Fiscal Policy 

Fiscal policy is the use of government taxes and spending to alter macroeconomic outcomes.

	Fiscal Policy Tools
	Affect on AD/AS
	Affects on Price

	Tax Cut
	Shifts AD to the right
	Increase in relative prices

	Tax increase
	Shifts AD to the left
	Decreases in relative prices

	Increase in government spending 
	Shifts AD to the right
	Increase in relative prices

	Decrease in government spending 
	Shifts AD to the left
	Decreases in relative prices


Automatic Stabilizers 

Automatic stabilizers are federal expenditure or revenue items that respond counter-cyclical to changes in national income.  

Automatic stabilizers take place automatically and do not require Congressional or Presidential intervention. Automatic changes in taxes and spending do not reflect current fiscal-policy decisions: they reflect laws already on the books.

For example automatic stabilizers in an economic slow down leads to:

· Increase in government spending (unemployment benefit, welfare)

· Reduction in tax revenue.

· Widen budget deficits 

Discretionary Policy 

Discretionary Policy is a fiscal policy refers to deliberate change in tax or spending legislation. 

It requires Congressional and Presidential intervention.

Discretionary fiscal policy entails only new tax and spending decisions.

The yearly changes in the tax code and spending create the discretionary income and can create a larger surplus or deficits.

Fiscal year is the 12 month period used for accounting purposes.  The US government uses an October 1st to September 30th as the fiscal year.

















































