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;0fjjjectjves
-Afterstudyrng| this section you will be able to:

1. Describe how the government uses fiscal
policy as a tool for achieving its economic
goals.

2. Explain how the government creates the
federal budget.

3. Analyze the impact of fiscal policydecisions
on Ihe economy.

4. Identify the limits of fiscal policy.

•'M+

The word fiscal comes from the Latin
word fisc, which means "basket" or

"bag." Over lime, ihe word came lo be
linked with a bag of money. Specifically, ii
meant the "bag," or pool, of money held
by the government. In Chapter 14, you
read about how the government collects
money, primarily through taxes, and how
the government spends us money on a wide-
variety of programs. In this section you will
read about fiscal policy. Fiscal policy is the
use of government spending and revenue
collection to influence the economy.

Fiscal Policy as a Tool
As you learned in Chapter 14, the federal
government lakes in and spends huge
amounts of money. The federal govern
ment spends about $250 million every
hour, $6 billion every day, and about $2.2
trillion a year. The tremendous flow of cash
into and out of the economy has a large-
impact on aggregate demand and supply in
the economy.

Fiscal policies are used to achieve
economic growth, lull employment, and
price stability. Fiscal policy decisions—how
much to spend and how much to tax—are
among the most important decisions the

Section Focus

The federal government takes in
money for the budget through
taxation and borrowing. The
decisions the government makes
about taxing and spending can have
a powerful impact on the overall
economy.
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federal government makes. These decisions
are made each year during the creation ol
ihe federal budger.

The Federal Budget
The federal budget is a written document
indicating the amount of money the
government expects to receive for a certain
year and authorizing the amount the

fiscal policy the use of
government spending
unci revenue collection

to influence the

economy

federal budget a plan
tor the federal

government's revenues

and spending for the
coming year

• Federal budget costs include Transportation Security Administration
workers who screen airline passengers and luggage for security threats.
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Figure 15.1 Creatingthe Federal Budget h£:

Federal agencies send requests for money to the
Office of Management and Budget.

The Office of Management and Budget works witli
the President to create a budget InJanuary or
February, the President sends this budget to
Congress.

Congress makes changes to the budget and sends
this new budget to the President.

The President signs the budget
into law.

The President vetoes the

budget. II Congress cannot
got a I majority to override the
President's veto. Congress
and the President must work
together to create a new,
compromise, budget.

^Ja5i^? Congress and the White House work together over the
course of the year to put together a federal budget.
Government Who takes the first step inthe budget

^^^ Pr°CeSS?

fiscal year a twelve
month period that can
hegin on any date

Office of Management
and Budget (0MB)
government office that
manages the federal
budget

Congressional Budget
Office (CBO)

government agency

that provides
economic data to

Congress
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government can spend that year. The
ledera! budget: is just a plan to pay lor the
federal government's expenditures. Much
like a family's budget, it lists expected
income and shows exactly how the money
will be spent.

1 he federal government prepares a new
budget for each fiscal year. A fiscal year is a
twelve-month period that is not necessarily
the same as the January-to-Dcccmber
calcndar year. The federal government uses
a fiscal year that runs from October I
through September .30.

The federal budget takes about IS
months to prepare. During this time,
citizens, Congress, and the President debate
the government's spending priorities. There
are lour basic steps in the federal budget
process.

Spending Proposals
The federal budget must fund many offices
and agencies in the federal government,

and Congress cannot decide all of their
needs. Before the budget can be put
together, each federal agency writes a
detailed estimate of how much it expects to
spend in the coming fiscal year.

These spending proposals are sent to a
special unit of the executive branch, the
Office of Management and Budget (0MB). The
OMB is part of the Executive Office of the
President. As its name suggests, the OMB is
responsible for managing the federal
government's budget. Its most important
job is to prepare the federal budget.

In the Executive Branch

The OMB holds several meetings lo review
the Federal agencies' spending proposals.
Representatives from the agencies must
explain their spending proposals to the
OMB and convince the OMB to give them
as much money as they have asked for.
Usually, OMB gives each agency less than
they say they need.

The OMB then works with the Presi
dent's staff to combine all of the individual
agency budgets into a single budget
document. This document gives the Presi
dent's overall spending plan for the coming
fiscal year. The President presents the
budget to Congress inJanuary or February.

In Congress
The President's budget is only a starting
point, and the number of changes Congress
makes depends on the relationship between
the President and Congress. Congress care
fully considers, debates, and modifies the
President's proposed budget. For help,
members of Congress rely on the assistance
of the Congressional Budget Office (CBO).
Created in 1974, the CBO gives Congress
independent economic data to help with its
decisions.

Much of the work done by Congress—
the I louse of Representatives and the
Senate—is done by small committees.
Working at the same time in different
houses of Congress, committees in the
Mouse and Senate analyze the budget and
hold hearings at which agency officials and
others can speak outabout the budget. The



House Budget Committee and Senate
Budget Committee combine their work to
propose one initial budget resolution,
which must be adopted by May 15 of the
year. This resolution is not intended to be
final, but gives initial estimates for revenue
and spending to guide the legislators as
they continue working on the budget.

Then, in early September, the Budget
Committees for each house of Congress
propose a second budget resolution that
sets binding spending limits. Congress must
pass this resolution by September 15, after
which Congress cannot pass any new bills
that would spend more money than the
budget resolution allows.

Finally, (lie Appropriations Committees
for each house submit bills to authorize
specific spending. By this time, (he new
fiscal year is about to start and Congress
faces pressure 10 get these appropriations hills
adopted and submitted lo the President
quickly before the previous year's funding
ends on September 30. If Congress cannot
finish in time, it must pass short-term
emergency spending legislation known as
"stop-gap funding" to keep the government
running. If Congress and the President
cannot even agree on temporary funding,
the government "shuts down" and all but
the most essential federal offices will close.

In the White House

Congress sends the appropriations bills to
the President, who can sign them into law.
If he vetoes any of these bills, Congress
must either come up with enough votes to
override the veto—usually, this is impos
sible—or work with the President to write

an appropriations bill on which both sides
can agree. Once that is completed, the
President signs the new budget into law.

Fiscal Policy and
the Economy
Government officials who rake part in the
budget process debate how much should
be spent on specific programs such as
defense, education, and scientific research.

They also consider how much should be
spent in total. The total level of govern
ment spending can be changed to help
increase or decrease the output of the
economy. Similarly, taxes can be raised or
lowered to help increase or decrease the
output of the economy.

Fiscal policies that try to increase output
an- known as expansionary policies. Fiscal
policies intended to decrease output are
called contractionary policies. By carefully
choosing to follow expansionary or
contractionary fiscal policies, the federal
government tries to make the economy run
as smoothly as possible.

Expansionary Fiscal Policies
Governments use expansionary fiscal
policies lo raise the level of output in the
economy. That is, they use expansionary
policies to encourage growth, cither when
the economy is in a recession or to try to
prevent a recession. Recall from Chapter 12
that a recession is the parr of the business

appropriations hill a
billthatsots money
aside for specific
spending

expansionary policies
fiscal policies, like
higher spending and
tax cuts, that

encourage economic
growth

contractionary policies
fiscal policies, like
lower spending and
higher taxes, that
reduce economic

growth
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^j^^ff Expansionary fiscal policy helps the economy by increasing
aggregate demand and output.

^, Supplyand Demand How do increases in government
^TctJnc^ spending affect aggregate supply?
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