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3. (1) In the short run, what are the differing effects of monetary and fiscal policy? Why?
. (10%) ‘ _ .
(2) In the Jong run, what differences exist between the use of monetary and fiscal policy?

Why? (10%)

4. Suppose that you are a policy maker trying to decide whether it makes sense to stimulate
the economy. You know that stimulation is a two-edged sword: the policy action will bring
lower unemployment but higher inflation. How would the following developments affect
your decision? Would each development make you more or less likely to pursue macro
stimulation?

(1) The current and expected future real interest rate rises? (5%)
(2) You place greater weight on the welfare of future generations than you used to. (5%)

5. Assume that taxes are lump sum. Then assume that the real public debt remains constant
from period 2 onward. Also, the time paths of government consumption and real transfers
do not change. Discuss the aggregate wealth effect that results from the government’s
deficit-financed tax cut under the following considerations:

(1) Finite lifetimes? (5%)

(2) Uncertainty about who will pay the higher future taxes? (5%)

(3) The possibility that government will print more money in the future rather than
raising taxes? (5%)

(4) The imperfection of private loan markets? (5%)




