5.4.1 Non-discretionary Fiscal Policy 
(Built-in stabilizer, automatic stabilizer)

Tools

Constant tax rate

[image: image1.wmf]0

d

a

a

a

a

a

a

a

d

CCbY

TTtY

GG

II

XX

MMmY

RR

YYTR

=+

=+

=

=

=

=+

==

=-+


       
[image: image2.wmf]t

=

constant tax rate

[image: image3.wmf]  ()

  

  ()

  

  ()()

  ()()

d

a

a

a

aaa

aaa

aa

aa

CCbY

CbYTR

CbYbTbR

CbYbTtYbR

CbYbTbtYbR

CbTbYbtY

CbTbbtY

=+

=+-+

=+-+

=+-++

=+--+

=-+-

=-+-


At equilibrium
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Multiplier of 
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	case t = 0
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Can stabilize economy a little bit
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 Constant tax rate can help stabilizing economy a little bit
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Transfer payment

Government transfer payment that can stabilize economy is the one that depends on national income (negatively related with income) shown in the following equation

R = Ra –gY

where     
R  =  Government transfer payment
Ra =  Transfer payment that does not depend on 

         national income


Y =  National income
g  =   Changes in transfer payment when 
         national income change one unit

 (R may include support for old or retired citizen, disabled people, or unemployed people)

When national income increases (Y↑) → 
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Therefore,

· With good economic condition (low unemployment)
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· With bad economic condition (low unemployment)
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