
The science and study of how 
individuals, businesses, governments 
and nations make choices about the 
most effective use and allocation of
limited resources in order to satisfy 

unlimited wants and needs.
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Gross Domestic Product 
Measuring a Country’s Income

GDP is the total value of the final goods 
and services produced in a country in 

one year.

(Measure of Output)



GDP = C + I  + G + (X – M)
Consumption (C):  Spending by households on goods and 

services.  Includes spending on things such as cars, food, and 

visits to the dentist. 

Investment (I):  Spending by businesses on machinery, 

factories, equipment, tools, and construction of new buildings.

Government (G):  Spending by all levels of government on 

goods and services.  Includes spending on the military, 

schools, and highways. 

Net Exports (X - M): Spending by people abroad on US 

goods and services (exports, or X) minus spending by people 

in the US on foreign goods and services (imports, or M).



Real and Nominal GDP

•Nominal GDP is GDP 
measured in current 
prices. It does NOT 
account for price level 
increases from year to 
year.

•Real GDP is GDP 
expressed in constant, 
or unchanging, dollars. 
Real GDP takes into 
account price level 
increases from year to 
year.  

Price level increase from year to year is 
known as…





Quiz

1. GDP is the total market value of:

A. all expenditures on natural resources, labor, and capital 

goods in an economy in a given year.

B. all expenditures on consumption, investment, and net 

exports in an economy in a given year.

C. all intermediate goods and services produced in an 

economy in a given year.

D. all final goods and services produced within a nation's 

borders in a given year.

2. Inflation is a rise in:

A. the general level of prices over time.

B. the standard of living over time.

C. industrial production.

D. real GDP.

3. Exports minus imports may be defined 

as:

A. net imports.

B. net exports.

C. net investment.

D. foreign exchange.

4. Which form of GDP takes into account 

price level increases from year to year?

A. Nominal GDP

B. Adjusted GDP

C. Basic GDP

D. Real GDP



https://youtu.be/VVxYOQS6ggk

https://youtu.be/VVxYOQS6ggk


Georgia Standards of Excellence

SSEF5 Describe the roles of government in the United States 
economy.

a. Explain why government provides public goods and services, 
redistributes income, protects property rights, and resolves 
market failures.

b. Explain the effects on consumers and producers caused by 
government regulation and deregulation.



Take out the Mindomo map you created for the US Government org chart



Economic Efficiency
Economic Equity
Economic Freedom
Economic Growth
Economic Security
Economic Stability

Broad Social Goals of an Economy



Economic Efficiency

Economic efficiency means…
allocating scarce productive resources to produce the goods 
and services that people want and using inputs in a manner 
that keeps production costs as low as possible.



Economic Equity

Economic equity means…

what is “fair.” Economic actions and policies have to 
be evaluated in terms of what people think is right 
or wrong. Equity issues often arise in dealing with 
the distribution of income and wealth. 

To some, equity means providing equal opportunity; 
to others, equity means equal outcomes.

Can anyone give me an example of a 

governmental policy intended to promote 

Economic Equity? 



Economic freedom means…

allowing consumers (citizens) to decide 
for themselves how they will spend their 
income, generate their income, and 
ultimately to decide how they will 
allocate their own financial resources.   

Economic Freedom



Analysis Quiz:

Analyze the cartoon. 

1. What is the message 

of the cartoon? 

Provide a short 

explanation.

2. List TWO specific 

examples of 

government policies 

that could be 

described using the 

cartoon’s message 

and & explain 

how they 

impact 

Economic 

Freedom.



Economic Growth

Economic growth means…

increasing the production of goods and service over time. 
Economic growth is measured by changes in the level of 
real Gross Domestic Product (rGDP). A target annual 
growth rate of 3 percent to 4 percent in real GDP is 
generally considered reasonable and sustainable.



Gross Domestic Product 

GDP is the total value of the final goods 
and services produced in a country in 

one year.

(Measure of Output)



Economic security means…

protecting consumers, producers, and resource owners from 
risks that exist in society. Each society must decide from which 
uncertainties individuals can and should be protected, and 
whether individuals, employers, or the government should 
provide or pay for this protection.

Economic Security



Question:
What type of 

Economic 
Security is being 
depicted in the 
“Wall Street” 
movie clip?

https://www.youtube.com/watch?v=oYEkzKhFhFM


Economic stability means…

no massive swings in the output 
growth of a nation’s economic system 
as well as avoiding inflation and 
deflation. 

Economic Stability

What, again, is the definition of Inflation?

Price level increase from year to year.



Economic Stability

Economic stability is accomplished through…



https://youtu.be/_tULRch1PRQ


Understanding Fiscal Policy

• What is fiscal policy and how does it affect the economy?

• How is the federal budget related to fiscal policy?

• How do expansionary and contractionary fiscal policies affect the 
economy?

• What are the limits of fiscal policy?

Legislative Executive &
Branches of Government 



Fiscal policy is the federal government’s 

use of taxing and spending to promote 

economic stability.

What Is Fiscal Policy?

The flow of cash into and out of the economy as a 
result of government spending and taxing has a large 

impact on the economy.



Fiscal Policy and 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 
government can spend that year.

• The 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 – December calendar year.   

Creating the Federal Budget

Federal agencies send requests for money to 

the Office of Management and Budget.

The Office of Management and Budget works 

with the President to create a budget. In 

January 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. If Congress cannot 

get a      majority to override 

the President’s veto, 

Congress and the President 

must work together to create 

a new, compromise, budget.

2⁄3

Legislative & Executive Branch working together.



The total level of government spending can be changed 

to help increase or decrease the output 

of the economy.

Fiscal Policy and the Economy

Expansionary Policies

• Fiscal policies that try 
to increase output are 
known as 
expansionary policies.

Contractionary Policies

• Fiscal policies intended 
to decrease output are 
called contractionary 
policies.

What is the output of the economy called: 



Limits of Fiscal Policy
Difficulty of Changing Spending Levels

• In general, significant changes in federal spending must come from the small 
part of the federal budget that includes discretionary spending.

Predicting the Future

• Understanding the current state of the economy and predicting future 
economic performance is very difficult, and economists often disagree.  This 
lack of agreement makes it difficult for lawmakers to know when or if to 
enact changes in fiscal policy.

Delayed Results

• Even when fiscal policy changes are enacted, it takes time for the changes to 
take effect. 

Political Pressures

• Pressures from the voters can hinder fiscal policy decisions, such as decisions 
to cut spending or raising taxes.  



Coordinating Fiscal Policy

• For fiscal policies to be effective, various branches and 
levels of government must plan and work together, 
which is sometimes difficult.

• Federal policies need to take into account regional and 
state economic differences.

• Federal fiscal policy also needs to be coordinated with 
the monetary policies of the Federal Reserve.



Section 1 Assessment

1.  Fiscal policy is

(a) the federal government’s use of taxing and spending to keep the economy stable.

(b) the federal government’s use of taxing and spending to make the economy unstable.

(c) a plan by the government to spend its revenues.

(d) a check by Congress over the President.

2.  Two types of expansionary policies are 

(a) raising taxes and increasing government spending.

(b) raising taxes and decreasing government spending.

(c) cutting taxes and decreasing government spending.

(d) cutting taxes and increasing government spending.



Monetary Policy
Changes in the supply of money and the availability of credit initiated  

by a nation’s central bank to promote price stability, full employment 

and reasonable rates of economic growth.

Monetary 
Policy is 

facilitated 
by…

The Federal Reserve



The Federal Reserve is best known for its role in regulating the money supply.  
The Fed monitors the money supply and takes appropriate action to achieve 
three goals specified by Congress: maximum employment, stable prices, and 

moderate long-term interest rates in the United States..

Regulating the Money Supply

Factors That Affect Demand for Money

1. Cash needed on hand (Cash makes 
transactions easier.)

2. Interest rates (Higher interest rates 
lead to a decrease in demand for 
cash.)

3. Price levels in the economy (As 
prices rise, so does the demand for 
cash.)

4. General level of income (As income 
rises, so does the demand for cash.)

Stabilizing the Economy

• The Fed monitors the supply of and 
the demand for money in an effort 
to keep inflation rates stable.



Questions?



It’s time for…
Governmental Theatre

Today’s Presentation

Fiscal Policy: 

A Play in Six Acts



Governmental Theatre
Instructions:
In your group, choose parts and write a few 
lines for your role on notecards or paper.

To perform the play, line up next to each other in order 
and deliver your lines to the person next in line.

On your Economic Impact Record Table, record the 
problem presented, the President’s policy solution, and 
the impact the solution had on GDP and the economy.


