Topic – Government Budget and Fiscal Policy 

1. Government Income (T)

· What is the difference between a direct and an indirect tax? (show on supply and demand diagrams) 

· Classify the different taxes as direct or indirect from the Government Revenue in 2010/2011 pie chart. 

· What are the 3 types of taxes that the government collects the most income from in NZ and how much do they earn for the government?

· What are the other forms of income the NZ government can earn?

· Which income range pays the greatest amount of tax in NZ?

· Which income range has the highest number of people paying tax?
· Is government revenue an injection of withdrawal in the circular flow?

· What are all the changes to NZ’s tax rates effective 1st October 2010?

2. Government Expenditure (G) 
· What are the 3 largest areas of expenditure for the NZ government and how much did they spend in 2010/2011? 

· Is government expenditure an injection of withdrawal in the circular flow?

· What is the difference between a Government Department and a State Owned Enterprise (SOE) and give an example of each. 

· What is it called when the government 1) changes a Government Department into a SOE? 2) sells an SOE to the private sector? 3) buys a private sector company?   

NB – Government expenditure here includes all the following from the circular flow model and expenditure approaches to calculating GDP: -

1. Government Expenditure (G)

2. Capital Expenditure (I)

3. Transfers (Tr) – Welfare and Subsidies

3. Government Budget (G & T)

Budget – A plan of government income and expenditure for the coming year. 

Balanced Budget (G = T)

Budget Deficit (G > T)

Budget Surplus (T > G)

· Which will cause an injection, withdrawal and no change to the circular flow?

· What will government have to do if it runs continuous deficits?

· Has NZ made an operating surplus or deficit since 2009? 

· What is the effect on the trend of NZ’s Gross Crown Debt since 2009? 
·  What is the relationship between the ‘Operating Balance’ and ‘Govt Debt’? 
Public Finance Amendment Act 2004 – Features: The Government must …

• 
plan to run operating surpluses until acceptable public debt levels are achieved. 


• 
plan to maintain, on average, an operating balance once acceptable debt  levels are reached (i.e., the Government is to live within its means over time)
•   only plan to run a budget deficit during ‘exceptional’ economic circumstances e.g. the 2010 Budget deficit in response to the recession caused by the global financial crisis.
4. Fiscal Policy- using the government budget (Government Expenditure (G) or Taxes (T) to influence the level of economic activity and achieve the government’s goals.  
· Expansionary Fiscal Policy (G > T) i.e. budget or operating deficit e.g. cutting income taxes or increasing infrastructure spending on a broadband network.
· Contractionary Fiscal Policy (T > G) i.e. budget or operating surplus e.g. increasing income taxes or cutting welfare spending.
Economic (Trade) Cycle




· What are the main economic problems for the economy during a recession (employment, growth or inflation)?

· What type of fiscal policy should the government use during a recession and give an example. Show the effect on AD/AS model.

· What is the main economic problem associated with a boom period (employment, growth or inflation)?

·  What type of fiscal policy should the government use during a recession and give an example. Show effect on AD/AS model.

