
CONCEPT: BUDGET DEFICIT AND SURPLUS 

● The government budget involves the inflows of _________ and the outflows for _____________ and _____________ 

 

𝐺𝑜𝑣𝑒𝑟𝑛𝑚𝑒𝑛𝑡 𝑆𝑎𝑣𝑖𝑛𝑔𝑠 = 𝑇𝑎𝑥 𝑅𝑒𝑣𝑒𝑛𝑢𝑒 − 𝐺𝑜𝑣𝑒𝑟𝑛𝑚𝑒𝑛𝑡 𝑃𝑢𝑟𝑐ℎ𝑎𝑠𝑒𝑠 − 𝐺𝑜𝑣𝑒𝑟𝑛𝑚𝑒𝑛𝑡 𝑇𝑟𝑎𝑛𝑠𝑓𝑒𝑟𝑠 
 

 

□ Budget Surplus – when inflows from tax revenues _____________ the outflows from purchases and transfers 

□ Budget Deficit – when inflows from tax revenues _____________ the outflows from purchases and transfers 
 

 
Source: Federal Reserve Bank of St. Louis 

 

□ During recessions, government spending _______________ leading to a larger ____________________ 

 > The size of the budget deficit or surplus is dependent on the business cycle (i.e. recessions, expansions) 

□ Cyclically Adjusted Budget Deficit or Surplus: 

 > The government’s budget deficit or surplus if the economy were at its ____________ (long-run) GDP 

 > Automatic Stabilizer – Spending and taxes that change automatically throughout the business cycle 

 

Recession  Income _______  Taxes _______ 
 

 

Expansion  Income _______  Taxes _______ 
 

 

 
Source: Congressional Budget Office; Bureau of Economic Analysis 


