Mark Aguiar

Professor of Economics

(email)

Fiscal Policy in Debt Constrained Economies

Citation:

Aguiar, Mark, and Manuel Amador Fiscal Policy in Debt Constrained
Economies., 2012.

RTFTagged XML BibTex Google Scholar

Abstract:

We study optimal fiscal policy in a small open economy (SOE) with
sovereign and private default risk and limited commitment to tax plans. The
SOE's government uses linear taxation to fund exogenous expenditures and
uses public debt to inter-temporally allocate tax distortions. We
characterize a class of environments in which the tax on \emph{labor} goes
to zero in the long run, while the tax on capital income may be non-zero,
reversing the standard prediction of the Ramsey tax literature. The zero
labor tax is an optimal long run outcome if the economy is subject to
sovereign debt constraints and the private agents are impatient relative to
the international interest rate. The front loading of tax distortions allows the
economy to build a large (aggregate) debt position in the presence of limited
commitment. We show that a similar result holds in a closed economy with
imperfect inter-generational altruism.

Citation Key:

12925
pdf 302.8 KB

Recent Working Papers

Take the Short Route: How to
repay and restructure sovereign
debt with multiple maturities

Has Consumption Inequality
Mirrored Income Inequality

Crisis and Commitment: Inflation
Credibility and the Vulnerability to
Sovereign Debt Crises

Fiscal Policy in Debt Constrained
Economies

Recent Publications
Sovereign Debt

Time Use during the Great
Recession

Deconstructing Life Cycle
Expenditure

Recent Developments in the
Economics of Time Use

Growth in the Shadow of
Expropriation

more

3 sHRrRe EwE

© 2014 Trustees of Princeton University | Princeton, New Jersey 08544

Operator: (609) 258-3000
Copyright infringement

Login



