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“The fortunes of every American Gov ernmem

American citizen are T
profoundly affected by Steven A. Peferson
governmental Thomas H. Rasmussen
economic policy-
making. Every time
government makes a
decision, some people
win and others lose.
The resulting conflicts
are the very stuff of
politics.” — Robert
Heineman
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What is Heineman giving
away here???

What are some of the
examples of government
involvement in the
economy...
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1. Government (unemployment /
manages the inflation)
economy
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2. Government
Regulatory
Decisions

(enwronment and
workplace safety v.
industry and
corporations)




Economic Policy

3. The Sticky
Question of

Taxatlo” f Top Marginal Federal Tax Rate History Through 2013

1776-1912=> 0%
1913 =>7%
2013 => 39.6%

(who should
pay what?)
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4. Government Spending Programs

GCOST TO THE AVERAGE

(who should

get “subsidies” TAK PAYER PER YEAR

aka “welfare”)

Tthtume.whilahnuse.unwﬂlﬂ-lmnnniul T Source: The Cato Institute
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5. Other Government ..Which might affect
Policies the distribution of

income (budget cuts,
legislation to protect
jobs, etc...).

EVEBY YEAII GﬂllFﬂBNIﬂ SPENIIS

PRISONINMATE '\ EDUCATE A CHILD.
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Managing

The Economy:
4 Perspectives
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1. Laissez-Faire Policy

Government should keep
its hands off the
economy, allowing
price changes to
determine what the
economy produces
and where people
work.
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2. Keynesian Fiscal
Policy

Government should
make taxing and
spending decisions
to promote full
employment.
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3. Monetary Policy

The Federal Reserve
should increase or
decrease the
supply of money to
promote stable
prices.
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4. Supply-Side Policy

Government should
lower tax rates to
encourage more
savings and
investment in high
productivity.

“And then we told them wealth
would ‘trickle down.””




Economic Policy

Economic

Policy-Making
Institutions
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1. Council of Economic
Advisors (CEA)

" ' 9:06 AM ET
»

-

Annual reports on the
state of the economy
and advice on
economic policies.

#CNNSOTU | A LIVE

(Trump's CEA Chairman Kevin HASSE'TO E:E&ﬁjgfpital stock is ready to get HOVEMBEH m
Hassett quote: "Our human " A

capital stock is ready to get back
to work.") Definition of “stock” from Merriam-

Webster: “animals kept or raised for
use or pleasure

especially: farm animals kept for use and
profit
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2. Office of
Management and
Budget (OMB)

Designs budget for

spending revenue.

(Trump’s OMB "“Acting Director”

Michael Rigas)

Michael Rigas

Acting Director, Office of Personnel Mana amaent
'E ‘ >
1 b
i
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3. Treasury Advises president on
Department taxation and
monetary

T : policy.

CAPITOL HILL
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4. Federal Reserve
Board (The Fed)

Controls money
supply in 3 ways:
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"'-J s { H o = \ Dﬂes,-.v;'.-,;x.f.«..;.-:_.f.-
A. Establishes reserve requirements (higher reserve means
less money to loan).

B. Sets discount rate (interest rate banks must pay to borrow
money from the Fed).

C. Buys and sells government securities (when selling, less $ in
economy, interest rates up — when buying, more $ in
economy, interests rates down).
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Can Government

Manage the
Economy?
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Yes!

1. Fiscal and
monetary policy.

2. Sheer size of
government
spending.
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No!

1. Institutional
fragmentation.

2. Economically achices] ﬂé‘ﬁi\

interdependent world. =0

3. Oil supply disruptions.
4. Political priorities.
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The

Budgetary
Process
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Taxing, Spending and Income Distribution

To what extent do taxation and social spending
serve to narrow the gap between the rich and
poor?

i Drifting Apart:
Rising Together: ; ; .
Change in Family Income, 1947-79 Changel:g gﬂﬂ:‘l}; :ﬁng"fl; 1536?9 20a

by Quintile and Top 5%

111% 114%

Bottom 20% Second 20% Mddle 20%  Fourth20%  Top 20%




A LAP DANCE THE :
KiD§ SHOULONT WATEH - o8

The Politics of the Budgetary Process

At what levels should the government tax and
spend?

How should dollars be divided among various
spending categories?
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6

Contentious
Issues
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1. Military
Spending

B Military Spending ($ Billions)

circa 2003-2005

Canada

- Turkey

Too low, too high Brazil
/4 4 Australia

- = Israel

or just right? Seuc s
Indi

Saudi Ar‘gb:g

Italy

Germany

France

UK

Japan

Russia

China

USA

112.5 225.0 337.5
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2. Entitlement
Payments to
Individuals

a. Social Security
b. Medicare

C. Students

d. Unemployed
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3. Interest Payments
on Government
Debt

| Will the economy
= grow faster than
the debt?
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4. Deficit Reduction

a. Gramm-Rudman-
Hollings Act: failed Iin
its attempt to stop
deficit spending

b. The 1993 Deficit
Reduction Act:
achieved deficit
reduction by raising
taxes and increasing
military cuts.
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5. 2008 Bailout

“Too big to fail”
and
contemporary
capitalism’s
“moral hazard”

Deesillustration.com
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6. How should we teach economics?

Economic Approaches

1%

1%
1%
2% /_1% B Neoclassical economics
2%2% _\

Behavioral economics
Radical economics

I Classical political economy
Original Institutional economics
Feminist economics / Social
economics

m Austrian school
Ecological economics

B Post-Keynesian economics

| Complexity economics




