~
&)
P
vl
Goool |
Student ID...5h0%630077........
EE312 Macroeconomics, 2/2014 (Sec. 046402)
Problem Sets 3
Please submit at the BE office, 5th floor department of Fconomics building.
Deadline of submission : Friday, 10 April, 2015, before 15.00 hrs.
You may submit on or before the deadline.
Late submission will not be accepted.
1. Consider the following effects of an increase in taxes for a consumer.
(a) The consumer’s taxes increase by At in the current period. How does this affect current consugpgidn,
future consumption, current saving?
(b) The consumer’s taxes increase permanently by At in the current period and future period. Using a dia-
gram, determine how this affects current consumption, future consumption, and current saving. Expain
the differences between your results here and in part (a). . |
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onsider the following statement and do all parts of this question.

4The man who tweezes my unruly eyebrows into submission announced proudly that he just spent his
tax rebate on a $100 Hermes Throws. As he sees it, the governement subsidize the blanket he wanted
to by for last six months.

This raises a question on the effectiveness of expansionary fiscal policy. Theoretically, people should not

increase consumption in response to a small, temporaty increase in income. Or tax payers might recognize
that their future taxes will increases.”

Source: http://www.economist.com/blogs/freeexchange/2008/05 /ricardian_equivalence _in_ dead

/ (a) Discuss the theory that explain why people should not increase consumption in response to a temporary

decrease in_the tax since they recognize that their future taxes will increase.

(b) According to the theory in question 2a, is expansionary fiscal policy always effective?

(c) Is the theory in question 2a consistent with the man’s behaviour in the statement above? Give one
possible reason why the theory may fail in practice.
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