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o Abalanced budget means that government revenue = government
expenditure

o Abudget deficit means that government revenue < government
expenditure Say goodbye to ads. Join now

o Abudget surplus means that government revenue > government
expenditure

privacy policy.

1.INTRODUCTIONTO
ECONOMICS

4

e Abudget deficit has to be financed through public sector borrowing
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categories

1. Current expenditures: These include the daily payments required to run the
government and public sector. E.g. The wages and salaries of public
employees such as teachers, police, members of parliament, military
personnel, judges, dentists etc. It alsoincludes payments for goods/services
such as medicines forgovernment hospitals
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Expansionary & Contractionary Fiscal Policy

privacy policy.

1. Expansionary Fiscal Policy

e Expansionary fiscal policies include reducing taxes orincreasing government
spending with the aim of increasing AD

e AD=household consumption (C) + firms investment () + government spending
(G) + exports (X) - imports (M)
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o Net externaldemand - unsure - exports may rise due
tonew investments in the economy, butimports may
rise due to higherincome generated by the
investment
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e Net external demand improves (withlessincome,
imports may fall)

Example 3: The Government cuts Government Spending in their Budget
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o Government budgets are usually presented once ayearwhereas
monetary policy adjustments can take place 4-8 times peryear

NEXTTOPIC
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