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LEARNING TARGETS
1. Define a SHORTAGE (quantity demanded is greater than quantity supplied) and a SURPLUS (quantity supplied is greater than quantity demanded), and tell them apart
2. Explain why a binding PRICE CEILING set BELOW equilibrium causes a persistent SHORTAGE, using rent control as the worked example
3. Explain why a binding PRICE FLOOR set ABOVE equilibrium causes a persistent SURPLUS, using the minimum wage as the worked example
4. Read a supply-and-demand chart to measure the gap between quantity demanded and quantity supplied, and predict whether a price control creates a shortage or a surplus

SECTION 1
The Big Idea: Price Held Away from Equilibrium
A Market Clears Only at Equilibrium
At equilibrium, the quantity demanded EQUALS the quantity supplied.
At equilibrium the market clears - nothing is left over.
When the government holds the price away from balance, Qd and Qs no longer match.
A price held above or below equilibrium makes the market misfire into a gap.
SECTION 2
Shortage vs Surplus - The Two Ways a Market Misfires
Two Outcomes
A SHORTAGE means quantity demanded is greater than quantity supplied.
In a shortage, goods SELL out - empty shelves and waitlists.
A SURPLUS means quantity supplied is greater than quantity demanded.
In a surplus, goods go unsold - they pile up.
SECTION 3
Start at the Balancing Point
The Equilibrium Baseline
At equilibrium, the rent is where the demand and supply curves cross.
At that crossing, quantity demanded equals quantity supplied.
The equilibrium is the only price with no shortage and no surplus.
Every renter who will pay the rent finds an apartment.
SECTION 4
Price Ceiling - A Legal MAXIMUM Price
What a Ceiling Does and Why a Shortage Follows
A PRICE CEILING is a government-set maximum legal price.
A ceiling only bites when it is set below equilibrium (a binding ceiling).
At the low price, buyers want a LOT, so quantity demanded is high.
Because Qd is greater than Qs, the gap is a shortage.
SECTION 5
Rent Control - A Price Ceiling on Apartments
Rent Control Creates a Housing Shortage
A city caps apartment rent below the equilibrium rent to help renters.
At the lower legal rent, MORE renters want apartments, so Qd rises.
Landlords offer FEWER apartments at that rent, so Qs falls.
The result is a housing shortage - long waitlists, no vacancies.
SECTION 6
Why the Shortage Sticks Around
Why the Gap Stays Open
Normally a shortage pushes price UP until it clears, but the ceiling makes that illegal.
Because the price cannot rise, the shortage does not fix itself.
Scarce apartments go by waitlists or connections - this is non-price rationing.
Some buyers pay extra under the table on an illegal black market.
SECTION 7
Price Floor - A Legal MINIMUM Price
What a Floor Does and Why a Surplus Follows
A PRICE FLOOR is a government-set minimum legal price.
A floor only bites when it is set above equilibrium (a binding floor).
At the high price, sellers offer a LOT, so quantity supplied is high.
Because Qs is greater than Qd, the gap is a surplus.
SECTION 8
Minimum Wage - A Price Floor on Labor
The Minimum Wage Creates a Labor Surplus
The wage is the price of labor; a minimum wage is a floor on it.
Set ABOVE the equilibrium wage, MORE workers want jobs, so the Qs of labor rises.
Employers want to hire FEWER workers at that wage, so Qd falls.
The labor surplus is what we call unemployment.
SECTION 9
Why the Surplus Sticks Around
Why the Gap Stays Open
Normally a surplus pushes price DOWN until it clears, but the floor makes that illegal.
Because the price cannot fall, the surplus does not fix itself.
In the labor market, the surplus is workers who want jobs but cannot find one.
With farm price floors the government sometimes buys up the surplus crop.
SECTION 10
Binding vs Non-Binding - When a Control Actually Bites
When a Control Bites
A binding CEILING is set BELOW equilibrium and creates a shortage.
A binding FLOOR is set ABOVE equilibrium and creates a surplus.
A ceiling set ABOVE equilibrium or a floor set BELOW it is non-binding.
A non-binding control has no effect on the market.
SECTION 11
Reading the Gap - Shortage or Surplus?
The Four-Step Method
Step 1: locate the coral price-control line on the chart.
Step 2: quantity demanded is how much buyers are willing to buy at a given price - read it off the DEMAND curve; read quantity supplied off the supply curve.
Step 3: SUBTRACT to find the size of the gap.
Step 4: if Qd is bigger it is a shortage; if Qs is bigger it is a surplus.
SECTION 12
Shortages and Surpluses Vocabulary (1 of 2)
Four Foundation Terms
1. shortage - quantity demanded is GREATER than quantity supplied; goods sell out.
2. SURPLUS - quantity supplied is greater than quantity demanded; goods pile up unsold.
3. PRICE ceiling - a government-set MAXIMUM legal price (binding below equilibrium).
4. PRICE FLOOR - a government-set minimum legal price (binding above equilibrium).
SECTION 13
Shortages and Surpluses Vocabulary (2 of 2)
Four More Terms
5. RENT CONTROL - a price ceiling on apartment rent; below equilibrium it causes a shortage.
6. MINIMUM wage - a price floor on the wage; above equilibrium it causes a labor surplus.
7. binding price control - a ceiling or floor on the wrong side of equilibrium that changes the market.
8. black MARKET - an illegal market that appears when a binding ceiling creates a shortage.
SECTION 14
Key Takeaways
Lesson Wrap-Up Review
A market clears ONLY at equilibrium, where Qd equals Qs.
A price ceiling below equilibrium causes a shortage (Qd > Qs).
A price floor above equilibrium causes a surplus (Qs > Qd).
A control only bites when binding; read the chart to name shortage or surplus.
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