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The article concerns the decision of the Indonesian government to impose a price 

ceiling of 12,500 rupiah on sugar. Implemented as a means of controlling sugar 

prices, it has caused discontent amongst local producers, and has received mixed 

responses. 

 

A price ceiling is defined as a maximum legally allowable price for a good, set by the 

government. As mentioned in the article, the price ceiling was set in order to “push 

down commodity prices”. A supply and demand diagram of the Indonesian sugar 

market can depict the effects of the price ceiling.  

 

 
 

As can be seen in Diagram 1, PE represents the price at market equilibrium, which is 

the intersection of supply, the quantity of a good or service that producers are willing 

and able to offer for sale at various prices, and demand, the quantity of a good or 

service that consumers are willing and able to purchase at various prices. This 

indicates the price and quantity that is produced and sold in the market before the 

price ceiling is imposed. PMAX (Rp 12,500) indicates the price ceiling that will be set 

by the government, and it is significantly lower. QS denotes the quantity supplied at a 



lower price, whereas QD indicates the quantity demanded at the same price. The 

distance between the two indicates that there is excess demand for sugar at an 

artificially low price, otherwise known as a shortage. If the price is kept at PMAX, there 

will be many left who want the good but will not have access to it.  

 

The introduction of a price ceiling has various advantages and disadvantages. One of 

the benefits is that it allows the government to protect consumers from increased 

prices. It also means that the government can lessen the negative impacts on 

consumers by controlling the accessibility of the sugar. Finally, it also enables the 

government to control the domestic market in relation to imported goods. On the 

contrary, however, a price ceiling results in alternative rationing methods, since price 

will no longer determine who receives the product. Furthermore, it naturally results in 

a decreased market size, meaning less overall utility to consumers and producers. This 

results in its harmful effects for domestic producers of sugar. Most importantly, 

however, informal or black markets can be created. Due to the gap between QS and 

QD, many consumers have a strong incentive to pay more on the black market in order 

to acquire the good. The creation of the black market is shown in Diagram 1 with the 

red curve entitled SMAX, since it indicates that the informal supply could rise as high 

as the point on the demand curve. 

 

Since the imposition of a price ceiling has certain negative effects and eliminates 

allocative efficiency, another potential form of government intervention to lower the 

price can be a subsidy on sugar as shown in Diagram 2. A subsidy, suggested by 

economist Dwi Andreas in the article, is a payment from the government to an 

individual or firm for the purpose of increasing the purchase or supply of a good. The 

imposition of the subsidy will result in a shift of the supply curve from S to SSUB, 

according to the amount of the per-unit subsidy marked in the graph. As a result, the 

price of sugar will decrease from PE to PSUB and the quantity will increase from QE to 

QSUB. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



One of the benefits of a subsidy is that it is an expansionary measure, as it increases 

the equilibrium quantity and does not inhibit the economy in any way. Another 

advantage of a subsidy is that it does not disadvantage the producers of sugar, which 

would solve the issue of producer dissatisfaction as mentioned in the article. A 

subsidy can also improve balance of payments and export revenues by lowering costs 

enough to make sugar more competitive on the world market. While there are various 

benefits to introducing a subsidy, this form of intervention also has certain 

disadvantages. For instance, the cost of the subsidy will be a burden on government 

spending, as well as consumers through taxation. Even more so, there is a dangerous 

possibility that subsidies may encourage producers to be inefficient by increasing 

their reliance on government support. At the same time, the subsidy will equally 

encourage the over production and consumption of sugar, which is not particularly a 

healthy commodity. Despite these shortcomings, it seems that a subsidy may have 

been a better resolution for the Indian sugar market, given its evident economic 

advantages.  

 

 

 


