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Chapter 3: Equilibrium and Comparative static analysis: Linear mode
Example 3.J: Excess burden formula under linear model & 'Tax-Revenne-maxizing tax rate

Demand:pd=a—de ;a=20 b<O.
Supply \:p* =c+dQ°/ ; d=0.

o Solve for quantity and prices equilibrium when the unit tax is imposed. Analyze

the result
el a-f e+ Ao+t -~ a-bal
v & Catb) . q-c-F
Q>.p-¢-
f-C-+ o ¥¥ L a-c-
! o4L
g C+++d
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Chapter 3: Equilibrium and Comparative static analysis: Linear model

o Derive the excess burden formula for buyers and sellers

Defve YY1 Comsymevs bu‘g gt e¥ qw\q\‘o\q\'s chegp. whi L,
Seler Con seh ot hibh priceCP“')

Alier Yax : COngymevs buy oY  Wigher price oF Pyt

nd pfl’o\dcer will receive less of fs

s price That  cemsumers pdy b (fy-p%) xa¥a

Extry price bt pedwer pay s (Ps-P*) 5 gtuy
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Chapter 3: Equilibrium and Comparative static analysis: Linear model

o Calculate the tax rate that maximizes the tax revenue of government.

T3y revenye = ¢ Q
13 %

. 8 -c=t Y
d b

= - =t EH AL )
0 - Q-C"Q-g—“o\-f\o

9% 2 g-C-d-b
Y - 3-c-d-b
2
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