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FISCAL POLICY

The Evolution of Fiscal Policy (pages 459-465)

FISCAL POLICY AND POTENTIAL OUTPUT

1. What 2 tools does the government use to move the economy toward full employment and price stability?

a. _____________________________

b. _____________________________

Potential Output

2. Define potential output.

__________________________________________________________________________________________________________________________________________________________________________________________________________________

3. What is potential output also referred to as?

__________________________________________________

4. What is the natural rate of unemployment (full employment)?

__________________________________________________________________________________________________________________________________________________________________________________________________________________

5. At the natural rate of unemployment (full employment), there is none of what type of unemployment?

________________________________________________

6. Generally, what is the estimated natural rate of unemployment (full employment)?

_____________________________

Output Below Potential

7. When output is below the economy’s potential, what do policy makers do with taxes and government spending?

a. ________ Taxes

b. ________ Government Spending

Output Exceeding Potential

8. What problems might be caused by a country producing beyond its potential?

__________________________________________________

9. What fight higher inflation, what actions might policy makers take in regards to taxes and government spending?

a. ________ Taxes

b. ________ Government Spending

How Can Output Exceed the Economy’s Potential?

10. When an economy is producing its potential output, is there still some unemployment?  Why or why not?  

_______________________________________________________________________________________________

_______________________________________________________________________________________________

_______________________________________________________________________________________________

11. In your textbook, how does a student’s study habit for a school year help offer an explanation of how an economy can exceed its potential output?

_______________________________________________________________________________________________

_______________________________________________________________________________________________

_______________________________________________________________________________________________

THE RISE OF FISCAL POLICY

12. True or False:  Before the Great Depression, the federal government played a minor role in the economy.

________________________

View of Classical Economists

13. Prior to the Great Depression, economists followed and practiced what economic theory?

______________________________

14. What is “laissez-faire”?

________________________________________________________________________________________________________________________________________________________________________________________________

The Great Depression and Keynes

15. What was the unemployment rate at the peak of the Great Depression?

________________

16. Fill in the Blanks:  “Keynesian theory and policy were developed to address the problems of ________________________________________________________________________________________________

The Multiplier

17. Define the multiplier effect.

________________________________________________________________________________________________________________________________________________________________________________________________

18. If the government spends $100 million on a new presidential plane, Air Force One, who is effected by it?

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

The Rise of Fiscal Policy

19. What were the 3 developments that followed in the years after the Great Depression to support the use of fiscal policy?

a. _______________________________________________________________

b. _______________________________________________________________

c. _______________________________________________________________

20. After the Great Depression, what was the new objective of fiscal policy?

________________________________________________________________________________________________________________________________________________________________________________________________

