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<  Issues about whether government is doing too much or too little to 

solve the United States’ problems are refl ected in debates over policies 

such as the Aff ordable Care Act.

  Living with Necessary Evils 

 When it comes to their views of government, 

 Americans are a confl icted people. On the one 

hand, we value individualism and abhor the restrictions 

on our freedom that government often requires. On the 

other hand, we also value the security, safety, and benefi ts 

that public policies and programs provide. 

 Consider, for example, the debate that emerged in 

September 2008 when it became clear that the fi nancial 

problems facing investment and commercial banks were 

both global in scope and likely to aff ect the lives of most 

Americans. What was at fi rst perceived as an abstract 

problem limited to Wall Street’s abuse of fi nancial “instru-

ments,” such as “derivatives” and “credit default swaps,” 

soon became the talk of Main Street. 1  Th e crisis no doubt 

reshaped the 2008 presidential election, many think to the 

advantage of Barack Obama. But the debate that the crisis 

generated was not merely about which candidate or polit-

ical party could best deal with the emerging economic 

problems. It was also about the more fundamental issue of 

what role the government should have in eff orts to solve 

what many regarded as the most serious economic chal-

lenge since the Great Depression of the 1930s. 

 On one side of the debate were those who called for 

direct and massive government involvement, including 

many of the leading corporate and banking leaders who 

otherwise might have fought against too much govern-

ment interference. Led by then Treasury secretary Henry 

Paulson, this group initiated a call for Congress to ap-

prove a $700 billion “rescue” plan that would allow his 

offi  ce to assume ownership of the “troubled assets” at the 

center of the crisis. On the other side were those on both 

the political left and right who regarded the proposed ac-

tions as a blatant “bailout” of Wall Street or an unwar-

ranted intrusion into the American marketplace. 

 CHAPTER OUTLINE
& FOCUS QUESTIONS 

  Making Public Policy 
    >  How is public policy made?    

  Education Policy 
    >  What has been the federal 
government’s role in dealing with 
issues related to education?    

  Managing the Economy 
    >  How does the federal government 
attempt to manage the American 
economy?    

  Economic Development 
Policies 
    >  What are the issues surrounding 
the federal government’s eff orts to 
enhance overall economic growth?    

  Regulatory Policies 
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government do to assure the 
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 Our confl icting views of government action are not limited to times 

of economic crises. We complain about highway and bridge tolls, but we 

insist that every road be in good repair and wide enough to transport us to 

our destinations quickly. Or consider our puzzling attitudes toward to-

bacco and alcohol products. Our per capita consumption of cigarettes, 

beer, and wine remains among the highest in the world—and yet we insist 

on strict government regulation of who can buy them and where they can 

be sold and consumed. We complain about taxes while insisting that gov-

ernment spend more on everything from cleaner air and higher-quality 

schools to safer streets and more jobs. We openly disparage “welfare” pro-

grams and those who use them, but we insist that government provide all 

Americans with an economic “safety net” to protect individuals and fami-

lies during hard times. 

 How do we make sense of these confl icting views? Here again we fi nd 

that myths play a role. Our capacity to sustain these confl icting views 

of public policies is supported by one of the most powerful myths in the 

American political culture: the myth of government as a necessary evil. 

Traceable to the American Revolution, it is the belief that although we 

need government to protect ourselves from dangers and to accomplish col-

lective goals, we pay a signifi cant price for those benefi ts. According to the 

most popular versions of this myth, the heaviest price we pay is a loss of 

individual liberty. 

 We have other fears as well, including anxiety over our growing de-

pendence on some anonymous government bureaucracy (see Chapter 13). 

Th e debate over health care policy that preoccupied Americans from 

February 2009 until its passage in March 2010 off ers a clear example. 

More than fi fteen years earlier, advocates for universal health care seemed 

poised to do what every other industrialized nation had done at least two 

decades earlier. In 1994, President Clinton put it at the top of his policy 

agenda. Despite widespread public support at the outset of the debate, the 

proposal ultimately failed. Th ose who opposed the reforms launched a 

successful media campaign that focused on mobilizing Americans’ anti-

government feelings and fear of bureaucracy. 2  Economic analysts rein-

forced these concerns by arguing that public solutions to our problems are 

nearly always wasteful and less effi  cient than private-market solutions. 3  

 Th e 2009–2010 debate was diff erent in many respects, but in the end 

the issues came down to what the role of the government would be in the 

reformed health care system. 4  Given the experience of 1994, proponents of 

reform realized that the American public would never support a proposal 

for a national health-service model such as the one in the United Kingdom. 
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Nor would it be politically feasible to establish a “single payer” national 

health care insurance program like the Canadian model. Instead, early 

proposals called for the establishment of a “public option” that would give 

Americans a government-operated alternative to existing private insur-

ance providers. Such an option, it was argued, would make the market for 

health insurance more competitive and give the 30 million uninsured a 

place to buy coverage. But protests and heated debates focused on the 

threat of a “government takeover” of health care, and it soon became clear 

that a vocal segment of the American public was unwilling to accept re-

forms that involved even limited government involvement. In the end, the 

public option was dropped, and in its place was off ered a complex arrange-

ment in which insurance rates would be regulated and the government 

would facilitate the coverage of previously uninsured (high risk) individu-

als through private companies. 

  Th e necessary-evil myth has had a profound impact on American public 

policies. 5     Many Americans believe that only government can deal with 

major crises, such as an economic depression, thus illustrating the idea that 

government actions are often necessary. Stories of the Great Depression tell 

how the American economy worsened because President Herbert Hoover 

did nothing to rescue the U.S. economic system after the great stock market 

crash of 1929. According to this view, only the active intervention of gov-

ernment under President Franklin D. Roosevelt helped to alleviate the worst 

consequences of the Depression. 6  In contrast, critics of  America’s welfare 

policies during the 1960s describe how these programs failed, leaving a 

legacy of social deprivation among the poor. Th ese critics support their view 

of government’s negative infl uence by pointing to instances of the success of 

those who avoided or escaped the welfare system, or by citing a link between 

those programs and high crime rates or civil disorders. 7  

 For the American public, the decision of whether the government is 

more evil than necessary often depends on the specifi c issue or program 

being discussed, the language being used, and the way the program is 

presented. Public opinion pollsters and politicians understand, for exam-

ple, that Americans will be much more supportive of social programs that 

are called “assistance to the poor” rather than “welfare.” 8  

 Are government policies necessary? If so, are they necessarily evil? 

Th ose questions are central to an understanding of much of the ongoing 

debate about public policies among politicians and policymakers. As we 

will see in the following discussion of various domestic policy issues, the 

questions have no defi nitive answers. Nevertheless, the myth of govern-

ment as a necessary evil remains important because of the dynamic role it 
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plays in shaping public perceptions and in giving force and direction to the 

deliberations of public policymakers.  

  Making Public Policy 
 >  How is public policy made? 

Public policies  are decisions made and actions taken by government offi  cials in 
response to problems identifi ed and issues raised through the political system. At 
the national level, public policies can emerge from each of the major institutions 
of government. Congress makes policy by enacting laws, such as the 1964 Civil 
Rights Act (see Chapters 4 and 5), and presidents can issue executive orders (see 
Chapter 12), as President John F. Kennedy did in 1961 to create the Peace Corps. 
Judges also make policy through court decisions and orders, as in the case of 
Brown v. Board of Education  (1954) that led to the desegregation of Southern 
schools. Even bureaucracies are involved in public policymaking through the 
rules and regulations they develop and publish. None of these institutional ac-
tions occurs in a vacuum, however. Each is the product of formal and informal 
interactions among participants both inside and outside government. 

  Stages in the Policymaking Process 
 Public policymaking can be pictured as a six-stage process (see  Figure 15.1 ). 9  In 
the fi rst stage,  issue identifi cation , some event, person, or group calls attention 
to a problem that requires governmental action. During the early 1980s, for 
example, the increasing number of deaths attributed to acquired immune defi -
ciency syndrome (AIDS) brought demands for money to fund research into the 
cause of the deadly disease. Health care professionals, the surgeon general of the 
United States, and groups representing homosexual men (who were at high risk 
for the disease) used every opportunity they could to get the attention of policy-
makers at all levels of American government. 10   

  Public policies  The 
composite of decisions 
made and actions taken by 
government offi  cials in 
response to problems 
identifi ed and issues raised 
through the political system. 

  Issue identifi cation  The 
fi rst of six stages in 
policymaking, in which 
some event, person, or 
group calls attention to a 
problem that needs 
government action. 

  FIGURE 15.1    The Six Stages of 

Policymaking         

Issue identification

Agenda setting

Policy formulation

Policy adoption

Policy implementation

Policy evaluation

POLITICS & POPULAR 
CULTURE:  Visit the book’s 
companion website at 
www.oup.com/us/gitelson  
to read about  The West Wing : 
Dramatizing the Public 
Policymaking Process. 
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  In the second stage,  agenda setting , the issue or problem is seriously con-
sidered by the policymaking institution. Not all problems identifi ed in the fi rst 
stage of the process get this far. In mid-November 1953, for instance, a thick 
cloud of dirty air settled on New York City, causing headaches, itchy eyes, nausea, 
and other physical ailments. Th e incident lasted long enough to draw the media’s 
attention, for the clouded atmosphere interfered with football games, astronom-
ical observations, and other outdoor activities. Th e cloud eventually dissipated, 
and no action followed, since the immediate impact of the air pollution was not 
regarded as serious. It was not until nine years later that a review of public health 
records showed that the incident had been linked to approximately 200 deaths 
in the New York area. 11  By the early 1960s, however, environmental pollution 
was on the agenda of national policymakers, and problems similar to New York 
City’s cloud—for example, the smog that hangs over Los Angeles and other 
major cities—began to get serious attention. 

 Th e fact that an issue on the government’s agenda gets serious attention does 
not necessarily mean that a policy will immediately emerge. Someone must de-
velop a proposal or program that can address the issue. Th is third stage of the 
policymaking process,  policy formulation , may take years to complete as policy-
makers and their staff s deliberate the pros and cons of diff erent courses of action. 

 Policy responses may be formulated within government agencies, in Con-
gress, or by groups outside the national government, working separately or to-
gether. For example, both the White House and Congress looked to the federal 
Centers for Disease Control and Prevention for policy proposals to deal with 
AIDS. Another example is the 1988 Family Support Act, a major reform of the 
U.S. welfare system, which was formulated by a group of governors working 
with the staff  of the National Governors Association. Five years later, President 
Clinton appointed a twenty-seven-person task force to develop proposals for 
even more signifi cant reform; in the meantime, House Republicans had de-
veloped their own welfare reform proposals. It was not until 1996, however, that 
a major reform package emerged from Congress (see “Social Welfare Policies,” 
later in this chapter). 12  In another example of policy formulation, initial policy 
responses to the fi nancial crisis of 2008 were formulated under almost emergency 
conditions and involved a relatively small group of high-level offi  cials. What they 
proposed—a bailout of many of the nation’s major fi nancial institutions—proved 
controversial for years. 13  Once the crisis passed, Congress began work on a major 
overhaul of laws governing the regulation of U.S. fi nancial markets—a process in 
which congressional staff s as well as analysts at federal agencies played major 
roles. Th e result was the Dodd-Frank Wall Street Reform and Consumer Protec-
tion Act of 2010. 14  

 Th e fourth step,  policy adoption , includes eff orts to obtain enough support to 
enable a proposal to become the government’s stated policy. At this point, most 
policy proposals—particularly congressional legislation—go through a process 
of bargaining and compromise and emerge signifi cantly changed. For instance, 
when Congress considers tax reform proposals, what may begin as an attempt to 
close large tax loopholes may wind up creating more or diff erent loopholes. 15  
When members of Congress propose amendments to bills, they can radically 
change the intent of a bill or give it added meaning through the process of adding 

  Agenda setting  
The second stage of 
policymaking, in which 
the issue or problem is 
seriously considered by the 
policymaking institution. 

  Policy formulation  The 
third stage of policymaking, 
in which policymakers and 
their staff s deliberate the 
pros and cons of diff erent 
courses of action, a process 
that may take years to 
complete. 

  Policy adoption  The fourth 
stage of policymaking, 
which is usually a fi ght to 
gain governmental support 
for a policy and demands 
much bargaining and 
compromise. 
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“riders” or “earmarks” to the legislation (see Asked & Answered on page 15-8). 
In 1987, for example, a bill funding highway projects included an amendment 
authorizing states to raise the maximum speed limit on interstate highways to 
65 miles per hour in rural areas. In 1988, a bill intended to create a new cabinet 
post—the Department of Veterans Aff airs—became the vehicle for passing a law 
giving veterans the right to sue the government. 16  

 Policy adoption is no less complex in the executive branch. Executive orders, 
vetoes of legislation, and other presidential actions are not made arbitrarily, be-
cause the White House cannot operate in a political vacuum. After President 
Kennedy used an executive order to set up the Peace Corps in 1961, he did not 
go to Congress for funding immediately, but rather paid for its operation for 
nearly six months through a special discretionary account. During that period, 
administration offi  cials worked to build congressional support for the program. 
Although Kennedy was eventually successful in gaining this support, some 
members of Congress questioned his use of executive powers to establish and 
operate a brand-new program without congressional authority. 

 Decisions of the Supreme Court are a special type of public policy, for they 
are often rooted in legal doctrines. Nevertheless, even policy adoption in the 
Supreme Court involves some political give-and-take among the Court’s mem-
bers, which has an impact on the resulting policies (see Chapter 14). Conferences 
involving all the Court’s members are held regularly, and supposedly the discus-
sions in those closed meetings sometimes focus on the political, as well as the 
legal, implications of a case. 17  

 Th e policy adoption stage can go on for quite a long time. Th e fi rst national air 
pollution laws were passed in 1960, but they did little more than authorize the sur-
geon general to study the problem. Th ree years later, Congress set up a technical 
committee to monitor air pollution problems and to provide assistance to state and 
local governments that chose to develop and maintain antipollution programs. In 
1965 and 1967, Congress required states and localities to develop antipollution 
programs and federal agencies to set emission standards for new automobiles. In 
1970, President Richard M. Nixon acknowledged the importance of environmen-
tal problems by creating the Environmental Protection Agency (EPA). A few 
weeks later, Congress gave the EPA signifi cant powers to clean America’s air. 
Additional amendments followed during the 1970s and 1980s, and policy adoption 
in this area continued with the passage of Clean Air Act amendments in 1990.  

 Critical to the policymaking process is the fi fth stage of  policy implementation —
the carrying out of policy mandates through public programs and actions. Th e 
national bureaucracy traditionally performs this task, although in recent years it 
has been contracting out and using other methods associated with proxy admin-
istration (see Chapter 13). In addition, many policies require the cooperation of 
state and local offi  cials and of individuals outside government. For example, 
when Congress passed an income tax law, it created the Internal Revenue Service 
to implement it, but the government still relies on the American people to do 
most of the paperwork. 

 Th e sixth and fi nal stage in public policymaking is  policy evaluation —looking 
at the government’s actions and programs to see whether their goals have been 
achieved or to assess their eff ectiveness. Changes in the policy or program may 

  Policy implementation  The 
carrying out of policy 
mandates through public 
programs and actions—the 
fi fth stage in the 
policymaking process. 

  Policy evaluation  The fi nal 
stage in the policymaking 
process: looking at the 
government’s actions and 
programs to see whether 
their goals have been 
achieved or to assess their 
eff ectiveness and effi  ciency. 
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     ASKED:  What is “earmarking,” and what 
does it have to do with policymaking?  

   ANSWERED:  Among those who deal with cattle 
and sheep, the common practice of “earmarking” in-
volves placing a tag or other identifying mark on a 
particular animal, by which it can be distinguished 
from the rest of the herd for special treatment. 

 In the policymaking process, earmarking in-
volves attaching a “tag” to some special project in-
cluded in a bill so that it stands out from the other 
provisions—the herd, if you will—to allow for spe-
cial treatment. Such special treatment might mean 
that the project is automatically funded or that it 
moves to the top of the list of priorities for the 
agency in charge. 

 Earmarking by Congress can take place at either the 
authorization or appropriations stages (see Chapter 11). 
An “authorization” occurs when Congress passes a law 
or creates a program that gives government the au-
thority to take some action. At the appropriations 
stage, however, Congress is actually providing funding 
for the authorized program to be implemented. 

 In very general terms, earmarking by Congress 
has a long history of being productive. Revenues 
raised by federal gasoline taxes, for example, are 
earmarked for deposit in the Highway Trust Fund, 
which is then tagged for use on highway and mass 
transit projects. In the past there have been some 
cases of “special” earmarks where well-positioned 
members of Congress used their infl uence to get pet 
projects authorized and funded for their home dis-
tricts—demonstrating their power to “bring home 
the bacon”—but while often widely known, these 
examples of “pork-barrel” projects were relatively 
few in the general scheme of things. For example, 
there were only ten earmarks found in the 1982 
transportation (authorization) bill, which included 
approval for all kinds of road and highway construc-
tion projects. 

 Cases of pork-barrel earmarking eventually became 
more widely used—and many would say it has been 

misused and abused. In the 1991 transportation bill, 
the number of earmarks grew to 538, and in 1998 it 
climbed to 1,800. By the time the 2004 Transporta-
tion Authorization Act had passed the U.S. House, it 
had been burdened with 2,881 earmarks valued at 
nearly $10 billion! 

 If a member of Congress does not succeed in 
 getting a project through the general authorization 
process, she or he can try to tag some funds in the 
annual appropriation bills. Each year Congress passes 
eleven major appropriations bills, each dealing with a 
general area of government activity (e.g., agriculture, 
defense, energy, and water). For 2004, it was esti-
mated that these bills included $14 billion attributed 
to earmarks for projects covering transportation, 
labor, education, agriculture, health, and related do-
mestic programs. While that seems like a great deal 
of money, it amounted to only 2 percent of the fed-
eral government’s discretionary spending (that is, 
funds that the national government is not mandated 
to spend, such as interest on the national debt), 
which typically amounts to only one-third of all fed-
eral spending (see  Figure 15.4 ). 

 In 2006, however, earmarking became a polit-
ical issue and Congress attempted to eliminate the 
worst types of earmarking through reforms of its 
rules. Under one such rule, earmarks that directly 
benefitted for-profit companies were prohibited. 
A review of that policy, however, indicated that 
the rule was being circumvented by members of 
Congress who earmarked funding for projects 
that benefitted nonprofit organizations, some of 
which had been created by for-profit companies 
with the intent of getting around the congres-
sional prohibition. 

 In 2011 Congress responded by adopting a formal 
moratorium on the practice that renewed the ban 
on earmarks for the 113th Congress that sat from 
2013–2014. The result was a signifi cant drop in ear-
marks, but several watchdog groups note that they 
have not disappeared. For example, in its twenty-
second annual “Pig Book” released in 2014, Citizens 

ANSWERED  ASKED &
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then be instituted quickly, slowly, or not at all. A major plane crash caused by 
poorly maintained equipment is likely to result in new directives being issued 
immediately by the Federal Aviation Administration, usually at the recommen-
dation of the National Transportation Safety Board, which investigates such ac-
cidents. A report indicating that public schools are not preparing students for the 
changing world economy will not result in quick changes, but it might generate 
plans for major long-term changes in high school curricula and instruction.  

  Models of Decision Making 
 Th e stages of the policymaking process may seem both sequential and logical, 
but what actually takes place is rarely so neat. During each stage, policymakers 
must reach many decisions about how the issue will be handled or how an ad-
opted policy will be implemented or evaluated. Ideally, policymakers carefully 
analyze the issues being addressed, consider all alternative actions that could be 
taken to address those issues, accurately evaluate those alternatives, and fi nally 
select one as the government’s policy. Th is ideal process is called the  rational 
model of decision making.  It assumes that the policymakers have a clear objec-
tive and all the information needed for a sound and reasoned decision, with the 
result being the selection of the policy alternative that off ers the most eff ective 
way to achieve the desired goal. 

 Few of the conditions required for rational decision making exist in the real 
world of public policy. Policymakers rarely have enough information to analyze 
all the alternatives. And no matter how much information they have, there is 
always some doubt about the future. Th is uncertainty aff ects not only members 
of Congress and White House staff  but also their advisers. Furthermore, large 
groups of decision makers usually have trouble reaching a consensus on goals. 
Th ere are some exceptions, of course. In May 1961, President Kennedy had broad 
political support when he declared that the aim of U.S. space policy was to land 
an American on the moon by the end of the decade. 18  With such a clear and 
widely accepted goal, decision making in the National Aeronautics and Space 
Administration (NASA) seemed close to the rational model. But the NASA 
programs of the 1960s were not the norm. In most cases, the objectives of public 
policies are too vague or too controversial for the rational model to apply. 

  Rational model of decision 
making  A model that 
assumes that the 
policymakers have a clear 
objective and all the 
information needed for 
a sound and reasoned 
decision, with the result 
being the selection of the 
policy alternative that off ers 
the most effi  cient and 
eff ective way to achieve 
the desired goal. 

Against Government Waste highlighted $2.7 billion 
for earmarks, including $90 million for upgrading 
a tank the Defense Department did not want, and 
additional millions allocated to the State Department 
so it can fund university centers and private founda-
tions that it had intentionally refused to include in 
its annual budget request. 

  Source:  Brian Friel, “Transportation: Defending Pork,”  National 
Journal,  May 8, 2004. On the eff orts to get around the initial con-
gressional rules on earmarks, see Eric Lipton and Ron Nixon, “Com-
panies Find Ways to Bypass Ban on Earmarks,”  New York Times,  
July 4, 2010, A1,  www.nytimes.com/2010/07/05/us/politics/
05earmarks.html . The annual “Pig Book” can be found at the 
Citizens Against Government Waste website at  http://cagw.org .    

ANSWERED  continuedASKED &
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 Th e  incremental model of decision making  off ers an alternative explanation 
of how policymakers really make their decisions. According to this model, public 
policymaking is a process by which, little by little, decisions add to or subtract 
from the policies that already exist. Each year, for example, the national govern-
ment reconsiders the amount of money it will spend on highways and education. 
However, the White House and Congress rarely start their annual deliberations 
with a clean slate. Instead, in most cases executive offi  cials and members of Con-
gress begin by assuming that most current highway and education programs will 
remain intact; usually, the major issues are whether to expand or reduce spending 
for these programs and, if so, by how much. Sometimes this leads to marginal 
changes in the policies. For instance, each time a major program such as Social 
Security comes up for reauthorization before Congress, amendments are added 
to meet the new or special needs of recipients that have emerged since the law 
was last revised. Th us public policies and programs develop and change from year 
to year through marginal adjustments. 

 Other models of decision making trace public policies back to certain groups 
or classes of people. Th e  elite model of decision making  holds that public pol-
icies are made by a relatively small group of infl uential leaders who share common 
goals and points of view. President Dwight D. Eisenhower may have had this 
model in mind when, in his 1961 farewell address to the nation, he warned 
against the emerging infl uence of the “military-industrial complex,” in which 
high-level military and industry leaders make decisions that have widespread ef-
fects throughout the rest of the country and the world. 

 In contrast, the  pluralist model of decision making  attributes policy out-
comes to pressures exerted by diff erent interest groups. Specifi c policy choices 
refl ect the relative infl uence of these interest groups at given points in the deci-
sion-making process (see Chapter 9). For example, although environmentalists 
may have the upper hand in Congress, advocates of deregulation might be more 
infl uential in the White House or at the EPA. Th is model assumes that public 
policies are the product of bargains and compromises among the various interests 
and policymakers. 

 Th e models may diff er, but there is one point on which all observers agree: 
 Public policies are the result of a dynamic process involving a variety of participants and 

a wide range of factors that change over time . 19  One constant feature of the process 
is the debate between those who believe strongly in the necessity of governmen-
tal action and those who fear the consequences of relying too much on govern-
ment programs. Th at debate has an impact on almost all domestic policies.   

  Education Policy 
 >  What has been the federal government’s role in dealing with issues 

related to education? 

 Given the antigovernment inclinations of Americans, what kinds of problems 
lead to the adoption of public policies as solutions? Th e answer to this question is 
likely to be found by considering the kinds of issues that emerge in each policy 
issue area. 

  Incremental model of 
decision making  A more 
realistic model of decision 
making that sees public 
policy as a process of 
making decisions at the 
margins of current policies 
by adding to or subtracting 
from those policies. 

Elite model of decision 
making The theory that 
public policies are made by 
a relatively small group of 
infl uential leaders who share 
common goals and points 
of view.

  Pluralist model of decision 
making  A theory that 
attributes policy outcomes 
to pressures exerted by 
diff erent interest groups. 
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 Some of the most heated debates about public policy revolve around questions 
of education. Education is one of the areas in the American federal system where 
states and localities tend to dominate. 20  Nevertheless, the national government 
has become a major player in this policy arena, particularly in response to four 
general issues: 

•      Access to education  

•     Funding of education  

•     Content of education  

•     Quality of education   

  Access to Education 
 Th e national government’s involvement in issues of  access to education  actually 
predates the Constitution. In establishing a plan for the settlement of the north-
western territories (at that time, the region north of the Ohio River and east of 
the Mississippi River), the congress under the Articles of Confederation passed 
the Northwest Ordinance (1787), which, among other things, required that 
“schools and the means of education shall forever be encouraged” by the govern-
ments formed in that region. 21  Similar provisions were included in all legislation 
related to the governing of territories and the admission of states for the next 
two centuries. In addition, federal land grants for the establishment of colleges 
devoted to “the agricultural and mechanical arts” were granted in the Morrill 
Act of 1862 and became the basis for many of today’s leading state universities 
(see Chapter 3). In 1914, Congress passed the Smith-Lever Act, which pro-
moted the educational missions of colleges and universities through off -campus 
cooperative extension programs. Access to higher education was a key compon-
ent of the “GI Bill of Rights” that provided benefi ts to veterans returning from 
World War II. 

 By the 1950s and 1960s, the issue of access had been redefi ned to stress the 
need for  equal access  for all Americans. In  Brown v. Board of Education  (1954; see 
Chapter 4), the Supreme Court struck down government policies that supported 
segregated access to public education, and in the civil rights and education pol-
icies that followed there were specifi c provisions making discriminatory pol-
icies illegal at all levels of education. Today, the mission of the Department of 
Education’s Offi  ce for Civil Rights is to enforce the antidiscrimination policies 
established in the following: 

•      Title VI of the Civil Rights Act of 1964 (prohibiting discrimination based 
on race, color, or national origin)  

•     Title IX of the Education Amendments of 1972 (prohibiting sex dis-
crimination)  

•     Section 504 of the Rehabilitation Act of 1973 (prohibiting disability 
discrimination)  

•     Age Discrimination Act of 1975 (prohibiting age discrimination)  
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•     Title II of the Americans with Disabilities Act of 1990 (prohibiting dis-
ability discrimination by public entities, including public school districts, 
public colleges and universities, public vocational schools, and public li-
braries, whether or not they receive federal fi nancial assistance) 22     

  Funding of Education 
 Th e national government’s ability to shape educational access policies at the state 
and local level has long been tied to its ability to deal with  educational funding 

issues . Th e Morrill Act land grants were only the beginning of an historical trend 
toward making federal funds available to the states for educational programs. 
Initially, these programs resulted from the fact that the national government was 
intermittently faced with surplus funds and often used them for education-re-
lated purposes. Eventually, however, programmatic objectives (e.g., the promo-
tion of vocational education) led to the creation of small grant programs. 

 Th e major breakthrough, however, came with passage of the National De-
fense Education Act of 1958 (NDEA), which focused on higher education pro-
grams, and the Elementary and Secondary Education Act of 1965 (ESEA). 
ESEA was the fi rst major eff ort to provide a broad range of federal fi nancial 
support for K–12 education, and its provisions targeted districts that served large 
numbers of children from low-income families. In amendments added in 1968, 
Congress extended ESEA’s reach to programs for handicapped and other special 
needs students, as well as to rural areas and bilingual education. Th e next major 
revisions came in the 1994 reauthorization of ESEA (called the Improving 
America’s Schools Act), in which Congress broadened the fi nancing provisions 
of ESEA to cover items ranging from school building repair to multicultural 
education programs. In 2002, Congress passed the No Child Left Behind Act 
(NCLB), which signifi cantly modifi ed many provisions of the ESEA by tying 
funding to achieving national standards.  

  Educational Curriculum 
 Federal programs that deal with  content— what is taught in schools—are implied 
in most of the early access and funding policies just discussed. Th e Northwest 
Ordinance regarded schools as a means for promoting religion and morality as 
well as knowledge. Th e land grants starting with the Morrill Act stressed the need 
for more education in practical arts, and these eff orts were enhanced from time to 
time with federal grants in support of vocational education. However, the Cold 
War–era fear that the Soviet Union was outdoing the United States in certain crit-
ical areas of science led to a major eff ort by the federal government to shape the 
curriculum of America’s classrooms. Th e NDEA began with the declaration that 
“an educational emergency exists and requires action by the federal government. 
Assistance will come from Washington to help develop as rapidly as possible those 
skills essential to the national defense.” While the language of the act emphasized 
that this was not an attempt to impose federal control of education, the programs 
that this act established and funded had a major impact on education at all levels. 
Great stress was placed on enhancing the teaching of foreign languages, science, 
math, and other areas deemed critical to the Cold War eff ort. 
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 Th e fi rst comprehensive federal programs dealing with curriculum issues in 
K–12 programs were passed in the Goals 2000: Educate America Act of 1994. 
Th at act linked future funding to specifi c goals and included provisions promot-
ing the adoption of programs in math, the sciences, literacy, and lifelong learn-
ing. Along with the Improving America’s Schools Act, passed the same year, 
Goals 2000 proved to be a content-relevant bridge between federal funding and 
quality education programs.  

  Educational Quality and Accountability 
 Federal involvement in  educational quality  concerns is increasingly evident. 
George W. Bush’s NCLB stressed the need for states to develop educational 
standards in specifi c subject areas and to implement testing programs for assess-
ing how well the schools are helping students meet those standards. Schools that 
did not achieve those standards were required to provide annual public reports 
demonstrating that they were making progress toward those goals. In addition, 
states and schools had to demonstrate that they were undertaking programs to 
assist those with special needs to meet the standards. Th e NCLB represented an 
eff ort to make schools more accountable, and in the process it gave the national 
government a very prominent role in future education policy. 

 Although the provisions of NCLB expired in 2007, the standards and pro-
grams it established continued to be implemented by the U.S. Department of 
Education (DOE) while Congress debated reauthorization. Th e original legisla-
tion set 2014 as the target year for schools to achieve the goal of 100 percent 
profi ciency in state-level reading and mathematics tests, but progress has been 
slow and in 2012 the DOE off ered to issue waivers to states that agreed to adopt 
policies raising academic standards, improving accountability, and creating pro-
grams to improve teacher eff ectiveness. In 2009 the Obama administration es-
tablished a “Race to the Top” initiative that awarded additional federal funding 
to states that made special eff orts at education innovation and reform. Th ose 
waivers and special initiatives to enhance educational quality and accountability 
continued into fall 2014, but controversy continued to surround many aspects 
of the programs, especially those targeting teachers and related to pursuit of a 
“Common Core” curriculum. 23  

 Th e debate over federal education policy is a prime example of how Americans 
have increasingly relied on the national government to deal with problems that 
cannot be handled by state and local offi  cials alone. Most details of education 
policy have always been a matter for states and localities to deal with, but federal 
policymakers have not been reluctant to get involved if the public seems support-
ive. To establish these various programs, advocates must focus on the necessity of 
federal involvement because of the inability or unwillingness of state and local 
offi  cials to take action. Although these various eff orts come at a cost in terms of 
reduced local autonomy, they have rarely been regarded as “evil” intrusions. In 
the case of No Child Left Behind, at the time of its passage twenty states already 
had similar or more stringent programs in place, and many other states were 
ready to adopt such programs. 

 Th is is not to say that federal involvement in education has always been wel-
come or successful. Opposition to school desegregation in the South during the 
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1950s and early 1960s was widespread and sometimes violent. Later eff orts made 
to integrate schools in cities outside the South, such as Boston and Kansas 
City, were also met with signifi cant opposition, especially when they involved 
mandatory busing of students away from neighborhood schools. Th ere has also 
been vocal opposition to the NCLB policies of the Bush administration, espe-
cially from teachers who complain that the underlying approach of NCLB was 
ill conceived. 24    

  Managing the Economy 
 >  How does the federal government attempt to manage the American 

economy? 

 What should be the government’s role in managing the economy? For many 
Americans, the answer depends on whether one emphasizes the “necessary” or 
the “evil” part of the myth. Th ose who stress the “necessary” part of the myth 
fault government for doing too little. Th ey believe that government must be more 
active in guiding the American economy, despite the ineffi  ciencies that might 
result. Th ey argue that because the private marketplace cannot meet the basic 
needs of many citizens, the government must step in and correct its imperfec-
tions. In contrast, others think that government is likely to interfere too much in 
economic matters. Th ey view most public policies as needlessly restricting the 
operations of the marketplace and damaging the nation’s economic health. 

 Behind this debate is the fact that the national government has been engaged 
in economic policymaking for most of its history, dating back to Colonial times. 25  
Colonial governments off ered payments (called bounties) to businesses that made 
large investments in the manufacture of certain products or increased the expor-
tation of locally produced goods. Many colonies also provided public instruction 
to train young men in tanning, silk production, lumbering, and similar trades. 
Colonial governments even owned and operated businesses and banks. Many of 
these activities continued long after the Revolution as states and local govern-
ments actively promoted their economies with tax breaks, low-cost loans, grants-
in-aid, and franchises to certain businesses. 

 Alexander Hamilton, the fi rst secretary of the Treasury, felt that the young 
nation’s future depended on its having a strong economy, and he believed that the 
national government should play a major role in shaping that economy. In con-
trast, Th omas Jeff erson and his successors (especially Andrew Jackson) strongly 
opposed any form of central control. Th ey believed that economic policy should 
be left to local and state governments. Th is opposition, however, did not stop 
some national policymakers from trying to establish central control. Between 
1816 and the early 1830s, members of Congress from the northeastern states 
passed banking and tariff  legislation that was favorable to their growing manu-
facturing and trade businesses. During the 1830s, the power in Congress shifted 
toward agricultural interests in the South and West, and with that shift came 
lower tariff s and other economic policies favoring farmers and plantation owners. 
Rail companies benefi tted as well, with Congress authorizing large land grants 
to companies that agreed to build a transcontinental railroad to facilitate the 
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growth of farming in the Midwest and extend the reach of the U.S. economy 
from coast to coast. By 1869, more than 129 million acres of federally owned land 
had been given to railroad companies for this purpose. By the 1880s, however, 
many of the farmers and businesses who benefi tted from and supported those 
grants began to complain about the pricing practices of the railroads, and in 1887 
Congress responded by establishing an agency designed to regulate those carriers 
“in the public interest” (see “Economic Regulation” section, this chapter). 

 Despite these eff orts, throughout the late nineteenth and early twentieth cen-
turies, the economy remained subject to boom-and-bust cycles, culminating in 
the Great Depression. Th is became a watershed era, as President Franklin D. 
Roosevelt’s administration responded with a series of popular programs, known 
as the New Deal, to help promote recovery and stabilize the economy. Out of 
those eff orts came a collection of policy tools designed to deal with economic 
issues. As we will see, all of those tools came into play during the period after the 
collapse of fi nancial markets in the fall of 2008—and the Great Recession that 
followed. 

  Macroeconomic Policy Tools 
 To understand the steps taken by both the Bush and Obama administrations in 
response to the fi nancial market crisis of 2008, we need to become familiar with 
the various economic policy tools they had to work with. Two of those tools—
monetary and fi scal policies—focused on the deteriorating conditions of the gen-
eral economy, or what economists term “macroeconomic” issues. Other policy 
tools (discussed in greater detail hereafter) were more concerned with “microeco-
nomic” conditions—those related to specifi c sectors of the economy or the be-
havior of individuals and fi rms. 

 When focusing on  monetary policies , economists talk of tight and loose 
money supplies. A  tight money supply  exists when the amount of money circulat-
ing in the economy is low relative to the demand for money by consumers and 
investors. Basic economics teaches that when the money supply is tight, interest 
rates (the cost of using someone else’s money) tend to be high and the cost of 
most goods and services is likely to fall. A  loose money supply  exists when the 
amount of money circulating is high relative to the demand for money. During 
these periods, interest rates decline and prices of goods and services increase. 
Th us economists attribute periods of both high and low interest rates and de-
fl ated and infl ated prices to the supply of money circulating in the economy. 

 Central to monetary policies is the manipulation of the money supply to con-
trol the economy. Th e principal mechanisms for carrying out monetary policy in 
the United States are in the hands of the Federal Reserve System, also known as 
the “Fed” (see  Figure 15.2 ). Th e Federal Reserve System, established in 1913, 
consists of twelve regional banks and a Federal Reserve Board, which is empow-
ered to regulate the circulation of currency in the U.S. economy. When the econ-
omy is sluggish—when not enough money is being invested to maintain economic 
growth or when unemployment is high—policymakers at the Fed will try to 
stimulate economic activity by increasing the supply of money. With more money 
in circulation, people are more likely to make purchases or investments, which, 
in turn, generates business activity and jobs. If policymakers think that the 

  Monetary policy  The 
manipulation of the money 
supply to control the 
economy. The Federal 
Reserve System, or the 
“Fed,” is the principal 
mechanism for making 
monetary policy. 
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economy is overheated and is generating too much infl ation, they can reduce the 
supply of money in an attempt to slow down economic activity.  

  Fiscal policy  came to prominence during the Great Depression when policy-
makers realized that changes in how much the government spent and how much 
it collected in taxes could infl uence overall economic performance. According to 
the economic theory of Keynesianism, the federal government can stimulate eco-
nomic activity during sluggish periods through the purchase of goods and ser-
vices. By reducing taxes, it can put money in the hands of consumers, who can 

Fiscal policy The 
management of government 
expenditures and tax rates as 
a means for conducting 
national economic policy. 
Policymakers raise or lower 
government spending and 
taxes to execute fi scal policy.

  FIGURE 15.2    The Long Reach of the Federal Reserve      

   Source:   U.S. News & World Report .   
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further stimulate economic activity through their own increased purchases and 
investments. If, on the other hand, the economy is overheating, the government 
can cut spending and raise taxes, which takes money away from consumers and 
investors and thus reduces demand. 

 Although regarded as opposing approaches to ensuring overall economic 
growth, both monetary and fi scal policies have played major roles in U.S. eco-
nomic policy throughout the post–World War II period. At the heart of the 
debate between the monetarists and those favoring fi scal policies was the extent 
to which the federal government should be actively engaged in managing the 
overall direction of the economy. Advocates of governmental activism tended to 
favor fi scal policy alternatives and were called  Keynesians  because of their reli-
ance on the theories of John Maynard Keynes, a British economist who provided 
a framework for using government spending and tax policies to stimulate and 
sustain economic activity. His theory that government should engage in defi cit 
spending during sluggish economic periods provided the rationale for fi scal pol-
icies from the 1930s through the 1960s. Th e Keynesian approach is refl ected in 
the Employment Act of 1946, which made national government offi  cials respon-
sible for ensuring maximum production, high employment, and increased pur-
chasing power in the American economy. Th e sustained period of relative 
prosperity from the late 1940s until the late 1960s led many to assume that such 
government intervention had made the threat of economic stagnation, let alone 
major recessions, a thing of the past. 26  

 In contrast, a group of prominent economists led by Milton Friedman, tended 
to favor monetarist policies and rejected the argument that constant government 
intervention in the economy can bring either constant prosperity or stability. 
 Monetarists  believed that the economy kept growing between 1946 and 1970 in 
spite of government fi scal and monetary policies, not because of them. Not only 
was government intervention in the economy not a solution, but it prevented even 
stronger economic growth. Th ey argued that government intervention should be 
limited to maintaining consistent growth in the nation’s money supply in order 
to control infl ation. During the 1970s and early 1980s, when the U.S. economy 
went through a period of both high infl ation and rising unemployment, the 
country’s economic policymakers gave greater attention to the monetarists’ argu-
ment that government was doing too much through fi scal policies. 27  

 By the late 1990s, many analysts had come to the conclusion that neither the 
Keynesians nor the monetarists had the defi nitive answer to how the economy 
should be managed. Some have argued that a “new economy” emerged in the last 
decade of the twentieth century, and that a new approach to managing the econ-
omy must be developed to deal with the changed conditions brought about by 
technological innovations and globalization. 28  

 But when faced with the economic downturn generated by the 2008 fi nancial 
market collapse—a downturn many labeled the Great Recession—the govern-
ment relied on both monetary and fi scal policy responses. 29  Th e Fed reduced 
interest rates to historically low levels and took other steps designed to inject 
more money into the economy in order to counter recessionary pressures that 
might otherwise have taken hold. On the fi scal side, the Obama administration 
asked Congress for tax cuts and a massive “stimulus package” that would boost 
government spending. Th e tax cuts were designed to put more money in the hands 

  Keynesians  Followers of 
economist John Maynard 
Keynes. They advocate 
government spending when 
the economy is sluggish 
(even if a defi cit results) in 
order to revive the economy. 

  Monetarists  A group of 
economists who reject the 
argument that constant 
government intervention in 
the economy through fi scal 
policy can bring either 
sustained prosperity or 
stability. They argue 
government intervention 
should be limited to 
maintaining a consistent 
growth in the nation’s 
money supply in order to 
control infl ation. 

15-Gitelson-Chap15.indd   15-1715-Gitelson-Chap15.indd   15-17 19/02/15   5:24 PM19/02/15   5:24 PM



 Managing the Economy 15-18

of consumers as well as to reward businesses for creating new jobs. Th e stimulus 
spending was aimed at getting “shovel ready” projects (i.e., public works projects 
like roads and bridges) underway and injecting more money into areas of the 
economy that would lead to future growth. 

 By the summer of 2010, however, there was growing concern that these 
policies might have long-term negative consequences for the American economy. 
At the heart of the ongoing debate is the question of the growing national debt—
an issue that often emerges whenever government economic policies seem to be 
too aggressive.  

  Defi cits, Surpluses, and the National Debt 
 Two central issues in the ongoing debate over fi scal and monetary policies are the 
size of the federal defi cit and what to do with budget surpluses. Th e instrument 
for dealing with both questions is the national debt. 30  Th e  national debt  is the 
total amount of money the federal government owes as a result of having spent 
more funds than it has received in revenues. Each year the federal government 
accumulates either a  budget surplus  (when its revenues exceed expenditures) or 
a  budget defi cit  (when expenditures exceed revenues) (see  Figure 15.3 ). In 1992 
the defi cit reached a then-record level of $290 billion but after that, the annual 
defi cit declined. By 1998, the budget was generating a surplus and it was pro-
jected at that time that surpluses would continue to grow through at least 2005. 
But the economic downturn of 2001 and the events of September 11 greatly al-
tered that projection. When President George W. Bush issued his revised budget 
projection for fi scal year 2002, it contained a projected defi cit of $165 billion. 

National debt The total 
amount of money the 
government owes as a result 
of spending more than it 
has taken in.

Budget surplus The result 
when budget revenues 
exceed expenditures.

Budget defi cit The result 
when expenditures exceed 
revenues.

  FIGURE 15.3    The Federal Budget Defi cit/Surplus, 1970–2014      

  After many years of federal defi cits adding to the national debt in the 1980s, the U.S. govern-

ment started generating annual budget surpluses in the late 1990s. Spending required by the 

War on Terror and related programs (e.g., homeland security), as well as the federal govern-

ment’s eff orts to deal with the Great Recession, led to signifi cant defi cits by Fiscal Year 2010, 

although the defi cit was reduced by Fiscal Year 2014. 

  Source:  U.S. Offi  ce of Management and Budget,  Federal Surplus or Defi cit [-]  [FYFSD], retrieved from 
FRED, Federal Reserve Bank of St. Louis.   
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By the end of the Bush administration, the national government’s total outstand-
ing debt would be more than $9.295 trillion. 31   

 When the Great Recession hit the U.S. economy in 2008 and 2009, concerns 
about the growing national debt were temporarily put aside in favor of aggressive 
fi scal and monetary (“stimulus”) policies aimed at restoring the American econ-
omy. But by the spring of 2010, worries over the growing national debt were loom-
ing and proved to be a major political issue, with the Congressional Budget Offi  ce 
(CBO) estimating that by 2035, the national debt would amount to 185 percent of 
gross domestic product (GDP) unless measures are taken to rein in its growth. As 
the economy slowly recovered and the federal government’s annual defi cit shrank, 
however, the cumulative debt became less of issue, and by the spring of 2014 the 
CBO projected that by 2039 the debt would amount to 111 percent of GDP—
lower than earlier predictions, but still a signifi cant source of concern. 

 While it is evident that government eff orts to fi ght the Great Recession were one 
factor in that projected growth in the national debt, it is actually diffi  cult to pinpoint 
any specifi c cause of this huge accumulated debt. Some of it has resulted from ac-
tions taken by the federal government during times of past national emergencies, 
such as wars or previous economic downturns. When Franklin D. Roosevelt 
became president in 1933, he inherited a national debt of $22.5 billion. By the time 
the United States entered World War II, the debt had climbed to $48 billion. 
During that war, the federal government fi nanced about 60 percent of its spending 
through borrowing. At the end of the war, the national debt stood at $280 billion. 

 Another reason for the national debt is that we expect government to make 
large-scale capital investments that generate little or no return in the short term, 
or even in the long term. Unlike the situation in the private sector, where capital 
investments in buildings and equipment are expected to generate income and 
pay for themselves over time, the government’s investments include highways, 
weapons systems, airports, and school buildings—all important  infrastructure 
projects  that are necessary for national economic health but that typically do not 
bring in suffi  cient revenues to off set their costs. 

 A third reason for government indebtedness is the growth of mandatory 
spending, which comprises two-thirds of the budget. Mandatory spending in-
cludes both entitlement programs and government spending obligations that do 
not change from budget to budget.  Entitlement programs , such as Social Secu-
rity and unemployment benefi ts, commit the government to supplying funds or 
services to all citizens who meet specifi ed eligibility requirements. Because the 
amount of money spent depends on the number of people who meet those stan-
dards, this spending is uncontrollable from year to year. As more people reach 
retirement age or become unemployed during a recession, government spending 
increases without any congressional or executive action. Th e same is true for 
obligatory spending, such as interest payments on the national debt: Th e govern-
ment has no choice but to spend the required amount.  Figure 15.4  illustrates the 
past and projected trends in mandatory spending.  

 Still another signifi cant reason for the growing national debt is that the 
American public sometimes demands more goods and services than it is willing 
to pay for through taxes or special fees. Politicians rarely advocate tax increases, 
and in recent years many elected offi  cials have felt the impact of “taxpayer revolts” 

Infrastructure projects 
High-cost government 
capital investment projects 
such as highways and 
school buildings that are 
provided to support and 
enhance the economic 
health of the nation.

Entitlement programs 
Programs such as Social 
Security that commit the 
government to supply funds 
or services to all citizens 
who meet specifi ed 
eligibility requirements.
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at the voting booths. Th ose same voters, however, are reluctant to support gov-
ernment offi  cials who propose reductions in popular programs. Parents with 
college-age children, for instance, may lead the fi ght against a local property tax 
increase or a state sales tax measure while insisting that state colleges keep tuition 
costs low for their sons and daughters. 

 Finally, government debt can increase when policymakers decide to fund cur-
rent spending through borrowing rather than through taxes in order to sustain 
or stimulate economic activity. Helping the economy has been the primary 
reason used to justify the huge federal defi cits that have been piling up in recent 
years. Th is is a strategy based on the Keynesian fi scal policy approach described 
earlier. 

 Regardless of what has caused the large U.S. national debt, its size is stagger-
ing to most people, and it is little wonder that the growing debt remains a major 
public policy issue. But it is not only its sheer size that worries many policy-
makers and analysts. Some believe that it is not fair to burden future generations 
with debt to fi nance our current consumption of public goods and services, even 
if it is done to get the economy back on track. Others see a large national debt as 
infl ationary—that is, as causing higher prices for the private-sector goods and 
services we purchase today. Still others argue that fi nancing the national debt is 

  FIGURE 15.4    Mandatory and Discretionary Spending, 1962–2019 (estimated)      

  Since the 1970s, mandatory spending by the federal government on entitlement programs and other obligations such as interest 

payments has increased signifi cantly. In contrast, spending on discretionary programs has increased more slowly or remained 

steady in most years. The gap between the two is projected to increase in coming years. 

  Source:  U.S. Offi  ce of Management and Budget, Budget of the United States Government, Fiscal Year 2015, Historical Tables   
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pushing all interest rates higher, thus making it more diffi  cult for consumers and 
businesses to borrow money. 32  

 Another school of analysts and policymakers argues that critics of the national 
debt are wrong. Historically, they point out, the public debt has not been that 
high relative to debt held by other sectors of the economy. For example, in 2007, 
just before the Great Recession, 33  while the federal government owed $5.1 tril-
lion, American households owed $13.8 trillion and U.S. businesses owed another 
$10.1 trillion. 34  Nor has the national debt been too large when it is measured 
against the country’s assets or the annual gross national product, and while 
stimulus spending and reduced economic growth during the Great Recession has 
altered that pattern, most believe the ratio of debt to GDP will improve as the 
U.S. economy moves toward full recovery. Some point out that while the na-
tional government’s debt was growing for most of the post–Cold War period, 
state and local governments often ran budget surpluses each year that off set the 
national debt. Others stress the fact that most of the national debt is owed to 
ourselves—to the millions of Americans who directly or indirectly hold U.S. sav-
ings bonds, Treasury notes, and long-term Treasury bonds. And many of these 
analysts emphasize that the health of the American economy has frequently de-
pended on the stimulus provided by government defi cits. Nevertheless, when 
faced with budget projections for the coming decades, even the most optimistic 
analysts note the need to moderate the trend. 35    

  Economic Development Policies 
 >  What are the issues surrounding the federal government’s eff orts 

to enhance overall economic growth? 

 In addition to using monetary and fi scal policies to manage the economy and 
help stabilize it, policymakers have used  economic development policies  to help 
the economy grow. Th ese policies have involved a range of approaches, from 
trade policies to industrial strategies. 

  Trade Policies and Globalization 
 For much of our history, our national economic development policies were closely 
associated with our  tariff   policies. In the 1800s, American business developed 
behind a wall of high protective tariff s on imported goods and services. Until 
1929, tariff s continued to increase slowly, and then took a big leap with the en-
actment of the Hawley-Smoot Tariff  of 1929, which raised tariff s to historically 
high levels. Today Hawley-Smoot is often seen as a major cause of the Great 
Depression because of the turmoil it created in international markets. Conse-
quently, Congress has been reluctant to pass protective tariff  legislation for more 
than half a century. Most policymakers believe that  free trade  (the abolition of 
tariff s and other trade barriers) is the best policy to follow. 36  

 Th e free trade policy raised little controversy from the 1940s through the 
1970s. During those years the U.S.  balance of trade —the net diff erence be-
tween the value of what Americans bought and what they sold overseas—ran 
a surplus, as Americans exported more goods and services than they imported. 

Economic development 
policies Policies intended 
to promote and protect 
businesses to enhance 
overall economic growth.

Tariff s Taxes on goods 
brought into the country 
from abroad; they are often 
intended to protect growing 
industries from foreign 
competition.

Free trade An international 
economic policy that calls 
for the abolition of tariff s 
and other barriers so that 
goods and services may be 
exchanged freely among 
nations.

Balance of trade The net 
diff erence between the 
value of what Americans 
buy and what they sell 
overseas.
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In 1975, for example, the United States exported $18 billion more in merchan-
dise than it imported. By contrast, in 2005, Americans imported over $782 bil-
lion more in goods and services than they exported—the highest trade defi cit in 
the nation’s history. 

 Responding to these conditions, some members of Congress advocated raising 
tariff s or taking other policy measures to protect U.S. industries and jobs from 
foreign competition. Th e administrations of Ronald Reagan, George H. W. Bush, 
and Bill Clinton, as well as other advocates of free trade, opposed such proposals, 
insisting that free and open international markets are the answer to trade defi cits. 
Th e problem, they contended, was rooted in the barriers to free trade imposed by 
other countries, especially Japan. Instead of protective tariff s, they undertook dip-
lomatic and other kinds of political pressures to persuade those nations to lower 
their barriers to the importation of U.S. goods and services. 

 Th e debate over free trade policies came to a head several times during the 
Clinton years. When he entered offi  ce, Clinton pushed for passage of the North 
American Free Trade Agreement (NAFTA), an agreement signed by the United 
States, Canada, and Mexico, which created a trade bloc in North America. 
Th e battle for ratifi cation of the treaty was hard fought, pitting a coalition of 
labor, consumer, farm, and environmental groups against a coalition headed by 
some of the nation’s top corporations. Opponents argued that the agreements 
would hurt family farms and small businesses, lead to outsourcing and job 
losses, and undermine environmental and consumer protection laws. Despite 
these objections, NAFTA was passed in 1993, but it remained a controversial 
policy for years. 37  

 Such policies have become associated with a worldwide debate about  global-
ization . Globalization is the idea that an increasing amount of human activity 
and social interrelations are being conducted on a global scale, rather than at the 
local, regional, or national levels that have been predominant in the past. Th e 
term implies at least four related trends. 38  

•      Globalization implies  internationalization  in the sense that a good deal 
more of our lives are linked to the world community, where national bor-
ders have less meaning.  

•     Globalization implies  economic liberalization , in which national economic 
policies are seen as a barrier to economic well-being.  

•     Globalization is seen as  universalization , implying a trend toward the 
emergence of a global culture and the eventual disappearance of cultural 
and national distinctions.  

•     Globalization is perceived by some as a process of  modernization and 

 Westernization , in which democracy and capitalism become the global 
standards.   

 Th e debate surrounding globalization has centered on whether or not these 
trends are desirable. If they are, then free trade policies such as NAFTA should 
be pursued vigorously; if they are not, then policies should be developed to 
counter these powerful trends.  

  Globalization  The idea that 
an increasing amount of 
human activity and social 
interrelations are being 
conducted on a global scale, 
rather than at the local, 
regional, or national levels 
that have been predominant 
for the past several 
centuries. 

15-Gitelson-Chap15.indd   15-2215-Gitelson-Chap15.indd   15-22 19/02/15   5:24 PM19/02/15   5:24 PM



CHAPTER 15   > DOMESTIC POLICY AND POLICYMAKING15-23

  Tax Incentives 
 Th e government can also use  tax incentives  to promote growth. 39  For example, 
the home-building industry has benefi ted greatly over the past several decades 
from a provision of tax law that allows Americans to deduct their home mortgage 
interest costs from their personal income taxes. Another well-known but less 
popular tax break was an oil depletion allowance. Introduced during the 1920s, 
this tax break absolved owners of oil- or gas-producing properties from the need 
to pay taxes on more than a fourth of their income. Experts estimate that this tax 
break saved these property owners as much as $2.5 billion annually. Th e tax 
break promoted oil and gas exploration, but many critics thought that its benefi ts 
were excessive and much too costly. It took more than fi fty years to eliminate the 
tax break.  

  Industrial and Supply-Side Policies 
 During the 1980s, economic policy discussions often centered on a debate be-
tween two strategies. Some analysts argued that policymakers must develop a 
comprehensive economic development strategy for restructuring the economy. 
Under this approach, known as  industrial policy , the United States would 
abandon certain industries in which labor costs were too high for successful 
competition with other nations. 40  At the same time, it would rescue other indus-
tries and make them competitive in the world market. Most advocates of indus-
trial policy also called for investments in new high-technology and service 
industries. 

 By contrast, advocates of  supply-side economics  believed in putting more 
emphasis on policies that would promote increased production of goods by 
giving incentives to private producers. 41  Supply-siders supported cutting taxes 
to help stimulate investment, lifting regulations in the marketplace, and elimi-
nating other government restraints on private business initiatives. Supply-siders 
claimed that in the past, government intervention in the economy had relied too 
much on consumer demand to stimulate economic growth and imposed too 
many obstacles to private investment. According to supply-side advocates, only 
through policies that increase suppliers’ incentives can jobs be created and the 
economy grow. 

 Th e debate between advocates of industrial policy and the supply-side ap-
proach had all but disappeared by the late 1990s, but some argue that they reap-
peared during the recent economic downturn in the form of government bailouts 
and tax breaks aimed at saving and sustaining certain sectors of the economy. 
Th e Bush administration’s $700 billion Troubled Asset Relief Program initiative 
was put before Congress as an emergency measure designed to support a failing 
banking industry that was deemed “too big to fail,” and the crisis played out in a 
way that let some fi rms fail (Bear Stearns and Lehman Brothers) while shoring 
up others (American International Group). Th e same scenario was used in the 
Obama administration’s attempt to save the auto industry, with General Motors 
and Chrysler receiving substantial support that eff ectively kept those companies 
alive during the worst parts of the downturn. 42    

  Tax incentives  Tax breaks 
used to reward people for 
investing or spending in a 
way that promotes 
economic growth. 

  Industrial policy  A 
comprehensive strategy for 
using government policies 
to restructure the nation’s 
economy. 

  Supply-side economics  
An economic policy strategy 
popular during the Reagan 
administration that 
advocates increasing the 
production of goods by 
cutting taxes to help 
stimulate investment, 
lifting regulations in the 
marketplace, and 
eliminating other 
government restraints on 
private business incentives. 
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  Regulatory Policies 
 >  How has the federal government used regulatory policies in dealing 

with economic, environmental, and social problems? 

 Another broad area of public policy involves the use of regulatory means to con-
trol and promote various types of behavior. Regulation involves the establish-
ment and enforcement of a rule of behavior that is intended to achieve a policy 
objective; in the United States, it is most often associated with economic, envir-
onmental, and social policies. 

  Economic Regulation 
 Along with devising economic development policies, in the late 1800s Congress 
expanded the scope of economic policy to include  economic regulatory policies , 
through which the government monitors and controls critical industries and sec-
tors of the economy. Th e Interstate Commerce Act of 1887 established the fi rst 
regulatory commission, the Interstate Commerce Commission, and authorized it 
to regulate prices and standards of service for interstate rail companies. 43  During 
the next fi fty years, Congress established other major economic regulatory agen-
cies (see Chapter 13), some of which are listed in  Table 15.1 .  

 Congress also passed  antitrust laws  intended to promote greater economic 
competition through regulation. Th e Sherman Antitrust Act of 1890 made it il-
legal for businesses to restrain trade or to monopolize a market for some product 
or service. Th e Clayton Antitrust Act of 1914 outlawed business practices that 
might diminish competition or promote monopolies in a market. In 1936 the 
Clayton Act was amended to prevent corporate mergers that would reduce com-
petition in a sector of the economy. 

Economic regulatory 
policies Economic policies 
through which the 
government monitors and 
controls critical industries 
and sectors of the economy.

  Antitrust laws  Laws 
intended to promote 
greater economic 
competition. 

 TABLE 15.1   Noteworthy Regulatory Agencies 

  Regulatory Agency    Year Established    Task  

  Food and Drug Administration (FDA)    1906    Protect consumers from health-threatening products.  

  Federal Trade Commission (FTC)    1914  
  Provide safeguards against unfair methods of competition and 
deceptive practices in the marketplace.  

  Federal Power Commission (now the Federal 
Energy Regulatory Commission or FERC)  

  1930  
  Regulate the interstate production and distribution of electric 
power and natural gas.  

  Federal Communications Commission (FCC)    1934  
  Regulate the interstate telephone, telegraph, radio, and other 
telecommunications industries.  

  Securities and Exchange Commission (SEC)    1934  
  Oversee the activities of businesses in the securities and 
investment markets.  

  National Labor Relations Board (NLRB)    1935  
  Regulate workplace relations between businesses and their 
employees who seek to unionize.  
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 Economic regulatory policy has been subject to criticism. As early as the 
1950s, critics argued that the major economic regulatory agencies seemed to be 
serving the interests of those they regulated rather than the public interest. 44  In 
addition, studies conducted in the 1960s and 1970s showed that consumers often 
paid a higher price for goods and services produced by a regulated industry than 
they would have paid if the industry were unregulated. Th e call for economic 
 deregulation  soon followed. Under the Carter and Reagan administrations, at 
least one major regulatory agency (the Civil Aeronautics Board) was eliminated 
while Congress and federal commissions lessened restrictions on natural gas pro-
ducers, banks, trucking companies, interstate buses, and railroads. Th e Securities 
and Exchange Commission deregulated stockbrokers’ commissions. Th e Federal 
Communications Commission permitted local newspaper companies to own tele-
vision and radio stations. Th e agencies charged with enforcing antitrust policies 
(the Federal Trade Commission and the Antitrust Division of the U.S. Department 
of Justice) relaxed their criteria for approving corporate mergers. 45  

 By the early 1990s, some observers were arguing that economic deregulation 
had gone too far. 46  Th e elimination of airline and bus service to many communi-
ties, a wave of corporate buyouts and mergers, a stock market crash in 1987, and 
the specter of a bailout for failing savings-and-loan institutions that would cost 
American taxpayers hundreds of billions of dollars led some to call for re-regu-
lation. For much of the 1990s, however, it remained diffi  cult to overcome the 
myth of government as a necessary evil, and deregulation and antiregulatory 
policy eff orts remained an important part of the U.S. public policy agenda. In 
2002, however, a number of corporate management scandals led Congress to 
enact anticorruption laws that would strengthen regulatory oversight of corpora-
tions, and pass a corporate anticorruption bill (the Sarbanes-Oxley Act) that 
provided for tougher regulatory oversight of corporate accounting practices. 47  

 Th e 2008 fi nancial crisis generated even more calls for re-regulation of banks 
and fi nancial markets. A good deal of the blame for the collapse of the fi nancial 
markets was placed on earlier deregulation as well as lax enforcement of existing 
policies by regulatory agencies with jurisdiction over banks and Wall Street. Th e 
result was the passage of the Dodd-Frank Wall Street Reform and Consumer 
Protection Act of 2010. 48  Th e call for re-regulation also gained momentum in the 
aftermath of the 2010  Deepwater Horizon  oil spill in the Gulf of Mexico, which 
many believed was the result of poor oversight of oil company leases by regula-
tory agencies responsible for overseeing the management of off shore oil rigs in 
the Gulf.  

  Environmental Regulation 
 Regulation is also the primary approach that the government uses in its eff orts to 
deal with environmental pollution. 49  Pollution is not a new problem, but federal 
offi  cials did not pay signifi cant attention to it until the late 1960s. Most issues 
related to the environment were generally left to the states and localities where 
the problems existed, or to the courts, where private individuals would seek solu-
tions through litigation. Th e federal government had a long history of conserva-
tion policies aimed at managing and preserving forests and other large tracts of 
land in the American West, but its pollution control activities were limited. 

  Deregulation  Administrative 
reform policies initiated in the 
1970s that emphasized a 
loosening of government 
controls over activities and 
economic sectors previously 
subject to government rules 
and regulations. 
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 Students of environmental policy cannot pinpoint exactly what triggered the 
sudden explosion of concern over environmental pollution in the 1960s. Local 
controversies over power plant construction, the publication of books such as 
Rachel Carson’s  Silent Spring , media coverage of smog problems in cities from 
Los Angeles to Birmingham to New York—all these things seemed to come 
together in a political movement that Washington could not ignore. In 1969, 
Congress passed the National Environmental Policy Act, which, for the fi rst 
time, explicitly identifi ed environmental pollution as a national concern. Th is 
was followed in 1970 by President Nixon’s creation (through an executive order) 
of an Environmental Protection Agency (EPA) that was made up of units and 
programs drawn from throughout the federal government. What followed was a 
series of congressional actions that established the regulatory programs that the 
EPA would enforce. 

 Environmental regulation covers a wide range of issues, but four major areas 
stand out: air pollution, water pollution, earth pollution, and global warming. 
Th e 1970 amendments to the Clean Air Act gave the EPA jurisdiction over area, 
stationary, and mobile sources of air pollution. Under the act, the EPA was man-
dated to establish ambient air-quality standards for the country and to oversee 
eff orts by both public and private entities to achieve the goals set under the 
standards. 

 Th e fi rst major water pollution law was the Federal Water Pollution Control 
Act Amendments of 1972, which later became known as the Clean Water Act. 
Prohibiting the discharge of pollution into any navigable body of water from a 
specifi c “point” source (e.g., a factory) without an EPA permit, the act gave the 
agency authority to require polluters to meet the clean water standards set by the 
law. In addition, it provided federal funding for local sewage treatment and other 
wastewater facilities. Later amendments addressed issues of nonpoint sources, 
such as agricultural runoff  and natural occurrences. 

 Earth pollution was initially addressed in the Resource Conservation and Re-
covery Act of 1976, which primarily focused on the disposal of hazardous wastes 
but also provided a framework that the EPA later used for regulating the disposal 
and recycling of nonhazardous waste. In 1980, Congress passed the “Superfund” 
Act, which provided for the cleanup of abandoned hazardous waste sites and 
catastrophic spills. 

 Although internationally scientists have been expressing concern about global 
warming for decades, the issue did not rank high on the American environmen-
tal policy agenda until recently. During the 1990s, then–vice president Al Gore 
took the lead among U.S. offi  cials in negotiating the Kyoto Accords, which com-
mitted signatory nations to make eff orts to reduce their emissions of greenhouse 
gases, but the incoming Bush administration did not support the agreement. 
In 2006, however, private citizen Al Gore drew signifi cant attention to global 
warming and climate change in an Academy Award–winning documentary, 
which put the issue high on the U.S. policy agenda. 

 Federal environmental regulation has undergone a number of changes since 
1970. Under pressure to deregulate during the Reagan administration, the EPA 
developed alternatives to strict regulatory control approaches, including provid-
ing economic incentives for operators of pollution sources to regulate themselves. 
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Some of these have proved successful; others (such as the oversight of off shore 
drilling) have not. All have emerged as “necessary” solutions to problems that the 
public believed only the federal government could deal with.  

  Social Regulation 
 Protecting citizens from the major hazards associated with life in a highly indus-
trialized economic system has also become a focus of regulatory policy. Th e fi rst 
federal  social regulation programs  emerged in the early 1900s in response to 
problems involving adulterated food and the deceptive advertising of drugs. 50  
Stirred to action by research conducted at the Department of Agriculture and 
investigations by muckraking journalists, Congress passed the Pure Food and 
Drug Act of 1906 and the Meat Inspection Act of 1906. Th ese and other  con-
sumer protection policies  established federal agencies to deal with problems 
related to the safety and quality of food and drug products sold in the American 
marketplace. 

 Many of the economic regulatory agencies previously mentioned continue to 
play a role in these policy areas today. Th e Food and Drug Administration (FDA) 
regulates a wide range of consumer products, including drugs, cosmetics, med-
ical devices, and food (except for meat and poultry, which is the responsibility of 
the Food Safety and Inspection Service of the Department of Agriculture), to 
ensure their safety, purity, and eff ectiveness. For drugs and medical devices, 
FDA approval is needed before a product can be marketed. Th e FDA also inves-
tigates complaints about the safety or purity of food and cosmetics. If a product 
is found to be unsafe or adulterated, the FDA can order its removal from the 
marketplace. 

 Concern over travel and the regulation of airline safety has been growing in 
recent years. Th e Transportation Security Administration (TSA) in the Depart-
ment of Homeland Security was created in response to concerns about the threat 
of terrorist attacks after the events of September 11, 2001. Travelers have raised 
issues related to the delays created by TSA checkpoints at major airports, as well 
as some of the regulations imposed on what can and cannot be brought onto air-
planes. 51  Th e Federal Aviation Administration has long been the principal gov-
ernment agency dealing with airline safety, and it too has been subject to criticism 
for problems caused by ineffi  ciencies of the air traffi  c control system that it over-
sees, as well as charges that its safety inspection system has been too lax. 52  

 Th rough  worker protection programs , the federal government has extended 
its reach into the workplace as well, especially in the areas of discrimination, 
workers’ rights, and occupational safety and health.  Equal employment oppor-
tunity programs  prohibit discrimination in the workplace on the basis of race, 
sex, religion, national origin, or handicapped status. In addition, the federal gov-
ernment has required companies doing business with it to undertake affi  rmative 
action aimed at improving employment and promotion opportunities for minori-
ties, women, the handicapped, and other groups that have traditionally suff ered 
from workplace discrimination. 

 Th e best-known occupational safety and health program was established in 
1970 under the Occupational Safety and Health Act. Th e primary goal of this 
legislation was “to assure so far as possible every working man and woman in the 

  Social regulation programs  
Programs aimed at 
protecting consumers from 
the hazards of life in a highly 
industrialized economic 
system. 

  Consumer protection 
policies  Government laws 
and programs developed to 
deal with the safety and 
quality of consumer 
products and to protect 
consumers from deceptive 
business practices. 

  Worker protection 
programs  Government 
programs that protect 
workers in the areas of 
discrimination, workers’ 
rights, and occupational 
safety and health. 

  Equal employment 
opportunity programs  
Federal programs 
developed under civil rights 
legislation that prohibit 
workplace and other forms 
of discrimination on the 
basis of race, sex, religion, 
national origin, or 
handicapped status. 
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Nation safe and healthy work conditions.” Th e act created the Occupational 
Safety and Health Administration (OSHA) to implement this policy through 
regulations and onsite inspections. Although critics found its early regulations to 
be both trivial and costly, by 1986 OSHA had issued standards that would elim-
inate or minimize workers’ exposure to a number of highly suspect materials, 
such as asbestos, vinyl chloride, arsenic, benzene, lead, ethylene oxide, and cotton 
dust. Th e agency also set workplace standards for construction sites, grain eleva-
tors, and chemical plants, where hazardous materials were handled. Although 
still subject to criticism, OSHA remains an important part of federal policies 
dealing with worker protection. 

 In addition to OSHA, several other agencies are involved in workplace safety 
and health regulation. For example, agencies such as the Mine Safety and Health 
Administration and the Nuclear Regulatory Commission have jurisdiction over 
workplace conditions in specifi c industries. Overall, these agencies and programs 
represent a federal commitment to protecting workers from workplace hazards. 

 Social regulation policies have not been without their critics, who claim that 
such eff orts are misdirected. Some critics accuse the government of interfering 
too much in the workings of the open marketplace through these regulations. 
Th ey consider the laws of supply and demand to be the best means of protecting 
consumers and workers, and they worry about the costs of social regulatory 
policy. Th ose who support social regulations, however, complain that the rules 
are still too few and that they are not enforced stringently enough. On worker 
protection issues, some advocates of a comprehensive industrial policy for the 
United States have urged legislation that would establish a higher minimum 
wage, protect workers from sudden plant closings, and increase worker participa-
tion in corporate decisions.   

  Social Welfare Policies 
 >  What does the federal government do to assure the economic well-

being of individuals? 

 Social welfare policies have deep roots in American history. America’s earliest 
social policies were based on England’s  poor laws —enacted in the early 1600s—
which made local communities responsible for taking care of their own needy 
and sick. State governments became involved in aiding the needy during the 
1800s. Many states abolished local debtors’ prisons, instituted child labor laws, 
mandated public education, and supported the creation of institutions to care for 
the orphaned, insane, blind and deaf, epileptic, destitute, and others who were 
in need. 53  

 Except for a few small federal grant-in-aid programs to the states (see Chapter 3), 
the national government did not become actively involved in social welfare policy 
until the Great Depression. Th e fi rst national programs followed the same pat-
tern as the traditional state and local eff orts by attempting to meet the needs of 
the poor or to improve their circumstances. Beginning in the 1930s, national 
policies focused on promoting the general welfare through social programs for all 
Americans, regardless of their income level. 54  Th us, when we discuss welfare 

  Poor laws  British Laws 
enacted in the early 
1600s that made local 
communities responsible for 
taking care of their own 
needy and sick. They were 
used as the basis for 
American social policies 
early in the nation’s history. 
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policy, we must address two types of government programs: those that provide 
benefi ts and services only to the poor and those that help meet the needs of the 
general public. 55  

  Aiding the Poor 
 Federal policies aimed explicitly at helping those in need went through a major 
overhaul in 1996 with the passage of the Personal Responsibility and Work Op-
portunity Reconciliation Act (PRWORA). To appreciate the signifi cance of those 
changes, we must understand the welfare system that the 1996 act replaced. 

  The Old Welfare System.   Under the previous system for aiding the poor, three 
distinct forms of  federal assistance programs  were enacted: 56  

•       General assistance  was given in cash (such as emergency assistance) or in the 
form of food and other commodities or the means for buying them, such as 
food stamps, to those in need.  

•      Work assistance  off ered jobs or job-training programs.  

•      Categorical assistance  targeted specifi c populations (for example, aid to fam-
ilies with dependent children and supplemental assistance to children with 
disabilities).   

 Almost all the programs in these categories were intergovernmental pro-
grams, involving state and local funding and participation (see Chapter 3). Th e 
resulting welfare system was a complex arrangement of programs designed to 
provide Americans with a safety net in times of personal and general economic 
distress. By the 1980s many of these programs drew criticism from all corners of 
the political arena. Among those criticisms, three stood out and helped shape the 
1996 reforms. 

 First, the system was perceived as  too centralized and infl exible . Many of the 
federal programs were designed to guarantee that people who needed help had 
roughly equivalent access to minimal welfare benefi ts, whether they resided in 
New York City or Jackson, Mississippi. Th is goal required that the national gov-
ernment establish basic program standards and ensure the implementation of 
minimal eligibility requirements throughout the country. It did so through spe-
cifi c provisions attached to the categorical grants it provided to the states to carry 
out the various programs. While the level of benefi ts for diff erent federally 
funded programs might vary from state to state, program standards and a min-
imal level of benefi ts were set and enforced in Washington, D.C. 

 Initially, many Americans accepted this centralized system as necessary to 
guarantee some minimal assistance to the poor, no matter where they lived. By 
the 1980s, however, critics were successfully arguing that program centralization 
had gone too far and was hindering state and local eff orts to deal with the special 
circumstances and needs of local residents. 

 Th e second criticism of the older welfare system was that it created  too much 

dependence  on government programs among the poor. 57  A growing chorus of crit-
ics from both the political left and right noted that existing welfare programs 
gave recipients little, if any, incentive to seek employment or job-related training. 

  Federal assistance 
programs  Federal welfare 
programs that took three 
forms: general assistance 
in the form of cash and 
commodities; work 
assistance in the form of 
jobs and job training; and 
categorical assistance 
targeted at specifi c 
populations. 
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Instead, the system seemed to create a culture of poverty that increased the de-
pendence of welfare recipients on government programs. Together with chang-
ing economic conditions, welfare programs were producing a social and economic 
underclass that had no incentive to break out of the cycle of impoverishment. 

 Th e large and growing costs of the existing welfare system gave rise to the 
third criticism: Th e system was proving  too expensive . Entitlement programs—
programs in which all eligible individuals had a right to the program’s benefi ts—
dominated the welfare approach, requiring open-ended funding. In other words, 
no matter what federal, state, and local governments might budget for these pro-
grams in any given year, they were obligated to spend as much as was necessary 
to meet the needs of those who were entitled to the benefi ts. Th is obligation 
created uncertainty and anxiety about future expenditures—especially as projec-
tions indicated a steep rise in entitlement costs by 2000. Th ese and related criti-
cisms of the welfare system helped to fuel reform eff orts and eventually led to the 
passage of the Personal Responsibility and Work Opportunity Reconciliation 
Act, which became law in 1996.  

  The New Welfare System.   Th e 1996 welfare reform legislation that resulted in 
the PRWORA addressed the three major criticisms of the previous system. It 
gave more power to the states, focused on the goal of reducing dependence on 
welfare, and placed limits on government spending for welfare programs.  

  Empowering the States.   Th e 1996 act replaced the Aid to Families with Depen-
dent Children (AFDC), emergency assistance, and other highly centralized and 
infl exible categorical programs of the past with a block grant titled Temporary 
Assistance for Needy Families (TANF). Th is grant provided each state with re-
sources to accomplish the legislation’s four basic goals: 

1.      Assisting needy families so children could be cared for in their own homes 
or in the homes of relatives  

2.     Ending the dependence of needy parents on government benefi ts by pro-
moting job preparation, work, and marriage  

3.     Reducing the incidence of out-of-wedlock pregnancies  

4.     Encouraging the formation and maintenance of two-parent families   
 Although TANF gave the states considerably more power to shape their own 

welfare policies and programs, it required states to submit an acceptable welfare 
assistance plan to the national government that included provisions refl ecting the 
major objectives of the reforms.  

  Ending Dependence.   For example, instead of relying on highly structured work 
assistance programs, TANF required states to develop their own programs off er-
ing welfare recipients incentives and opportunities to obtain employment and get 
off  federally funded welfare. It contained provisions allowing states to reduce or 
cut off  assistance to a variety of groups. For example, states can refuse support for 
teenage parents who do not participate in training or educational programs or 
who refuse to live in their parent’s home. Anyone who refuses to help determine 
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the paternity of children who are receiving aid can also lose some or all assis-
tance. Individuals convicted of drug-related felonies were not eligible for any 
federally funded cash or food stamp assistance under the law, although states 
could aid their families if they chose to. Th ese and other provisions of the 1996 
act refl ected the goal of ending welfare dependence.  

  Capping the Costs of Welfare.   Congress also stopped the open-ended funding of 
the past and limited federal spending to $16.4 billion—an amount that has re-
mained the same through fi scal year 2014. In addition, the law expressly stated 
that the state programs funded under TANF are not to be treated as entitle-
ments, and that both eligibility and benefi ts can be adjusted to keep the programs 
within spending limits. Th ere were provisions for states facing special circum-
stances (e.g., Louisiana after Hurricane Katrina in 2005), but even this amount 
was set at a specifi c level ($610 million in fi scal year 2014). Individual states could 
spend as much as they wished on other programs, but they would have to do so 
without federal fi nancial assistance. In short, the 1996 act was expected to rein in 
the growth of both federal and state spending on welfare.  

  Other Provisions.   While the 1996 act changed the structure of AFDC and other 
major entitlement programs, it did not make radical changes in other parts of the 
welfare system. For example, Supplemental Security Income (SSI) was created in 
1972 to provide direct monthly benefi ts from the federal government to the aged, 
those with visual handicaps, and those with mental or physical disabilities, re-
gardless of the level of assistance they receive from other programs. Although the 
program was not eliminated in 1996, a major portion of it that aff ected children 
with disabilities (and often used to supplement assistance to poor families) was 
modifi ed to tighten eligibility requirements. 

 Another major entitlement program,  food stamps , was also left mostly intact. 
Begun in 1961 as the Farm Bill, the program slowly expanded until it became the 
primary source of food assistance for the poor. In 2008, the program was re-
named the Supplemental Nutrition Assistance Program (SNAP), and electronic 
benefi t transfer cards replaced stamps. Run by the Department of Agriculture, 
eligibility for SNAP is determined by household income. Any family with gross 
annual incomes below 130 percent of the federal poverty level qualifi es. Th e 
number of individuals relying on SNAP benefi ts dramatically increased after the 
Great Recession of 2008, from 28 million in 2008 to more than 44 million in 
2011. In addition, SNAP benefi ts were temporarily increased as part of the eco-
nomic stimulus package passed in 2009. Cutbacks in the program and improved 
economic conditions slowed that expansion, but in 2013 more than 47 million 
people were still receiving some level of food assistance. 58  

 In the case of both SSI and food stamps, the 1996 act initially made almost all 
noncitizens ineligible for either program. Th is particular provision of the act 
proved very controversial, especially in urban areas and populous states, where 
large numbers of political refugees and elderly legal immigrants resided. Without 
access to these and related federal entitlement programs, meeting the needs of 
poor noncitizens was likely to be a major burden for states and localities. By 
1998, Congress and several states had passed legislation easing this limitation for 
many refugees and other legal immigrant groups. 

15-Gitelson-Chap15.indd   15-3115-Gitelson-Chap15.indd   15-31 19/02/15   5:24 PM19/02/15   5:24 PM



 Social Welfare Policies 15-32

 In the area of health care, Medicaid remained the primary program for aiding 
the poor. Established in 1965 as part of the Social Security system, today it pro-
vides some form of assistance to more than 59 million Americans. Among those 
receiving Medicaid, more than half (31 million) are children and another 25 per-
cent are elderly or disabled. Th ese numbers are likely to grow with the expansion 
of the Aff ordable Care Act that are tied to Medicaid. 59  

 Th e 1996 reforms did not have a direct or major impact on the Earned Income 
Tax Credit (EITC) either, which has developed into a major part of the U.S. 
social welfare safety net. First enacted in 1975 and modifi ed by Congress from 
time to time, the EITC is not a social welfare program in the traditional sense, 
but rather a means for supplementing the income of those in need through the 
U.S. tax system. Under this program, in 2013 low to moderate income individu-
als and families who qualifi ed would have received tax refunds ranging from 
$487 to a little over $6,000. As a “cash-transfer” program, the EITC has played 
a signifi cant role in reducing poverty in the United States, and by 2014 was the 
third-largest social welfare program, behind SNAP and Medicaid. 60  

 Many other federally funded programs—including housing assistance, child 
nutrition, child care, and child support—were linked to programs modifi ed by 
the 1996 act, and most were aff ected in some way by the legislation. 61  But the 
main thrust of the reforms has been to radically alter or reduce the role of tradi-
tional welfare programs in providing for the economic safety net refl ected in 
programs designed to be more responsive to economic emergencies and down-
turns such as those experienced during the Great Recession of 2008–2009.   

  Social Insurance 
 Although welfare programs for the poor have been a major part of America’s 
social policies, many other policies have addressed the needs of all Americans, 
regardless of their level of income.  Social insurance programs  are intended to 
cover income losses caused by long-term illness, unemployment, retirement, and 
other interruptions to a person’s working life. Funding for these benefi ts comes 
from “contributions” (involuntary taxes) that are levied on both employers and 
employees and placed in special trust funds. Once a person has made a minimum 
number of payments into a trust fund, he or she is entitled to participate in the 
program’s benefi ts. 

 Among major industrialized nations, the United States was one of the last to 
adopt such a plan. 62  Unemployment insurance and retirement benefi ts were es-
tablished by the Social Security Act of 1935. Under Social Security, employees 
and employers contribute a certain portion of employees’ earnings to several trust 
funds administered by the Social Security Administration (SSA). Th e SSA is 
supposed to use those funds to pay unemployment claims and to provide monthly 
pension checks when a worker retires. At the outset, the system assured most 
American workers at least minimal coverage when they were temporarily un-
employed or when they retired. 

 Over the years, social insurance programs have grown considerably. In add-
ition to unemployment and old-age pension insurance, Social Security now ap-
plies to the disabled and to the survivors (widows, widowers, and children) of 
deceased contributors; thus the number of Americans covered by Social Security’s 
general social insurance programs has expanded. In 1940, Social Security covered 

  Social insurance programs  
Social policy programs 
administered by the Social 
Security Administration 
(SSA) that are intended to 
cover income losses due to 
long-term illnesses, 
unemployment, retirement, 
and other interruptions to 
a person’s working life. 
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only 20 percent of the U.S. workforce. In 2014, 87 percent of Americans over the 
age of 20 were regarded as “fully insured” under the old-age, survivors’, and dis-
ability benefi ts. And although coverage varies from state to state, a similar 
number of working adults have unemployment insurance that provides a tempo-
rary cushion if they lose their jobs due to no fault of their own. 63  

 With the passage of Medicare in 1965, the federal government also began 
providing health insurance for the elderly aged 65 and older and the disabled (see 
the Chapter 9 Policy Connection, pp. 314–319). Th e basic Medicare program 
provided insurance for hospitalization, as well as extended care and home health 
services. It also contained a voluntary supplementary medical insurance program 
to help off set the costs of physicians’ fees, lab tests, medical supplies and appli-
ances, and related items. By 2013 42.4 million elderly Americans were enrolled 
in the basic hospital insurance program, and most of those individuals paid an 
additional monthly premium to take part in the supplementary health insurance 
program. An additional 9.7 million were enrolled in Medicare under the pro-
gram’s disability coverage. 64  

 As part of the 1996 welfare reforms, Congress passed amendments to Title XXI 
of the Social Security Act that provided access to health insurance for poor 
working families. Closely related to Medicaid, the State Children’s Health In-
surance Program (or SCHIP) was funded by both states and the federal govern-
ment, with states playing a key role in determining eligibility rules. While 
SCHIP expanded medical insurance coverage for many children, the program 
fell short of what was needed because many families who earned too much to 
qualify for Medicaid still could not aff ord private insurance to cover their chil-
dren. Under the 2010 Patient Protection and Aff ordable Care Act (ACA, or 
“Obamacare”) SCHIP coverage was extended to families with children under 19 
who earned as much as 300 percent of the Federal Poverty Level. Other provi-
sions of the ACA made health care insurance more easily available to other seg-
ments of the population, such as those with pre-existing conditions. Th e ACA 
was supposed to go into full eff ect in 2014, but legal challenges, administrative 
glitches, and continued political opposition made implementation diffi  cult. 
Nevertheless, by 2015, an estimated 8 to 10 million previously uninsured Ameri-
cans had obtained coverage under the ACA. 65  

 In addition to the debate over expanding government health care insurance 
coverage, a good deal of attention has been paid to fi nancial problems facing the 
overall Social Security program. Despite steady increases in the number of par-
ticipants who contribute, the social insurance programs under Social Security—
especially old-age pensions and Medicare—have faced short-term fi nancial 
problems. For decades, contributions to the SSA trust funds had typically equaled 
or exceeded the amount paid out in benefi ts, but by the early 1980s it was evident 
that signifi cant problems were emerging. Th e American population was growing 
older, and policymakers had expanded Social Security benefi ts for years. Critics 
warned of a pending crisis, but they were generally ignored until 1982, when the 
old-age and survivors’ insurance trust fund—the largest of the SSA funds—had 
to borrow billions of dollars from other SSA trust funds. 

 In 1983, a special National Commission on Social Security Reform issued a 
report with recommendations for dealing with the immediate problems. Congress 
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responded by making major changes in the retirement age for eligible benefi ciaries. 
Th ose who chose to retire earlier than the standard age of sixty-fi ve would have a 
cut of 20 to 30 percent in their benefi ts. 66  Policymakers have also been increasing 
the amount that each American contributes to Social Security insurance in an at-
tempt to keep the program solvent as far into the future as possible. Th e Social 
Security tax rate for all participating employees increased from 3 percent in 1960 
to 4.8 percent in 1970, to 6.13 percent in 1980, and then to 7.65 percent in 1990 
where it remains today. 

 Th e long-term future of Social Security continues to be an issue. Critics have 
called for a signifi cant overhaul of the system in order to save the funds from 
bankruptcy as the baby-boom generation reaches retirement age. 67  Defenders 
of the existing policies point out that various forecasts of trust fund bankrupt-
cies  were based on the most pessimistic assumptions about the future of the 
American economy. Th e use of more realistic assumptions, they argue, shows 
that most of the major trust funds in the Social Security system are likely to 
remain solvent until well beyond 2075. 68  Nevertheless, most observers are con-
vinced that the issue of the future of Social Security will not disappear. 69    

  Conclusion 
 In this chapter, we touched on only a few of the major domestic policy arenas in 
which the federal government is involved today. Th e federal government has been 
extremely active in many other areas, including eff orts to provide mass transit, con-
struct new and safer highways, promote the conservation of our natural resources, 
and deal with energy shortages. Although each of those policy arenas has its own 
distinct characteristics, each must contend with the public’s eff ort to make sense of 
public policy and the myth of government as a necessary evil. Th at is, policymakers 
must design and implement policies in a way that will show an ever-suspicious public 
that the benefi ts gained from any given government program outweigh the perceived 
costs in terms of lost liberty, increased dependency, and greater ineffi  ciencies. 

 Th is is no easy task, for the reality is that the world is more complex than the 
necessary-evil myth implies. Public policies are responses to problems that we 
face as a society, and those problems do not  necessarily  require government in-
volvement. Rather, the decision to develop governmental solutions is often a 
choice that we make through the political process. As many economists will 
argue, there are various nongovernmental solutions to many of our collective 
problems. Do we really need  public  schools to educate our children? Must we rely 
on government alone to provide us with trash collection or to regulate radio and 
television broadcasting? Do we really need government to provide us with librar-
ies and parks and roads and hospitals? Both logically and historically, the answer 
is no. Th ese various policies and services can be provided privately, either by busi-
nesses or by charitable institutions. When we decide to have government address 
these needs, it is by political choice rather than out of necessity. 

 Th e public solution is not always evil. Governmental actions can enhance our 
ability to deal with poverty and inequality. 70  Th ey can also have a positive impact on 
our exercise of our liberties. 71  Th e freedom to act in the open marketplace is made 
possible by the existence of a legal infrastructure that helps to maintain the rules 
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of exchange and punishes those who commit fraud or renege on their contractual 
obligations. Government is also capable of delivering public goods and services 
without relying on heavy-handed bureaucratic methods. By adopting innovative 
management practices, most federal agencies have demonstrated that they can con-
duct the public’s business in an effi  cient and eff ective way (see Chapter 13). 

 Despite the complex reality that belies the myth of government as a necessary 
evil, there is some benefi t to maintaining it as a limiting force in the American 
political system. If nothing else, it serves a useful function by keeping the public 
vigilant against possible abuses of governmental power while giving policymak-
ers pause when they consider going “too far” in the design and implementation of 
public policies and programs.  
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  Focus Questions Review 
1.     How is public policy made?  > > >   

      The policymaking process in the United States is 
diffi  cult to summarize because so many diff erent 
policies emerge from so many diff erent institutions. 
However, the overall process can be described in six 
stages: 
•      Issue identifi cation  
•     Agenda setting  
•     Policy formulation  
•     Policy adoption  
•     Policy implementation  
•     Policy evaluation    

    Within each stage, the method of decision making 
varies. Ideally, decisions would be made rationally, but 
in reality, decisions are often made incrementally—
that is, through additions to and subtractions from 
current policies and programs.  
     According to the elite model, decisions are made by 
a relatively small group of infl uential leaders who 
share a common perspective and common goals.  
     Finally, many students of public policy have 
adopted a pluralist model, which holds that decisions 
are made as the result of pressures from a diverse 
population of interest groups.     
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2.    What has been the federal government’s role in 
dealing with issues related to education?  > > >   
      Although education policy has traditionally been the 
concern of states and localities, the federal govern-
ment has always played a role in dealing with issues 
of access, funding, and curriculum content. Today, 
the emphasis is on issues of education quality and 
accountability.     

3.    How does the federal government attempt to 
manage the American economy?  > > >   
      The federal role in managing the economy has 
focused on monetary policy and fi scal policy ap-
proaches. In recent years, the issues of defi cits and the 
national debt have become increasingly important.     

4.    What are the issues surrounding the federal 
government’s eff orts to enhance overall economic 
growth?  > > >   
      Economic development policies of the federal gov-
ernment focus on issues of: 

•      Trade  
•     Tax incentives  
•     Industrial policy  
•     Supply-side strategies       

5.    How has the federal government used regulatory 
policies in dealing with economic, environmental, 
and social problems?  > > >   
      Through rules made and enforced by various regula-
tory agencies, the federal government attempts to 
deal with economic, environmental, and social prob-
lems. In recent years there has been an eff ort to rely 
more on incentives and to move toward the “deregu-
lation” of certain sectors of the economy.     

6.    What does the federal government do to assure the 
economic well-being of individuals?  > > >   
      Social welfare policies cover governmental actions 
to provide aid to low-income Americans and to pro-
mote the general welfare of all Americans.       

  Review Questions 
1.      Describe the major diff erences between fi scal and monetary policy approaches.  
2.     Describe and discuss the reasons for the growth of the U.S. national debt.   

 For more information and access to study materials, 
visit the book’s companion website at
 www.oup.com/us/gitelson .       v
 w
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