Answers to the Problems

2.
a.
Equilibrium price is $450 a month and the equilibrium quantity is 20,000 housing units.


b.
The quantity rented is 10,000 housing units.

The quantity of housing rented is equal to the quantity supplied at the rent ceiling.


c.
The shortage of housing is 20,000 housing units.

At the rent ceiling, the quantity of housing demanded is 30,000, but the quantity supplied is 10,000, so there is a shortage of 20,000 housing units.


d.
The maximum price that someone is willing to pay for the 10,000th unit available is $600 a month.

The demand curve tells us the maximum price that someone is willing to pay for the 10,000th unit.

6.
a.
With no tax on roses, the price is $14 a bunch and 80 bunches a week are bought.


b. 
The price is $18 a bunch, and 60 bunches a week are bought. Buyers pay $4 of the tax on a bunch of roses and sellers pay $2 of the tax on roses.

The tax decreases the supply of roses and raises the price of a bunch of roses. With no tax, producers are willing to sell 80 bunches a week for $14 a bunch. But with a $6 a bunch tax, they are willing to sell 80 bunches a week only if the price is $6 a bunch higher at $20 a bunch. That is, the price at which producers are willing to sell 40 bunches a week when the tax is $6 a bunch is $16 a bunch; the price at which producers are willing to sell 60 bunches a week when the tax is $6 a bunch is $18 a bunch.

At $18 a bunch, the quantity demanded is 60 bunches a week. $18 a bunch is the price when the tax is $6 a bunch at which they are willing to sell 60 bunches a week. So the quantity sold is 60 bunches a week. The price has risen from $14 a bunch to $18 a bunch, so buyers pay $4 of the $6 tax. Sellers pay the other $2 of tax. 

