EE312 Macroeconomic Theory
Semester 1/2013
Homework I

Question: Suppose the government increases its spending on consumption goods by using lump-sum tax. Use the Closed-Economy, One-Period Macroeconomic Model to determine the effects of the spending increase on aggregate output, consumption, employment and the real wage.
1) Explain the chain of effects among variables correctly.
2) Describe your analysis in words and use diagrams as needed.
[bookmark: _GoBack]3) Will this chain of effects change when the government finances her consumption by value-added tax? Elucidate.
Submission date: Wednesday 25th September 2013, 13:00hr.
