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Below is the original article as accessed on 

https://www.bloomberg.com/news/articles/2017-09-18/weird-food-for-sale-in-venezuela-

but-nothing-that-anyone-wants at 20 Jan 2018. 
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Commentary on: price ceiling on Canilla in Venezuela 

Price ceiling is a form of government intervention where a maximum price is set for a 

particular product below the market price in order to make it more affordable. The article 

reports the effects of price ceiling on Canilla, a common staple bread in Venezuela. 

 

 

Figure 1: Price control on Canilla bread 
 

The price ceiling would result in less incentive for the producers hence there will be a 

change in quantity supplied from Qe to Qs where's there will be a positive change in quantity 

demanded from Qe to Qd as more consumers are willing to purchase Canilla at a lower price. 

Because of the price ceiling, a large gap between the supply demand has been created from 

Qs to Qd which shows allocative inefficiency. Therefore, a very small part of the consumers 

will benefit from the policy where’s a large part of the consumers will be unsatisfied due the 

shortage. Hence the policy will have negative impact on a large part of the population 
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where's a small part of the population will be benefited due to the reduced price and hence 

more consumer surplus. 

 

The resource misallocation will also result in the creation of deadweight loss because of the 

gap between supply and demand which is a negative to the society. 

 

As the article mentions, the new policy resulted in the creation of underground markets 

selling Canilla above the maximum price hence the objective of the price ceiling would not 

be met. In order to reduce black markets, government expenditure would have to increase 

to fund policy enforcement practices such as police inspections. Even though the price 

control would not have any direct financial burden on the government, the creation of black 

market that result from it would require government spending in order to enforce the policy 

and reduce black markets. 

 

Figure 2: Revenue and costs of Canilla industry 
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In short term, the firms would be impacted negatively as Canilla industry which was 

previously producing profits would now make losses1 as the minimum price is set below the 

cost of production while the total cost remains the same. The minimum price would cause 

the firm to lose control of the price and assuming that all the firms chose to sell at the 

maximum price a liner TR curve would form which would be below the total cost curve 

hence translating into losses. However, in long run most firms would not experience this 

loss, as most Canilla firms aim for profit maximization, most of them have stopped 

producing Canilla and instead reallocated the resources in producing other types of breads 

where the price control does not apply and they can generate more revenue. This was 

possible as the factors of production used to make Canilla; ovens, wheat, and butter are 

mostly mobile and it is convenient for firms to start making a new type of bread.  

 

As the objective of the government is to make Canilla more affordable, a subsidy would 

provide more effective results. 

 
1 Otis, John. “Venezuela's Bread Wars: With Food Scarce, Government Accuses Bakers Of Hoarding.” NPR, NPR, 
7 Apr. 2017, www.npr.org/sections/thesalt/2017/04/07/522912791/venezuelas-bread-wars-with-food-scarce-
government-accuses-bakers-of-hoarding. 
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Figure 3: Subsidy on Canilla 
 

A subsidy would result in a shift in the supply curve to the right from S1 to S2 which will 

reduce the price and increase the quantity supplied. Like price control, a subsidy can be 

used to reduce the price of Canilla from P1 at VEF 7500 to affordable P2 at VEF 1500 while at 

the same time maintaining allocative efficiency hence resulting in no shortage as both the 

demand and supply will be at Q2 if such a subsidy is funded. A subsidy would be beneficial 

for both the consumers and the producer as both consumer and producer surplus would 

increase. Firms revenue would also increase along with the decrease in consumer spending 

both of which are positive for either party. However, as demonstrated with the blue square 

a large government expenditure would be required to fund such a subsidy program. 
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Considering that Venezuela’s is likely to run out of expenditure due to its economic crisis2 

such a policy may not be feasible. 

 

Word Count: 644 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
2 Rosati, Andrew. “Venezuela Doesn't Have Enough Money to Pay for Its Money.” Bloomberg.com, Bloomberg, 
27 Apr. 2016, www.bloomberg.com/news/articles/2016-04-27/venezuela-faces-its-strangest-shortage-yet-as-
inflation-explodes. 
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