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Directions:  Read through the two prompts and answer the question 

completely and thoroughly.

1.) The economy is in a deep recession.  GDP has decreased steadily during the past year, along with consumer spending and business investment.  This has resulted in increased unemployment nationwide.  People are calling for the government to do something to help the situation.

· President of the U.S.:  The President announces that the tax cuts that he has been promising has been approved by the House and Senate, and will be put into effect immediately.  He states that he believes the tax cuts will help to stimulate the economy and create jobs.  

How do you think that tax cuts could help the U.S. get out of the recession???

2.) The economy has experienced high and increasing demand-pull inflation for some time.  Prices are increasing rapidly.  People are calling for the government to do something to help the situation.

· President of the U.S.:  The President announces that to cure the inflation, government spending will be decreased, in part by decreasing spending on aerospace and other government funded programs.  The President states that this will decrease overall demand in the economy and take pressure off rising prices.  

How do you think that decreasing government spending will help the U.S. stop some of the inflationary pressure?

Chapter 9: Fiscal Policy 
1. Define Fiscal Policy in your own words.  

2. What are the two extremes of the business cycle?

3. Which economist is considered to be the founder of fiscal policy?  Why is he credited as being the founder of this type of policy?

4. What problem is trying to be solved when the government pursues an expansionary fiscal policy?

5. What specific actions does the government take when pursuing an expansionary fiscal policy?  

6. What problem is trying to be solved when the government pursues a contractionay fiscal policy?

7. What specific actions does the government take when pursuing a contractionary fiscal policy?  
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