








II. Price Floor, p. 101

• A legal minimum on the price at which a 
good can be sold

• Example: Agricultural price supports



Why government intervention 
in agricultural markets?

• Produces necessities

• Subject to natural 

disaster and volatile 

weather

• Market implications of 

“abundant” crop 
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Resource Markets, p. 102

• The market for inputs 

used to produce goods 

and services

• Factor markets

• ex.  Labor markets 



The Minimum Wage 
(a price floor) 

A brief history:

• 1938 first minimum wage 25 cents per hour (about $4.36 in 2019 dollars)

• August 1996 Congress passed law to raise minimum wage to $5.15

• (from $4.25)

• January 2007 Congress passed bill to raise federal minimum wage to $7.25 over two years

• $5.85 by July 2007

• $6.55 by July 2008

• $7.25 by July 2009

• Tiered Increase Program 

• Minimum wage efforts- Democratic or Republican sponsored?

• Current proposals to raise federal minimum to 

• $10.10 general push last few years

• During last election:

• $12 Hillary Clinton

• $15 Bernie Sanders



Private Minimum Wage Efforts

• $15 PER HOUR



ICLICKER –
REEF POLLING



Which of the following 
applies to you?

A. I do not work at the 
moment.

B. I work at a job getting 
paid minimum wage.

C. I work at a job getting 
paid more than minimum 
wage.
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To think about…….

Driving for Uber or Lyft

• Are fees “sticky” or do 

they move easily with 

market conditions?



U.S. State Level 

Minimum Wage 

Chart 

State with highest minimum wage?

Kentucky?



Lexington, November 2015 

ordinance to increase minimum 

wage

• July 1, 2016 $8.20

• July 1, 2017 $9.15

• July 1, 2018 $10.10

Is the minimum wage in Lexington binding at $7.25?
What evidence would we look for?



A few traditional 
arguments against 
raising minimum wage

• generates unemployment 

• costs passed onto consumers

• minimum wage workers mostly 
teenagers

• increases high school drop out 
rates

• (only 20% min. wage workers from 
poor families)



Arguments in favor 
of higher minimum 
wage 

$7.25 min. wage isn’t binding

$15,080 annual full time income at 
minimum wage of $7.25 per hour, 
but $25,750 poverty threshold for 
family of four

Worker dignity



Minimum 
wage 
discussion 
in a job 
interview



ICLICKER –
REEF POLLING



If a price floor is placed 
at $950 in this market

A.  There will be a surplus of 8 units.

B.  There will be a shortage of 8 units.

C.  There will be no shortage or surplus.





III. 
INTRODUCTION 
TO TAXATION, 

p. 105



Why we tax?

1) To generate revenue for 

government

2) Protectionist trade policy (tariff)

3) To alter a behavior or activity that 

generates negative externalities



Sales Tax

in Kentucky

6% in Kentucky (on tangible goods and now 

services)

makes up about 34.9% of general tax fund

most food exempt

Services WERE exempt until just a few months ago 

A FLAT tax – same % for everyone





p. 105

• Tax Base - $ amount that is taxed

• ($36.5 Kroger)

• Tax Rate - % at which something is taxed

• (6%)

• Tax Liability - $ amount paid in taxes

• ($2.19)

• Recent Tax Reform in KY:  Broadened BASE to include services, but didn’t 
change rate



Excise Tax:  
Federal or 
state tax 
placed on the 
sale or 
manufacture of 
a commodity 
p. 106



Gasoline Excise Taxes

Federal 

• 18.4 cents per gallon

• (last raised 1993)

State 

• KY 24.6¢ per gallon

Local

• 1.4 cents per gallon

• KY total 44.4 cents

• US average 52.61 cents





Excise Taxes – alcohol, 
p. 106

Federal taxes at wholesale 
level

In Kentucky most taxes at 
wholesale level,  - but 

in April 1, 2009 added 6% 
sales tax  



Cigarette Taxes, p. 106

Federal 

• $1.01 per pack 

State 

• $1.10 cents per pack (as of July 2018)  
was 60 cents a year ago

With excise taxes:

• State collects from seller and sends

federal share to fed. Gov’t.

Issues with contiguous states







Smuggling – Illegal movement of goods


