Chapter 3: Equilibrium and Comparative static analysis: Linear model

Example 3.G: Solve for the market equilibrium using the information in Example

3.E and Example 3.F. Justify your answer!
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Chapter 3: Equilibrium and Comparative static analysis: Linear model

Example 3.I Suppose that demand/supply equation can be given by

p¢ =80 — 3Q¢

PS =10 + 205

e [Find the market equilibrium.

e Suppose that government imposes tax on producer equal to $5 per unit,
determine market equilibrium under taxation.

© Kittichai Saelee; Version: DEC, 23t 2021.

Comments are welcomed. Please alert if typos caught. Do not circulate without author’s permission.




Chapter 3: Equilibrium and Comparative static analysis: Linear model
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
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Chapter 3: Equilibrium and Comparative static analysis: Linear model

o Derive the excess burden formula for buyers and sellers

X ptra (ot of Congumers
P (P’\'QX'P*)XQ‘\'G)(

extra oot of producers
(-7 X Qg
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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.
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Example 3.K Price control and Welfare

Consider the market for apartment rentals in Chicago. The price of rent is determined

by the following system of equations.

Demand:p = —2q4 + 160

Supply: p = g5+ 10

o What is the equilibrium price and quantity in the market for apartment rentals?

o Suppose the government tries to control the rent prices through a price ceiling
of $40. Discuss the implication of this policy. Is there any deadweight loss?
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