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Abstract

This paper presents the effects of aternative fiscal policies on the intertemporal government budget
constraint when the time horizon of the policy maker varies. It is shown that the wealth effect
associated with cuts in the skill-adjusted labor income tax rate improves the intertempora budget
balance whereas the intertemporal substitution effect associated with the physical capital income tax
rate deteriorates the intertemporal budget. Under plausible parameter values, the tax rate on skill-
adjusted labor income cannot by itself balance the intertemporal budget at al horizons.
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