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Section 1: Guided Reading and Review

Understanding Fiscal Policy
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64 Chapter 15 Guided Reading and Review

A. As You Read
As you read Section 1, fill in two supporting facts or details under each main idea by answering
each question.

Main Idea: The president and Congress work through a budget process to draw up a spending
plan for the following fiscal year.

1. Which part of the executive branch is responsible for preparing the president’s budget 
proposal?

2. Which congressional committees submit the final bills that authorize specific spending?

Main Idea: The federal government may use fiscal policy to try to make the economy run more
smoothly.

3. Under what conditions might the government use expansionary fiscal policies?

4. Under what conditions might the government use contractionary fiscal policies?

Main Idea: The federal government has specific policies that it uses to influence the economy.

5. What are its two main expansionary policies?

6. What are its two main contractionary policies?

Main Idea: Although fiscal policies may appear to be powerful economic tools, they can be diffi-
cult to put into practice.

7. What kinds of entitlement programs make it difficult to change spending levels?

8. Why does it take so long to put fiscal changes into effect?

B. Reviewing Key Terms
Answer each of the following questions.

9. What is the federal budget?

10. What is the main function of the Congressional Budget Office?

11. What is the overall goal of expansionary policies?

12. What is the overall goal of contractionary policies?

the Office of Management and Budget

the Appropriations Committees for each house

when the economy is in a recession or the government is trying to prevent one

when there is fast-growing demand and danger of inflation

increasing government spending and cutting taxes

decreasing government spending and 

raising taxes

Medicaid, Social Security, veterans’ benefits

The changes have to be put into the 
federal budget, which takes 18 months to prepare; then it takes time for the changes to affect the
economy.

a written document detailing government revenues and 
expenditures for a certain fiscal year

gives Congress independent economic 
data for reviewing a budget proposal

to increase output

to decrease output

Possible answers below

Possible answers below
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Section 2: Guided Reading and Review

Fiscal Policy Options

Guided Reading and Review Chapter 15 65

A. As You Read
As you read Section 2, answer the following questions.

1. What failure of classical economics did the Great Depression highlight?

2. How did John Maynard Keynes explain the continuation of the Great Depression?

3. (a) According to Keynes, how could the Depression-era government make up for the drop
in private spending?

(b) What did Keynes say the result would be?

4. (a) What economic data did Keynes say the federal government should track?

(b) For what purpose?

5. Why did Keynesian economics lose popularity in the 1960s and 1970s?

6. What is a stable economy?

7. When national income is low, how do taxes and government transfer payments help stabi-
lize the economy?

8. According to supply-side economics and the Laffer curve, how do higher tax rates affect
the economy?

9. What argument lies at the heart of supply-side economics?

10. How did President Kennedy propose to increase demand?

B. Reviewing Key Terms
Use a key term to complete each sentence.

11. An economy sustains maximum output for a period of time when it operates at
.

12. The idea that in a free market, people act in their own self-interest, causing prices to rise or
fall so that supply and demand will always return to equilibrium is the thinking in

.

13. Taxes and transfer payments act as .

14. The idea that every dollar change in fiscal policy creates a greater than one dollar change in
the economy explains the .

It showed that 

classical economics did not address how long it would take the economy to return to equilibrium.

He stated that it continued because neither consumers nor business had incentive to spend enough
to increase production.

by buying goods and services of its own 
It would encourage production and increase
employment.

total level of spending by consumers, businesses, and government 

to watch for signs of upcoming recession or depression

Economic growth 
slowed while inflation continued to rise. Government spending was so great that it was hard to adjust
spending levels to stabilize the economy.

one with no rapid changes in the economic indicators

Lower income from taxes and higher transfer payments increase consumer 

spending, which balances against decreased consumer spending resulting from falling income.

They discourage people from working and prevent businesses from increasing 

production, thus reducing output.

A tax cut increases employment so 

much that the government collects more in taxes at the new rate.

by cutting taxes

productive capacity

classical economics

automatic stabilizers

multiplier effect

Possible answers below
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Section 3: Guided Reading and Review

Budget Deficits and the National Debt
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66 Chapter 15 Guided Reading and Review

A. As You Read
As you read Section 3, complete the following sentences.

1. When the government increases the amount of money in circulation to cover large deficits,
inflation results because

.

2. Wise federal borrowing allows the government to

.

3. The national debt will grow each year that

.

4. The national debt is owned by

.

5. Historically, national debt as a percentage of GDP rises during

.

6. The two problems of a national debt are that

.

7. The opportunity cost of servicing the debt is that

.

8. Today, many economists think the role of the federal government in the economy should be

.

B. Reviewing Key Terms
Define the following terms.

9. budget surplus

10. hyperinflation

11. national debt

12. Treasury bill

once the economy reaches full employment, the increase in money will 

mean there are more dollars to buy the same amount of goods and services

create more public goods and services

there is a budget deficit and the federal government 

borrows money to cover it

investors in the United States and around the world who have put 

their money and trust in the federal government

wartime

it reduces the funds available for businesses to 

invest, and the government must pay interest to bondholders

dollars spent servicing the debt cannot be 

spent on other things, like defense, health care, or infrastructure

limited

condition when annual government revenues exceed expenditures

very high inflation—at rates of hundreds, even thousands of percent

the total amount of money the federal government owes

short-term government bond, to be repaid within a year or less

Possible answers below
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