Question #1:
a) What changes in investment and potential output are supposed to follow from a decrease in taxes according to supply-side economics?
According to supply-side economics, the reduction in the tax rate would raise the supply of labour due to the increase in the labour wage rate after tax. In order to get more wages, it allows the labour to increase their work effort. The growth in gross production in the economy would be caused by a rise in labour supply. The decrease in the tax rate often allows employers to demand more labour and their revenue rises due to the return on labour working after tax. Thus both labour demand and labour supply are increasing due to a decrease in the tax rate, which has led to higher economic production rates. Tax rate reductions further enable individuals to spend and save. Since after-tax return on investment and individual saving increases. Lower tax rates induce investment by businessmen and companies. The growth in spending results in an increase in the economy's future production. It would speed up the accumulation of money. The overall supply curve moves both the rise in spending and production to the right. This would lower the cost of inflation and minimize unemployment.
b) If the assumptions of supply-side economics hold, is it possible for (i) a lossfunction-optimizing central bank to not raise the policy rate and (ii) inflation to not increase or to possibly decrease? Refer to the optimal-policy rate equation and the Phillips curve in your answer.
In period 1, the 'optimal' equilibrium relationship between the implicitly chosen inflation rate and the production level directly chosen by the central bank in the current period 0 to maximise its efficiency considering its priorities and the constraints faced by it.
c) Significant increases in Y P have historically happened only a couple of times in the last century. Briefly discuss the practical implications of this for the supply-side view that decreasing taxes will result in higher output at current target inflation with no change in the policy rate.
According to supply-side economics, the reduction in the tax rate would raise the supply of labour due to the increase in the labour wage rate after tax. In order to get more wages, it allows the labour to increase their work effort. Supply siders contend that surplus inventory will be generated as businesses momentarily 'over-produce,' costs will eventually decline and customers will raise their purchases to cover the excess supply. 

Question #2
a) Use the IS curve to briefly explain this result from the perspective of an austerity supporter.
Austerity initiatives are often introduced in order to boost the economic condition of a country, in which strategies such as reducing budget spending and increasing taxation are placed in place. 
Austerity proponents claim that austerity succeeds because consumer aspirations are farsighted, predicting that slashing public spending right now would mean lower tax rates in the future so that people reinvest more savings rising demand and booming the economy. This is seen in the diagram where the IS curve change left originally due to the decrease in government spending, but due to higher demand, it shifts farther right than initial.
b) Use the IS curve to briefly summarize Prof. Blyth’s explanation of Canada’s experience.
In the 1980s, according to Prof. Blyth, Canada's austerity policies succeeded. Canada slashed government spending in the 1980s and devalued the currency, contributing to inflation. This resulted largely because at a time of expansion when much larger trade partners were growing, the small state reduced its fiscal spending. Canada's exports were attractive due to its devalued currency and its main trade partner USA was expanding at this time and this led to a massive demand for its products and boosted its production. This is expressed by pushing the IS curve to the right, increasing production as net exports rise.
c) What role do unions play in the success of the success of the mechanism you discussed in part 2b
Unions played a part in the success of the aforementioned mechanism. In order to regulate rates, deals were made with trade unions so that the consequences of the devaluation were not reversed by import inflation. This works as countries looking to get an export boost don't want the cost benefit they had acquired due to currency devaluation to be reversed by pay rises sought by trade unions, so it makes a bargain with unions to keep it from happening. 
Question #3
Briefly explain the difference between debt and deficit.
Debt is money owed, and net money taken in if negative) is the debt. In all macro-finance terms, debt and deficit are two of the most familiar terms and are also one of the most politically important motivating legislation and executive decisions impacting many people.
Question #4:
Use the IS curve to explain how Ricardian Equivalence works.
IS denotes the summation of spending.
IS= C + G + I + NX
Where, C= c +mpc(Y-T)
T is taxes.
If government taxes drop or government spending increases, the IS curve moves to the right. Ricardian Equivalence notes that there is no influence of such modifications on the IS curve. Since people are not myopic and are well conscious of the fact that today's reduction in taxation or rise in government expenditures will increase the projected budget deficit and increase the tax rate or decrease government spending to decrease it. This will then reduce IS. 
Individuals are conscious of this reality and therefore do not respond to fiscal shifts in the economy. The IS curve remains similar. People save and dissolve during contractionary politics during the expansionary period.

