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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!

0 Congumers 1 Seller
P=1w-Q Q="

[

: = - dp  pP=120-29
8 Qy 0 -1p 0
1) Draw diagrams ; individual demand | mavker demand

2) Find equilibriUm , how  many  boyers buy
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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=0, b<O.

Supply :p*=c+dQ* ; d=0.

o Solve for quantity and pnces equlhbnum when the unit tax is imposed. Analyze

the result SOlVC for P Q / Mfore fax
p :f(q'b, c,d) P Mier fax ; ASsume fox funit =t
Q"= fea,b,c,d) nw S p o= crdR

P;x = ‘F(q,b,C,d ,'l')

Before By, = fQ,0,c,d 1)
Pd - pS
ffter -
a-bR = ¢rdQ Pd: ps
4-¢ = R(b+d)
HC = qQ a-b@t = crdat+t
M* a-c-f = &(b+d)
Q= q-C
b+d Q* = Q'C_t
+ox btd
a-C
= Q9- b(bi-d\ g b(Q—C‘t)
ot b+q
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Chapter 3: Equilibrium and Comparative static analysis: Linear model

o Derive the excess burden formula for buyers and sellers

consomers’ burden
=(Py =P ¢ Uy

- [ (0-[, (‘L;%b'—")}- (q-b (ﬁs)] P

pvodu(zrs‘ burden
= (PFP) ¥ Oy

et Gora-c-ty - q_—c;—t
- (v“a‘)‘(““"d-—b) t)] ot
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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.

fox revenve = § * Qg

1« q-c-t
b+d

n

"

0fox rewenwe
dt

o+ d) (a-c 1) - La-c-1ich+d)
(b+dy*

\\
o

(a-c-t)+bt+dt
th+d)*

t(b+d-1)ta-C
b+d?

(b+d) - g
Cbtd-1)

t* =
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Chapter 3: Equilibrium and Comparative static analysis: Linear model

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?

_lq + 160 z q+1o

180 = 3q
* = 50
pP* = 50+10 =G0

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?
Yes, thete is deadweight 103 Since
price Ceiling leads to discourage n productioy

and decease Supply of goods belaw what

. Hh
Price ailing gongumer demand .

/
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