Economics 352 Name * !;&5 y
Fall 2009

Saunders
Quiz 4

1. Use the model we have developed in class (and in the book) to determine the effects
of a reduction of (lump sum) taxes and an equal reduction of government spending.
Use the model to help you predict the effects on output, consumption, employment,
and the real wage. [Include an appropriate diagram along with your description.]
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2. Based on your answer to Question 1, do you think that the fluctuation of taxes
over time is an important force dnvmg business cycles? Support your answer.
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