?

Understanding the impact of government interventions in markets is crucial for policymakers, businesses, and
consumers alike. One common intervention is the imposition of a price floor—a minimum allowable price set
above the equilibrium price. When such a policy is introduced, it often leads to unintended consequences,
notably the creation of surpluses. In this article, we explore the mechanics behind a government-imposed price
floor of $70, analyze how it influences market outcomes, and calculate the resulting surplus. Using economic
theory and illustrative examples, we aim to clarify what exactly transpires when a price floor is established
and how to determine the size of the surplus created.

---

Understanding Price Floors: Definition and Purpose

What Is a Price Floor?
A price floor is a legally established minimum price that sellers can charge for a good or service. Governments
implement price floors to protect producers from prices deemed too low to sustain their livelihoods or to
ensure a certain standard of income. Common examples include minimum wages, agricultural price supports, and
certain labor market regulations.

Why Set a Price Floor?
Price floors are often set with specific objectives, such as:
- Supporting farmers or producers facing volatile or declining prices
- Ensuring fair wages for workers
- Preventing market prices from falling below a level that would threaten industry viability

However, while the intentions may be benign, the economic effects can be complex, especially if the price floor is
set above the market equilibrium.

---

Market Equilibrium and the Impact of a Price Floor

Market Equilibrium: The Starting Point
Before any intervention, markets tend toward an equilibrium point where the quantity supplied equals the
quantity demanded. This point is determined by the intersection of the supply and demand curves.

- Equilibrium Price (P\): The price at which quantity supplied equals quantity demanded.
- Equilibrium Quantity (Q\): The quantity bought and sold at the equilibrium price.

In a typical market, prices fluctuate around this equilibrium naturally, balancing supply and demand.



Introducing a Price Floor Above Equilibrium
When the government sets a price floor (say, at $70), and this floor exceeds the natural equilibrium price (P\),
the following occurs:

- Legal minimum price: Sellers cannot charge less than $70.
- Market reaction:
- Increased supply: Producers are willing to supply more at the higher price.
- Decreased demand: Consumers buy less because the higher price discourages some buyers.
- Resulting surplus: The quantity supplied exceeds the quantity demanded, leading to excess supply.

Understanding the magnitude of this surplus requires analyzing the supply and demand curves and identifying the
quantities supplied and demanded at the set price.

---

Graphical Illustration and Quantitative Analysis

Supply and Demand Curves
Suppose the market for a particular good is represented by the following simplified linear functions:

- Demand function: Qd = a - bP
- Supply function: Qs = c + dP

Where:
- Qd = Quantity demanded
- Qs = Quantity supplied
- P = Price
- a, b, c, d = positive constants specific to the market

For illustration purposes, assume:
- a = 200
- b = 2
- c = 50
- d = 3

To find the equilibrium price (P\):
Set Qd = Qs:

200 - 2P = 50 + 3P
=> 200 - 50 = 3P + 2P
=> 150 = 5P
=> P\ = 30

At P\ = $30:

Qd = 200 - 230 = 200 - 60 = 140
Qs = 50 + 330 = 50 + 90 = 140

Equilibrium Quantity (Q\) = 140 units

---



Applying the Price Floor of $70
Now, the government sets a price floor at P = $70, which is well above the equilibrium price of $30.

At P = $70:
- Quantity demanded:

Qd = 200 - 270 = 200 - 140 = 60 units

- Quantity supplied:

Qs = 50 + 370 = 50 + 210 = 260 units

Resulting surplus:

Surplus = Qs - Qd = 260 - 60 = 200 units

This means that at the imposed price floor, 200 units of the good remain unsold because consumers only demand
60 units at this higher price, while producers are willing to supply 260 units.

---

Calculating the Surplus: Mathematical Approach

The surplus created by the price floor is straightforward to compute once the quantities supplied and
demanded at that price are known.

Formula:

Surplus = Quantity supplied at P_f - Quantity demanded at P_f

Where P_f = Price floor set by the government.

In our example:
- Qs at P = $70: 260 units
- Qd at P = $70: 60 units

Surplus = 260 - 60 = 200 units

This excess represents units that producers cannot sell at the mandated minimum price, leading to inventory
accumulation, potential wastage, or the need for government intervention such as purchasing the surplus.

---

Implications of the Surplus in the Market

Economic Consequences
The creation of a surplus can have multiple effects, including:
- Wasted resources: Producers incur costs for producing unsold goods.
- Market inefficiencies: The price floor distorts the natural balance, leading to deadweight loss.
- Government costs: If the government intervenes to buy excess supply, taxpayers may bear the cost.
- Market distortions: Surpluses can incentivize illegal practices or lead to black markets.



Potential Policy Responses
To address surplus issues, policymakers might:
- Purchase the surplus to support farmers or producers
- Provide subsidies to encourage consumption
- Relax the price floor if the market cannot sustain it
- Implement other measures to stimulate demand

---

Real-World Examples and Policy Considerations

Agricultural Price Supports
In many countries, governments set minimum prices for crops like wheat, rice, or dairy products. These policies
have historically led to large surpluses that governments buy and store, or sometimes dispose of, to support
farmers’ incomes.

Minimum Wage Laws
While not a traditional price floor for goods, minimum wages set above the equilibrium wage can lead to
unemployment (a surplus of labor). This economic analogy highlights how price floors can have complex
effects beyond just market surpluses.

Balancing Objectives and Outcomes
Effective policy design requires balancing:
- Protecting producers or workers
- Maintaining market efficiency
- Avoiding excessive surpluses and waste

---

Conclusion: The Takeaway
Imposing a price floor of $70 on a market initially in equilibrium at $30 dramatically alters the market
dynamics. As seen through the illustrative example, the key outcome is a significant surplus—in this case, 200
units—that cannot be sold at the higher mandated price. This surplus represents a core challenge of price
floors: while they aim to support producers or workers, they often lead to inefficiencies and costly excess
inventories.

Understanding how to calculate and interpret these surpluses is essential for policymakers seeking to implement
effective interventions without causing unintended economic harm. Ultimately, the size of the surplus depends on
the specific supply and demand elasticity, the set price floor, and the initial market equilibrium. Proper analysis
ensures that interventions achieve their goals with minimal adverse effects on the broader economy.

---

In summary:
- A price floor set above equilibrium creates a surplus.
- Quantitative analysis involves calculating supply and demand at the price floor.
- The surplus equals the difference between quantity supplied and demanded at that price.



- Managing surpluses requires careful policy planning to mitigate inefficiencies and resource waste.

By grasping these fundamental principles, stakeholders can better understand the profound effects of
government interventions and make informed decisions that promote sustainable market outcomes.

Suppose The Government Imposes A Price Floor Of 70 On This
Market What Will Be The Size Of The Surplus

Suppose The Government Imposes A Price Floor Of 70 On This Market What Will Be The Size Of The
Surplus

Related Articles
Read The Case Below And Answer The Questions Which Follow: Part I: IBM Has Long Been
One Of IT's Leaders
Prairie Rabbit Did Not Always Have Long Ears. Long Ago, When Prairie Rabbit Had Small
Ears, Mother Earth
Pam Beasley Has A Proven Track-record For Managing Effectively. Her Work-unit Has A High
Project Success

Back to Home

https://sip.evo9x.com/ma35/suppose-the-government-imposes-a-price-floor-of-70-on-this-market-what-will-be-the-size-of-the-surplus.pdf
https://sip.evo9x.com/ma35/suppose-the-government-imposes-a-price-floor-of-70-on-this-market-what-will-be-the-size-of-the-surplus.pdf
https://sip.evo9x.com/ma35/read-the-case-below-and-answer-the-questions-which-follow-part-i-ibm-has-long-been-one-of-it-s-leaders.pdf
https://sip.evo9x.com/ma35/read-the-case-below-and-answer-the-questions-which-follow-part-i-ibm-has-long-been-one-of-it-s-leaders.pdf
https://sip.evo9x.com/ma35/prairie-rabbit-did-not-always-have-long-ears-long-ago-when-prairie-rabbit-had-small-ears-mother-earth.pdf
https://sip.evo9x.com/ma35/prairie-rabbit-did-not-always-have-long-ears-long-ago-when-prairie-rabbit-had-small-ears-mother-earth.pdf
https://sip.evo9x.com/ma35/pam-beasley-has-a-proven-track-record-for-managing-effectively-her-work-unit-has-a-high-project-success.pdf
https://sip.evo9x.com/ma35/pam-beasley-has-a-proven-track-record-for-managing-effectively-her-work-unit-has-a-high-project-success.pdf
https://sip.evo9x.com

