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A5 |55 & MBI D= 7 v YRR

Tight Money and Macroeconomic Implications
of the Government Budget

Sargent and Wallace (1981) showed that temporary monetary restraint may
eventually lead to higher inflation, given the government expenditure and tax
revenue. The purpose of this paper is to consider when these results do hold and
do not hold. Furthermore, we extend the SW experiment to the open economy

using more general utility function.
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