Economic Efficiency
When the cost of food threatens to jump beyond the average American family’s reach, should the government put a lid on prices? When the nation goes to war, should the government institute total controls? What are the dangers of a well-intentioned price control program once it becomes entrenched? “Controls are to a politician like catnip to a cat,” says John T. Dunlop, the director of Cost of Living Council from 1973-1974. “The politicians, in the end, have very great difficulty resisting.” Economic efficiency – what price, controls?
Everyone enjoys the ritual and the give and take in a market. It is a demonstration in its purest form of the free-market pricing system. Consumers take the lead looking for the best deal. The merchants follow their lead. How much are they willing to pay? Take less profit or lose the sale? It’s an open-air demonstration of economic efficiency. The pricing system at this level is pretty much like the merchandise on display, out in the open. The “invisible hand” is at work, determining what is produced, how much is produced, keeping supply and demand in balance, and all with the least amount of waste. But if the invisible hand and the free market have worked so well, why would anyone want to interfere?
The price control gamble was based on the hope that the underlying price factors would hold still. But the odds almost always favor change. Price control gave more inflation than they would have had if they has not done anything. If you put them on a peacetime, they’re very difficult to get rid of If they last for a long time, they’re terrible destructive. 
Economists usually make some assumptions about human behavior – namely, that people generally tend to act in their own self-interest. Consumers might want all the goods they could get, but most of them have limited budgets. They must choose one good over another. In making these choices, they try to maximize their own welfare. The same is true of producers. They try to maximize their firm’s profits. It will be in their own self-interest, they will maximize their profits, if they use more efficient productive methods and produce goods that consumers will buy.

What do price controls do? The government steps in and sets a lower price, a price below equilibrium supply and demand. This drives some of the producers out of the market. It encourages consumers to come back into the market. This creates over demand, lines of people trying to buy nonexistent items. The price system has gotten out of whack, as happened with certain commodities when price controls were instituted in the early 1970s.
Most Economists agree that World War II price controls were quite successful because of the special circumstances. The war involved a huge transfer of resources from the civilian to the military sector of the economy. Without some sort of controls, this might have led to a rapid spiral of wages and prices. Controls were instituted for a specific purpose, for a short time, and under conditions of patriotic fervor. Under these circumstances, they worked quite well. There are other circumstances where the market may not handle economic problems efficiently – when it comes to monopoly power or to air and water pollution. And remember, economic efficiency is not our only economic objective. We may want to use controls to improve the distribution of income, to aid the poor or the disadvantaged. When it comes to rent controls, these motives were very probably paramount.

Economists are generally pretty careful about what they say. But an economist once said that next to bombing, rent control seems to be the most efficient way to destroy cities. We can summarize a rent control situation through one of the most infamous tools of economics—the curves of supply and demand.
There’s not much argument among economists about the effectiveness of the invisible hand or the efficiency of the free market. It organizes the potentially chaotic forces of supply and demand. It leads to the production of goods people really want and does it at the lowest cost to society. Any interference with the pricing system, no matter how desirable the goal, can exact a price of its own.

