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IExample 3.J: Excess burden formula under linear model & Lax-Revenue-maxizing tax rate

Demand:pd =a-— de ; a=20, b<O.

Supply :p*=c+dQ® ; d=0.= Ps-cfdc(%b

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

the result

At equlivviom, 0 = B,
ctacsrt > 2-biy
Gg =p-C-t Ag+tvay -a-¢-t

4 &M elacle_t
a+H

p* . |la-c-tlecrt+d
d+b



o Derive the excess burden formula for buyers and sellers

Before f2x ! Cousumers buy cheep price. et P¥, vile seler con
sed Wigu price 2t p*
fftter tex | Cemsower "’”j Wser pice ot P** vikile seler
will veceive less of b
extrz priee st comsumens P2y

extre prce the} produder F2y

dfzrveene = a-¢-2tb

at 4 +tp

o = 3-c-2b

b - (L-2)(-1)
Z

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?

At equilivium , Py = Pd 3& = 1506
&g ¥10 = —2R4 160 & =~ 5o P = ¢o

s Tre govesmment policy 2iw o redute fhe guaudity of veutug
2 epermon. Deczuse of cezpor price , the oviver of te
tprtwent doesu’t wznt to vemt out their o wiile fae

buyer will dewizud wove spzrtmet.
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