Problem Set 5

Professor Gindling
1. Using short run Aggregate Supply and Aggregate Demand curves, show how the following policies can be expected to affect the price level and real income (or real output).


a. an increase in the Federal Government Budget Deficit.


b. an increase in oil prices.


c. an increase in the productivity of workers.

2. Show how a decrease in the income tax rate will both increase the wage received by workers and decrease the wage paid by employers.  Use a supply and demand graph of the labor market.

