Fiscal Policy




SSEMAS: Explain How the Government uses Fiscal

Policy to promote price stabillity,
and economic Growth

» Goal:

®»[or you to be able 1o exp
Congress and the Preside
together to achieve the T
Macro Econ.

full employment,

ain how
NT work

nree goal of

®For you to be able to explain how the
government responds to the ditferent
stfages of the business cycle.



SSEMAS.a Define Fiscal Policy

pOLICY THE ECONOMIC IMPACT
;ﬁ"‘ OF A GOVERNMENT’S
= SPENDING AND
TAXING POLICIES

S e




Fiscal Policy

»The federal government’s
decisions It makes about taxing
and spending in order o
promote economic growth and
stabllity




=Any form of money the gov't
takes in or spend falls under the
fiscal policy umbrella

EHow does the Government
Spend money?

EHow does the Government take
in money?




SSEMA3.b Explain the effect on the
economy of the government’s faxing and
spending decisions in promoting price
stabllity. Full employment, and economic
growth

ISCAL POLICY AIMS TO ACHIEVE 3
CONOMIC GOALS
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=

The 3 ecomnomic goals of fiscal policy:

- economic growth (increase
Pproduction/GDP)

- full employment (nmno cyclical
unmnemmployment)
- price stability (keep inflation under

control)
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Taxing & Spending Decisions




®»[axes- Revenue the
government creaftes
from individuals’ working
Wages.




Government Spending




Government Spending — Did You Know?

Federal Government Current Expenditures
(Sbillions, nominal annual values for years shown)

53,487
e Like households and firms, the federal
government is also a consumer of goods and /
Spending services 1 /
51,859/
: 11099 _—*
* The BEA reports nominal values of federal
government expenditures on an annual and S532 /'/
quarterly basis /
* The measure of government spending shown to
Facts the right is part of NIPA (National Income and . . .
Product Accounts) Table 3.16, which is published 1980 1990 2000 2010
by the Bureau of Economic Analysis (BEA)
Source: Bureau of Economic Analysis
* The sheer size of federal government spending Nomina| government
makes government expenditures a major :
Relationship component of U.S. gross domestic product (GDP) Spend INg has grown over

time. Its value in 2000 was
more than triple that in 1980.

Note: See PowerPoint file for references
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Government Spending by Function
2005 vs. 2015

(Sbillions, nominal annual values)

\
Together, income security
™ Income Security and national defense
ount for almost 50% of
Health all federal spending.
National Defense ~N
General Public al spending on health
Service ased 93% between
Economic Affairs 2005 and 2015.
,
Education ~
Other Overall, nominal federal
spending increased 54%
between 2005 and 2015.
y,

Source: Bureau of Economic Analysis
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Federal Government Current Expenditures

Nominal annual values (Sbillions) through 2015

Source: Bureau of Economic Analysis
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What Do You Think?

1. In general, how did spending on education in
2005 compare to 20157 (See slide 3)

2. What was total government spending in 20057 In
20157 (See slide 3)

3. What percentage of federal spending went to
education in 20057 In 20157 (See slide 3)

4. What was the largest category of government
spending in 20057 In 20157 (See slide 3)
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When does the gov'i
spend moneye




Increasing Price Level

» Confractionary Fiscal Policy
®»Curb Inflation
» | |Lower government spending
» ) InCcrease Taxes
®»These policies tfake money out of the economy.

»Fewer Firms earning money from the Gov't
confracts

»| owers Consumption & Investment spending
»Fventually reducing inflation




Promoting Full Employment & Economic
Growth when Price Level is not

concern. , ,
®»he government uses tools designed to increase

consumption and investment spending in an economy.

®» | owering taxes allows people to keep more of thelr
Income for spending on goods and service

®|ncreasing Government spending, more firms and
workers can earn money from government contracts
nd Jobs

ousehold spend some of this additional iIncome on
oods and services, Increasing economic activity.




TOGETHER: MONETARY AND FISCAL POLICY TOGETHER

®"The Federal Reserve and
Congress Both want to correct the
economy the best combination in
achieving this goal is through
iIncreasing government spending,
sell treasure bonds, but taxes,
and buy treasury bonds.



Government Policy
Monetary Fiscal

/ N\ VAN

Interest Money Soend
Rates Supply 1ax  °Pen



40,000

337,000

534,000

331 0

S8, D

S25, OOy

S22, 000

515, Dhli

516,000

513,000

SSEMAS. C

Explain how government budget Deficits or
surpluses impact national Debt

H uvUs Annual per Capita Income

- NMational Debt per Capita

Can you tell which

oNne's growing




Budget

» |[ncludes sources of income (Taxes & Fees) and List of

Expenses
e Tax Breaks Are as Large as
g " Discretionary Spending and Larger
ANNIVERSARY Than the Deficit
(FY2013)
51.18 trillion S1_18 trillion
. . -_smz )

Tax Breaks Dliscretionany Spending Budget Defict
Updated Spril 2014 and adjusted for in flation

www.Nnationalpriorities.org National Priorities. Project



Expenses

»|nclude all the public goods and
services provided by the
government as well as the interest

payments the government pay on
Its debt

»Tofal amount of Income — (Minus)
the total number of expenses




Government Surplus

®» st when the amount of
Income (Taxes and Fees)
recelived exceeds the amount
of expenses paid.




Government Deficit

®»EXist when the amount of
Income received falls short
of the amount of expenses
paid.




National Debt

»Fach time the government borrows

Money I

- adds

the tota

amou

to the national debf,

Nt of money owed

by the federal government.
®|s the sum of all past deficits plus

Interest.



Deficit Spending

»(Occurs when the government
spends more money than it

collec:

'S IN revenue. To finance

spendl

Ng, governments often

borrow money by selling
bonds.



Debt Clock

» hitp://www.usdebtclock.org/



http://www.usdebtclock.org/

» Nhitps://www.econedlink.org/tool/199/Budget-Deficits-Public-Debt-Video-
Quiz

» Nhitps://www.econedlink.org/tool/199/Budget-Deficits-Public-Debt-Video-
Quiz



https://www.econedlink.org/tool/199/Budget-Deficits-Public-Debt-Video-Quiz
https://www.econedlink.org/tool/199/Budget-Deficits-Public-Debt-Video-Quiz
https://www.econedlink.org/tool/199/Budget-Deficits-Public-Debt-Video-Quiz
https://www.econedlink.org/tool/199/Budget-Deficits-Public-Debt-Video-Quiz

How does Monetary and Fiscal policy work
fogether to achieve a sound Economy®¢

FISCAL POLICY

MONETARY POLICY

Higher taxes

Lower taxes

Higher povernment
spending
Lower government

spe nclim iy

Selling Treasury
SCCUritlics
Buying Irecasury
SCCUTITICS
Increasing the
rescrve ratio

I ncreasi ng the
discount ratc




