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11.16: Putting It Together- Fiscal Policy

In this module, you learned about fiscal policy and the power that government has to adjust government spending and taxes to
stimulate or slow down the economy. First, you learned that the federal government spends most of its budget in a small number of
areas, including national defense, social security, social welfare programs, healthcare, and interest on the federal debt. Most federal
tax revenue comes from individuals’ income, though some comes from corporate profits. State and local governments spend the
majority of their budgets on education and transportation, while their tax revenue comes primarily from property and sales taxes.
Some states don’t even have an income tax.

Approaches to fiscal policy vary. Keynesians favor an activist fiscal policy. Congress can intentionally try to stimulate the economy
using expansionary fiscal policy by either cutting taxes or increasing government spending. Congress can also try to slow the
economy down if is overheating by using contractionary fiscal policy, either by increasing taxes or cutting on spending.
Neoclassical economicsts prefer a more passive fiscal policy with low tax rates to promote economic growth.

We will develop a more sophisticated understanding of fiscal policy in a future module, but first we need to learn about monetary
policy.

Contributors and Attributions
CC licensed content, Original

o Authored by: Steven Greenlaw and Lumen Learning. License: CC BY: Attribution

CC licensed content, Shared previously

o Fiscal policy image. Authored by: Nick Youngson. Provided by: Alpha Stock Images. Located at: http://www.creative-
commons-images.com/clipboard/fiscal-policy.html. License: CC BY-SA: Attribution-ShareAlike

11.16: Putting It Together- Fiscal Policy is shared under a not declared license and was authored, remixed, and/or curated by LibreTexts.

https://biz.libretexts.org/@go/page/47467



https://libretexts.org/
https://biz.libretexts.org/@go/page/47467?pdf
https://biz.libretexts.org/Courses/Lumen_Learning/Macroeconomics_(Lumen)/11%3A_Fiscal_Policy/11.16%3A_Putting_It_Together-_Fiscal_Policy
https://creativecommons.org/licenses/by/4.0
http://www.creative-commons-images.com/clipboard/fiscal-policy.html
https://creativecommons.org/licenses/by-sa/4.0
https://biz.libretexts.org/Courses/Lumen_Learning/Macroeconomics_(Lumen)/11%3A_Fiscal_Policy/11.16%3A_Putting_It_Together-_Fiscal_Policy
https://biz.libretexts.org/Courses/Lumen_Learning/Macroeconomics_(Lumen)/11%3A_Fiscal_Policy/11.16%3A_Putting_It_Together-_Fiscal_Policy?no-cache

