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SOK1151 — Macroeconomics for managers

Consider a world with two countries, Home and Foreign. Both countries have open economies

and flexible exchange rates.

a) Foreign conducts a tax cut. Use the 1S-LM-UIP model to discuss how the tax cut will af-
fect domestic output, consumption, investment and net exports in Foreign.

b) Discuss how net exports and output in Home is affected by the tax cut in Foreign.

c) Economists often say that countries in recession should coordinate their fiscal policy to
help their recovery. Use the results established in a) and b) to discuss why such coordina-

tion might be helpful.



