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Consumption payment

Monetary Goods and
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Policy Households =
Max utility

Subj. to budget _Max profit
constraint Subj. to technology
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Transfer Services
revenue

Bond market Borrow at i Government
S ort-term domestic Minimize cost

Firms
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WANIZNUITHININNNN Government Budget Wagh Cost-Structure 289 Firms
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(2) Cost-push shock
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Effective
Tax rate
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Example : period quarter temporary shock to government transfers

Increase
in transfer

of 5% above S.S.

Target output
increases
beyond steady
state

Put more
pressure on
resource costs

Cost increases.
at every level of
output gap.

|

Inflation rises
and output gap
positive

|

Fiscal stress
level high

Through wealth
effect

AD shift up

Inflation rises at
every level of
output gap

Example : period quarter temporary shock to government transfers
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Example : period quarter temporary shock to government transfers : & = 0.05

Example : period quarter temporary shock to government transfers
of 5% above S.S.

Target output Put more Cost increases.
increases at every level of

beyond steady pressuire on output gap.
resource costs

Increase . .

) ~flation rises

in transfer output gap
positive

Inflation rises at
every level of

AD shift up output gap
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