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An Introduction to Economic Policy 

 The framers did not concentrate economic policy in 
any one branch. 

 By creating a national government of limited powers 
and providing constitutional guarantees to protect 
property from excessive regulation, the framers 
succeeded in protecting capitalism. 

– Fiscal policy 

– Monetary policy 

 We use two yardsticks to measure the performance of 
the economy. 

 

 

 

       

                              

 

 

                                   

 

   





 Where the Money Comes From 

− Federal, state, local governments spend  approx. 1/3 nation’s 
GDP 

− Individual income taxes, payroll taxes, corporate income taxes, 
excise taxes, and other sources, including borrowing &tariffs 

− Progressive taxes 

− Regressive taxes 

 Where the Money Goes 

– Adds to total national debt 

– Most federal spending is     
mandatory 

– The rest is discretionary 

Fiscal Policy 



Fiscal Policy 

 The Budget Process 

– The Office of 
Management and 
Budget (OMB)  

– Congressional Budget 
Office (CBO) – created 
in 1974 Budget Act 

 Tax Expenditures 
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Fiscal Policy 

The Politics of Taxing and Spending 

 Taxes can promote economic growth and reward 

certain types of behavior. 

 As much as taxpayers 

complain about taxes 

most  taxpayers want 

more of virtually 

everything the federal 

government provides. 

 

                                          



Monetary Policy 

 Monetary policy is the second way the federal 
government manages the economy. 

 Advocates of aggressive monetary policy 
contend that the            
money supply is         
the key factor           
affecting the       
economy’s           
performance. 

 

                                    

                                            



Monetary Policy 

The Federal Reserve System 

 Monetary policy is not made by Congress or 
the president. 

 The Fed has several basic tools for influencing 
the economy. 

– Federal funds rate 

 The rate goes up and down through decisions 
by the Federal Reserve Board. 

 





Copyright © 2011 Pearson Education, Inc. Publishing as Longman 



 
 

Government and Economic Policy 

 The Great Depression of the 1930s 

tested competing theories about helping 

the economy. 

− Laissez-faire economics 

− Keynesian economics 

 

Monetary Policy 



Promoting the Economy 

U.S. economic policy has two goals: 

 Promoting Economic Growth 

– Securing the “blessings of liberty” 

– Promoting International Trade 

 Regulating business activity 

– Protectionism 

– Trade deficit 

– Dumping  



Promoting the Economy 

 The World Trade Organization 

 The North American Free Trade Agreement 

 

       

                                          

                        

                                     



Regulating the Economy 

 Regulating Corporations 

– Congress authorized to regulate commerce among 

states and with foreign nations 

– Two types of regulatory agencies: independent 

agencies & independent regulatory commissions 

 Regulating Competition 

– Antitrust legislation – Sherman Antitrust Act (1890) 

– Federal Trade Commission (1914) 



 
 

 Regulating the Use of Labor 

 Regulating Corporate Markets 

– Securities and Exchange Commission (SEC) 

established under Securities Exchange Act of 1934 

 Protecting the Environment 

– Clean Air and Water Acts in early 1970s 

– Environmental Protection Agency (EPA) 

– Environmental impact statements 

Regulating the Economy 



 
 Corporate Responsibility 

 Many corporations have been dealing with the 
increased pressure to be more responsible. 

– Donating money and volunteering time to communities 

 Corporate social responsibility: Efforts by corporations 
to improve their reputations by paying attention to 
their contributions to the social good. 

– Giving to charities 

– Free consulting and advertising to help charities 

– Partnership activities 

Regulating the Economy 



The Deregulation Movement 

• Deregulation is a policy promoting cutbacks in 
the amount of federal regulation in specific 
areas of economic activity. 

• During the past generation, airlines, trucking, 
and railroads have been granted considerable 
freedom in conducting their operations.  

 

 

 

 

                                         



  

A Continued Federal Role 

• Members of Congress and the president 

understand that the federal government 

must be active in the economic life of the 

nation. 

• Citizens exert a great deal of influence on 

economic policy. 

                                    

 

 

                                      

The Deregulation Movement 


