
WHAT HAPPENS TO THE ECONOMY WHEN THE GOVERNMENT RAISES

OR LOWERS TAXES

taxes and short-run demand Economic activity reflects a balance between what people, businesses, and governments
want to buy and what they want to sell. In What are the major federal payroll taxes, and how much money do they raise?
. For a two-year tax cut aimed at lower- and middle-income households.

Far better to pass a plan that phases in spending cuts or tax increases over time. How to Reduce a Budget
Deficit There are only two ways to reduce a budget deficit. The case for using discretionary fiscal policy to
stabilize business cycles is further weakened by the fact that another tool, monetary policy , is far more agile
than fiscal policy. Having more cash means companies have the resources to procure capital, improve
technology, grow, and expand. Businesses also drive the economy when they hire workers, raise wages, and
invest in growing their business. Bush administration. A tax-based plan that does not address the automatic
growth of entitlements and other programs over time is much less likely to produce a long-lasting effect on the
budget. Fiscal policy also changes the composition of aggregate demand. If these were systematically
occurring at the time of spending cuts, they might explain our finding. A fiscal expansion, for example, raises
aggregate demand through one of two channels. Part of the reason was slower economic growth. Other
definitions are possibleâ€”for instance, looking at GDP growth relative to other countries in the sample. The
longer the delay, the more taxes must be raised or spending cut in the future. If an individual or family does
so, their creditors come calling. Hsing looking at the United States economy between and placed the
revenue-maximizing average federal tax rate between  References: Alesina, Alberto, and Silvia Ardagna. Most
creditors think that the government is highly likely to repay its creditors. Rockefeller and Henry Ford.
Stabilization that eliminates uncertainty about higher fiscal costs in the future stimulates demand
todayâ€”especially from investors, who are more sensitive to uncertainty given the long-term nature of their
plans. However, in the pursuit of debt reduction, it is important to remember that the type of fiscal adjustment
that we implement is more important than its size. History[ edit ] Ibn Khaldun, a 14th-century philosopher,
wrote in his work The Muqaddimah : "It should be known that at the beginning of the dynasty, taxation yields
a large revenue from small assessments.


