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Expenditures, tax revenues and budget deficit
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Structural
Deficit:

A deficit that
exists at the full-
employment
level of GDP

Cyclical Deficit:

A deficit which
results from
being at alevel
of GDPthat is
less than full-
employment.
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government deficit = new borrowing from public + new money created
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Alternative Fiscal Policies

Stimulus for Recessionary Gap: Coolant for Inflationary Gap:

— Cut Taxes — Increase Taxes

— Increase Govt. Spdg. — Decrease Govt. Spdg.

— Increase Transfers — Reduce Transfers

— Increase Investment — Reduce Investment

— Increase Exports, Reduce — Increase Imports
Trade Deficit

— Lower Interest Rates — Raise Interest Rates

— Government Deficit — Government Surplus
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(monetary policy)

(open market operations)
(changing reserve requirements)

(changing the discount rate)



X2 (demand management)
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XS (capital deepening)
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