
PHI S

x
5

ExcessSupply

Po

Po5 Pt

D D
QcticketsQ'd 38,000

Fromthegraphabove at the original price andquantity Po and Bsoootickets

respectively

Then the buyer is levied 5perticket causing DshifttoD Atsome pricelevel

Po there is an excess supply 38ooo Qd 0 so the pricetends to fall aslong
as the excess supply exists Thenewequilibriumprice is at 1 because it satisfies the
equilibrium condition cexcesssupply o where the equilibrium quantity remainsthesame

at 38,000 tickets

Accordingtothe graph above the sellers could get the price Po

before the tax Nevertheless the sellerscannowget only P Po b afterthetax

For the buyer the price ithastopay is Po beforethetax However the buyers

pay sellersattheprice P Po5 andtax 5 Thetotalamountpaidby buyers afterthetax

has been levied is 1 15 Po 515 Po

 



To conclude the tax burden fallstotheseller only because thesellergets

theprice 5 lowerwhile thebuyer pays the sameprice as the freetaxprice

From the elasticities Ms taxburden on thebuyer

12,1 tax burden onthe seller

Since 2 is 0 perfectly inelastic thebuyer bearsnotaxburdenatall



p as
p zooQD

Ca At equilibrium Qs Qd Then

213 300 P
Pe 100

We have Pe thenwecan computeQebyputPe in Demandsupplyequation

Q 2 Pe We getthesameQe

Q 21100

Qe 200units

Thus equilibrium point CPQi Cho 200
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too the equilibriumprice
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At theprice 90

Qs 2190 180

Qd 300 907 210

Wecanseethat there is anexcessdemand shortage Qd as no 180 30units

atthepriceceiling 90
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If the government sets pricefloorat 90 which is lowerthan the

equilibriumprice it creates noeffect because pricefloor minimum pricetraded

inthemarket lowers thantheprice that is normallytraded
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The newequilibrium isatF where lP 420,1807

Attheoriginal price 100 Qs 21100307 140 while Qd Boo too

200 There is an excess demand QdQs 200 140 60 Therefore pricetends

to increase until there is no excess demandcatpointF


