AP Government Chapter 16 Notes: Domestic and Economic Policy
Domestic Policy can be defined as all of the laws, government planning, and government actions that affect each individual’s daily life in the United States → (ex) poverty, crime, and the environment.
· Many of our domestic policies are formulated and implemented by the federal government, but many others are the result of the combined efforts of federal, state, and local governments.
· The Policy Making Process

· Steps in the Policymaking Process
· Agenda Building – Congress must become aware that an issue requires congressional action.  Agenda building may occur through:
· A crisis
· Technological change
· Mass media campaigns
· Efforts of strong political personalities 
· Effective lobbying groups
· Agenda Formulation – various policy proposals are discussed among government officials and the public.  
· Such discussions may take place in the printed media, on television, and in the halls of Congress.
· Congress holds hearings, the president voices the administration’s views, and the topic may even become a campaign issue.
· Agenda Adoption – choosing a specific strategy from among the proposals that have been discussed.
· Agenda Implementation – Government action must be implemented by bureaucrats, the courts, police, and individual citizens.
· Agenda Evaluation – after a policy has been implemented, increasingly groups are undertaking policy evaluation.  Groups inside and outside government conduct studies to determine what actually happens after a policy has been implemented for a given period of time.  Based on this “feedback” and the perceived success or failure of the policy, a new round of policy making initiatives will be undertaken to correct and hopefully improve on the effort.
· Models of the Policymaking Process 
· The Bureaucratic Politics Model – In the bureaucratic politics model, the relative power of the large bureaucracies in Washington determines which policy becomes part of the national agenda and which is implemented.  This theory of American politics is based on the struggle among competing interests. (pluralist theory)
· The Power Elite, or Elitism, Model – powerful economic interests determine the outcome of policy struggles, according to the power elite, or elitism, model.  The rich and those who know the rich determine what gets done.  More important, the power elite decides when items do not get on the public agenda and which items get removed if they are already on it.
· The Marxist Model – closely aligned with the power elite model is the Marxist model of public policymaking, in which the ruling class institutes public policy, often at the expense of the working class.  The Marxist solution is revolution and the seizure of government by the working class.
· The Incrementalist Model – Public policy evolves through small changes or adjustments, according to the incrementalist model.  Consequently, policy makers examine only a few alternatives in trying to solve national problems.  A good public-policy decision is made when there is an agreement among contesting interests, and agreements is obtained most easily when changes are minimal.
· The Rationalist Model – sometimes thought of as a pure textbook abstraction, hypothesizes a rational policy maker who sets out to maximize his or her own self-interest, rather than determining what the public, or collective, interest might be.  Rational policymakers will rank goals and objectives according to their benefit to the policymakers.  Such a model is often viewed as an alternative to the incrementalist model.  This model is sometimes known as the theory of public choice.
· The Systems Model – the most general, and perhaps the most ambitious, approach to modeling public policymaking is a systems approach, in which policy is a product of the relationships between institutions of government and the socioeconomic political environment.  Such a model has:
· Inputs from public opinion and crisis
· A political process including legislative hearings, debates, court deliberations, party conventions, and so on.
· A set of policy outputs consisting of legislation, appropriations, and regulations
· Policy outcomes, which may provide, for example, more job security, less unemployment, more research on AIDS, and so on.
· Poverty and Welfare 
· The Low-Income Population 
· Defining Poverty – the threshold income level, which is used to determine who falls into the poverty category, is based on the CPI (consumer Price Index) is based on the average prices of a specified set of goods and services bought by wage earners in urban areas.
· In 2000, for example, the official poverty level for a family of four was about $17,500.  It has gone up since then by the amount of the change in the CPI during the intervening period.  The poverty level varies with family size and location.
· The official poverty level is based on pretax income, including cash but not in-kind subsidies – food stamps, housing vouchers, and the like.
· Major Government-Assistance Programs – With the passage in 1996 of the Personal Responsibility and Work Act (known as the Welfare Reform Act), Congress made significant changes in the nation’s welfare system.  The states gained more responsibility for establishing welfare rules and managing the welfare program.
· Temporary Assistance to Needy Families (TANF) – the U.S. government turns over to the states, in the form of block grants, funds targeted for welfare assistance.  The states, not the national government, now have to meet the costs of any increased welfare spending.
· One of the basic aims of he Welfare Reform Act was to reduce welfare spending by all governments in the long run.
· One change involved limiting most welfare recipients to only two years of welfare assistance.
· The bill also limited lifetime welfare assistance to five years.
· Supplemental Security Income (SSI) program was established in 1974 to provide a nationwide minimum income for elderly persons and persons with disabilities who do not qualify for Social Security benefits.
· Food Stamps – coupons that can be used to purchase food.  Food stamps are available for low-income individuals and families.
· Earned Income Tax Credit (EITC) Program – was created in 1975 to help low-income workers by giving back part or all of their Social Security taxes.
· Children Living In Poverty – nearly 19% of America children live in poverty.
· Young Children in Poverty -- For young children under the age of 6, the poverty rate is 22%.  About 10% of young children live in extreme poverty.
· America’s youngest children are more likely to live in poverty than Americans in any other age group.
· The poverty rate for young children is often two to three times higher than that of other major Western industrialized nations.
· Extreme poverty during the first 5 years of life has a more negative effect on a child’s future chances than extreme poverty experienced in later childhood.
· Poverty’s Effect on Children – some have argued that children of very poor families fail in society because their parents are unlike other parents.
· The policy implications of this debate are crucial, for if children from poor families are just like everyone else, then reducing poverty rates will lead to higher success rates in the economic and social world for such children.
· Homelessness – Still a Problem – some observers argue that the Welfare Reform Act of 1996 has increased the numbers of homeless persons.
· It is difficult to estimate how many people are homeless because the number depends on how the homeless are defined.
· There are street people – those who sleep in bus stations, parks, and other areas.  Many of these are youthful runaways.
· There are sheltered homeless – those who sleep in government-supported or privately funded shelters.
· Crime in the Twenty-First Century
· Crime in American History 
· During the Civil War, mob violence and riots erupted in numerous cities
· From 1860-1890, the crime rate rose twice as fast as the populations
· From 1900-1930s, social violence and crime increased dramatically.  Labor union battles and racial violence was common
· Mid 1930s to early 1960s the U.S. experienced, for the first time in history, stable or slightly declining overall crime rates.
· From the mid 1980s to 1994, its rate rose relentlessly
· Since 1995, violent crime rates have declined each year.
· Crimes Committed By Juveniles – a disturbing aspect of crime is the number of serious crimes committed by juveniles, although the number of such crimes is also dropping.
· Some cities have established juvenile curfews
· Several states have begun to try more juveniles as adults, particularly juveniles who have been charged with homicides.
· Some are operating boot camps to try to shape up the less violent juvenile criminals.
· Environmental Policy
· The Government’s Response to Air and Water Pollution 
· Federal Water Pollution Control Act of 1948 provided research and assistance to the states for pollution-control efforts, but little was done.
· Federal Air Pollution Control Act of 1955 gave some assistance to states and cities
· The National Environmental Policy Act in 1969 – this landmark legislation established, among other things, the Council for Environmental Quality.  Also it mandated that an environmental impact statement (EIS) be prepared for all major federal actions that significantly affected the quality of the environment.  The act gave citizens and public-interest groups concerned with the environment a weapon against the unnecessary and inappropriate use of natural resources by the government.
· The Clean Air Act of 1990 – this act amended the 1963 Clean Air Act, which had also been amended in 1970 and 1977.  The 1990 amendments required automobile manufacturers to cut new automobiles’ exhaust emissions of nitrogen oxide by 60% and emissions of other pollutants by 35%.
· Stationary sources of air pollution were also made subject to more regulation under the 1990 act.  The act required 110 of the oldest coal-burning power plants in the U.S. to cut their emissions by 40% by the year 2001.
· The act also required that the production of chlorofluorocarbons (CFCs) be stopped completely by the year 2002. CFCs are thought to deplete the ozone layer and increase global warming.  CFCs are used in air-conditioning and other refrigeration units.
· The Politics of Economic Decision Making
· Each policy action carries with it costs and benefits, known as policy trade-offs.  The costs are typically borne by one group and the benefits enjoyed by another group.
· The Politics of Taxes and Subsidies – subsidies are a type of negative taxes that benefit certain businesses and individuals.
· Premise: For every action on the part of the government, there will e a reaction on the part of the public.
· Eventually, the government will react with another action, followed by the public’s further reaction → action-reaction syndrome.
· Tax Rates and Tax Loopholes – individuals and businesses pay taxes based on tax rates.  The higher the tax rate (the action on the part of the government), the greater the public’s reaction to the tax rate.
· Individuals and corporations facing high tax rates will always react by making concerted attempts to get congress to add loopholes to the tax law that allow them to reduce their taxable incomes.
· Loopholes allowed people to shift income from one year to the next.  Other loopholes allowed individuals to avoid some taxes completely by forming corporations outside the United States.
· These same principles apply to other interest groups.  If enough benefits are to be derived from influencing tax legislation, such influence will be exerted by the affected parties.
· Why we Probably Will Never Have a Truly Simple Tax System
· As tax rates went up, those who were affected spent more time and effort to get Congress to legislate special exceptions, exemptions, loopholes, and the like, so that the full impact of such tax rate increases would not be felt by richer Americans.  As a result, the U.S. tax code became more complicated than it was before.
· Social Security: How Long Will it Last?
· Social Security taxes came into existence when the Federal Insurance Contribution Act (FICA) was passed in 1935.
· As of 2000, a 6.2% rate was imposed on each employee’s wage up to a maximum of $76,500 to pay for Social Security.  In addition, employers must pay in (contribute) an equal percentage.  Also there is a combined employer/employee 2.9% tax rate assessed for Medicare on all wage income, with no upper limit.
· Social Security is a Regressive Tax – when people with higher incomes pay lower tax rates than people with lower incomes, we call it a regressive tax.
· Social Security taxes are regressive because once individuals’ income exceeds the maximum taxable amount, they pay no more Social Security taxes.
· The Grim Future of the Social Security System – the federal Social Security system is basically a pay-as-you-go transfer system in which those who are working are paying benefits to those who are retired.
· As long as Congress continues to increase Social Security benefits while at the same time the labor force grows less rapidly than the number of retirees, financial strain will plague the Social Security system.  
· Social Security also will continue to be a political issue, as well as, a focal point of lobbying efforts, particularly by groups that represent older Americans.
· The Debate over Privatization – What to do about the Social Security dilemma is a major issue facing today’s policy makers.
· One possible solution would be to partially privatize the Social Security system by allowing workers to invest a specified portion of their Social Security payroll taxes in the stock market.
· A number of groups oppose the concept of partial privatization, however, fearing that many Americans would mismanage their investments or not invest wisely.
· Opponents of partial privatization also worry that such a step could be a first step down the slippery slope toward full privatization – no government guarantees with respect to Social Security.
· The Politics of Fiscal and Monetary Policy 
· Fiscal Policy is the use of changes in government spending or taxation to alter national economic variables, such as the rate of unemployment.
· Monetary Policy is the use of changes in the amount of money in circulation to alter credit markets, employment, and the rate of inflation.
· Fiscal policy is the domain of Congress and the President.
· Monetary policy is much less under the control of Congress and the president because the monetary authority in the United States is the Federal Reserve System (the Fed) – is an independent agency not directly controlled by either Congress or the president.
· Fiscal Policy: Theory and Reality – the theory behind fiscal policy changes is relatively straight forward: when the economy is going into a recessions (a period of rising unemployment), the federal government should stimulate economic activity by increasing government expenditures, by decreasing taxes, or both.  When the economy is becoming overheated with rapid increases in employment and rising prices ( a condition of inflation), fiscal policy should become contractionary, reducing government expenditures and increasing taxes → Keynesian Economics.
· Monetary Policy, Politics, and Reality – in periods of recession and high unemployment, we should stimulate the economy by expanding the rate of growth of the money supply.
· An easy-money policy is supposed to lower interest rates and induce consumers to spend more and producers to invest more.  
· With rising inflation, we should do the reverse; reduce the rate of growth of the amount of money in circulation.  Interest rates should rise; choking off some consumer spending and some business investment.
· The Monetary Authority – The Federal Reserve System – Congress established our modern central bank, the Federal Reserve System, in 1913.  It is governed by a board of governors consisting of 7 members, including the very powerful chairperson.  All of the governors, including the chairperson, are nominated by the president and approved by the Senate.  They are appointed for 14 years.
· Through the Federal Reserve System and its Federal Open Market Committee (FOMC), decisions about monetary policy are made 8 times a year.
· The Board of Governors of the Federal Reserve System is independent.  The Fed remains one of the truly independent sources of economic power in the gov’t.
· Monetary Policy and Lags – monetary policy does not suffer from the lengthy time lags that affect fiscal policy because the Fed can within a very short period, put its policy into effect.  Researchers have estimated that it takes almost 14 months for a change in monetary policy to become effective.
· The Public Debt and the Disappearing Deficit

· Until the late 1990s, the federal government had run a deficit – spent ore that it received – in every year except two since 1960.
· Every time a budget deficit occurred, the federal government issued debt instruments in the form of United States Treasury Bonds.  
· The sale of these bonds to corporations, private individuals, pension plans, foreign governments, foreign businesses, and foreign individuals added to the public debt or national debt, defined as the total amount owed by the federal government.
· Is the Public Debt a Burden? 
· As long as the government has the ability to pay the interest on the public debt through taxation, it will never go bankrupt.
· What happens is that when Treasury Bonds come due, they are simply “rolled over.” → That is, if a $1 million Treasury Bonds come due today, the U.S. Treasury pays it off and sells another $1 million bond.
· Interest payments are paid by taxes, so what are we really talking about is taxing some people to pay interest to others who loaned money to the government.
· Not all interest payments are paid to Americans.  A significant amount is paid to foreigners, because foreigners own nearly 37% of the public debt.  This raises the fear of too much foreign control of U.S. assets.
· The Problem of “Crowding Out” 
· A large public debt is made up of a series of annual federal government budget deficits.  Each time the federal government runs a deficit, we know that it must go into the financial marketplace to borrow the money.
· This process in which the U.S. Treasury sells U.S. Treasury Bonds is called public debt financing.  Public debt financing, in effect, “crowds out” private borrowing.
· Consequently, interest rates are increased when the federal government runs large deficits and borrows money to cover them.  Higher interest rates can stifle or slow business investments, which reduces the rate of economic growth.
· Freer World Trade and the World Trade Organization
· At the close of WWII in 1945, the United States was clearly the most powerful and influential nation on Earth.
· Over the next 25 years, however, U.S. dominance in the global marketplace was challenged.  Japan rose from its wartime defeat to become one of the top world economic powers.
· The 15 countries of the former European Community (EC) became one consumer market → European Union (EU) on December 31, 1992.  
· For the first time in more than 100 years, the U.S. economy slipped to 2nd place.
· Adding to the EU’s formidable economic power is the untapped low-cost labor that is available from the former republics of the Soviet Union and from Eastern Europe.
· America’s Current Competitive Position – today, one rarely reads anything about problems with America’s global competitiveness.  Why?  The reason is that the Asian economies went into near collapse in the late 1990s and Europe has been stagnating.
· The economy is so strong that the U.S. has to import skilled laborers from other countries, particularly for the information-technology sector.
· It is true that the U.S. still faces a deficit in its balance of trade, but that does not mean that America has lost its global competitiveness – far from it.  It simply means the rest of the world wants to invest here.
· For every dollar of capital that foreigners invest in the U.S., there has to be a dollar of trade deficit for that is an accounting identity requirement.
· Opening Up World Trade – The WTO  -- World Trade Organization (WTO) 
· The U.S. has been an active participant in the negotiations for reducing tariffs.
· The establishment of the WTO will result in a roughly 40% cut in tariffs world-wide.  
· Agricultural subsidies will eventually be reduced and eventually eliminated.  
· Protection of patents will be extended world-wide.
· The WTO raises serious political issues – although the WTO has arbitration boards to settle international disputes over trade issues, no country has a veto.
· Opponents argue that a “veto-less” America will repeatedly be outvoted by the mercantile countries of Western Europe and East Asia.
· Some activist groups maintain that the unelected WTO international trade bureaucrats based in Geneva, Switzerland, are weakening environmental health and consumer safety laws when such laws affect international trade flows.
· Another criticism is that member nations of the WTO are obligated to pursue favorable trade relations with other member nations regardless of a nation’s record with respect to human rights.
· Domestic and Economic Policy: Issues for the 21st Century
· Poverty remains a blight on the record of one of the world’s richest countries – the United States.
· Another domestic policy issue that certainly will continue to challenge policymakers is the level of crime and violence in the United States.
· Political issues will continue to swirl around Social Security.
· The independence of the Federal Reserve System probably will be an issue also.  Many in Congress resent the Fed’s ability to alter economic policy without consulting legislators.  Debates over the effectiveness of the Fed’s policies will never end, because even economists disagree.  
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