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KEY TERMS
action-reaction syndrome For every gov-
ernment action, there will be a reaction by 
the public. The government then takes a 
further action to counter the public’s reac-
tion—and the cycle begins again. 358

agenda setting Getting an issue on the 
political agenda to be addressed by 
Congress; part of the first stage of the 
policymaking process. 344

Children’s Health Insurance Program 
(CHIP) A joint federal-state program that 
provides health-care insurance for low-
income children. 348

Corporate Average Fuel Economy 
(CAFE) standards A set of federal stan-
dards under which each vehicle manu-
facturer (or the industry as a whole) must 
meet a miles-per-gallon benchmark aver-
aged across all new cars or trucks. 351

domestic policy Public policy concern-
ing issues within a national unit, such as 
national policy concerning health care or 
the economy. 344

easy-money policy A monetary policy 
that involves stimulating the economy 
by expanding the rate of growth of the 
money supply. An easy-money policy sup-
posedly will lead to lower interest rates 
and induce consumers to spend more and 
producers to invest more. 356

economic policy All actions taken by the 
national government to smooth out the 
ups and downs in the nation’s level of 
business activity. 355

Federal Open Market Committee 
(FOMC) The most important body within 
the Federal Reserve System. The FOMC 
decides how monetary policy should be 
carried out by the Federal Reserve. 356

fiscal policy The use of changes in gov-
ernment expenditures and taxes to alter 
national economic variables. 357

fracking Technique for extracting oil or 
natural gas from underground rock by the 
high-power injection of a mixture of water, 
sand, and chemicals. 353

global warming An increase in the aver-
age temperature of the Earth’s surface 
over the last half century and its projected 
continuation. 352

greenhouse gas A gas that, when 
released into the atmosphere, traps the 
sun’s heat and slows its release into outer 
space. Carbon dioxide (CO2) is a major 
example. 352

SuMMARY

LearningOutcome 15–1 Explain what domestic policy is, and summarize the steps 
in the policymaking process. 1 Domestic policy consists of public policy concerning 
issues within a national unit. 2 The policymaking process involves several phases. 
Issue identification and agenda-setting begin the process, followed by the formula-
tion and adoption of specific plans for achieving a particular goal. The final stages 
of the process focus on policy implementation and evaluation. Each phase of the 
policymaking process involves interactions among various individuals and groups.

LearningOutcome 15–2 Discuss the issue of health-care funding and recent leg-
islation on universal health insurance. 3 Most federal spending on health care is 
accounted for by Medicare and Medicaid. Medicare is now the government’s second-
largest domestic spending program, while the annual total cost of Medicaid and 
the Children’s Health Insurance Program (CHIP) for all levels of government is about 
$325 billion. 4 In many countries, the government is responsible for providing basic 
health-care insurance to everyone through national health insurance. Major health-
care reform legislation adopted in the United States in 2010, however, provides a 
larger role for the private sector. Employer-provided health insurance will continue, 
as will Medicaid. The legislation also includes an individual mandate—most individu-
als would be required to obtain coverage or pay an income-tax penalty. 5 One 
immediate change brought about by the health-care bills is that young people can 
remain covered by their parents’ insurance until they turn 26, but the most impor-
tant provisions go into effect in 2014, when subsidies will help eligible citizens pur-
chase health-care insurance if they are not covered by Medicaid or an employer’s 
plan. 6 Conservatives were opposed to the Patient Protection and Affordable Care 
Act, and Republicans made repeal of it part of their platform for the 2010 and 2012 
elections. 

LearningOutcome 15–3 Summarize the issues of energy independence, global 
warming, and alternative energy sources. 7 Our nation currently imports 42 percent of 
its petroleum supply. Many of the nations that export oil are not particularly friendly 
to the United States, though Canada and Mexico supply 40 percent of our imports. 
In response to a steep rise in oil prices before he took office, President Obama 
issued higher fuel-efficiency standards for cars and trucks that began to take effect 
in 2010. In 2012, the administration announced new rules that raised fuel efficiency 
standards even higher. By 2025, the nation’s combined fleet of new cars and trucks 
must have an average fuel efficiency of 54.5 miles per gallon. 8 Most climatologists 
believe that global warming is the result of human activities, especially the release 
of greenhouse gases into the atmosphere. A rise in global temperatures could cause 
sea levels to rise, rainfall patterns to change, and increases in extreme weather. 
9 The issues of U.S. energy security and potential global warming both raise the 
question of whether we can develop new energy sources. By 2012, dramatic tech-
nological improvements led to an increase in U.S. oil production and supplies of 
natural gas. A recent crisis involving nuclear power in Japan weakened support for 
new nuclear plants in the United States, and new deepwater-drilling projects were 
at least temporarily halted as a result of the BP oil spill into the Gulf of Mexico in 
2010. Some renewable energy technologies, such as solar power cells, are expen-
sive. Hydropower and wind energy also present some difficulties. 

LearningOutcome 15–4 Describe the two major areas of economic policymak-
ing, and discuss the issue of the public debt. 10 The national government has two 
main tools to smooth the business cycle and to reduce unemployment and inflation. 
11 Monetary policy is under the control of the Federal Reserve System (the Fed), an 
independent regulatory agency. The Fed and its Federal Open Market Committee 
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make decisions about monetary policy several times each year. In theory, monetary 
policy is relatively straightforward—in periods of recession and high unemploy-
ment, an easy-money policy should be pursued. Since 2008, however, this policy has 
failed to spur the economy. 12 A second tool is fiscal policy, which usually involves 
raising or lowering taxes. The severity of the Great Recession led some economists 
to recommend increases in government spending as well. However, there is now 
strong political opposition to this aspect of Keynesian economics. 13 The govern-
ment raises money to pay its expenses  through taxes levied on business and per-
sonal income and through borrowing. Tax policy is plagued by the action-reaction 
syndrome, resulting in a complicated tax system that is politically difficult to reform. 
When the government spends more than it receives, it borrows to finance the short-
fall. Every time there is a federal government deficit, there is an increase in the total 
accumulated public debt. In the aftermath of the Great Recession, the federal bud-
get deficit shot up; in 2012 it was about $1.1 trillion, while the net public debt was 
estimated to be about $11.5 trillion. Today, about half of the U.S. net public debt is 
held by foreign individuals, foreign businesses, and foreign central banks.  

Fill-In
 1.  issue identification and agenda 

setting, policy formulation and 
adoption, and policy implemen-
tation and evaluation (Learning 
Outcome 15–1)

 2. Medicare (Learning 
Outcome 15–2)

 3. all persons obtain health-care 
insurance from one source 
or another, or pay a penalty 
(LearningOutcome 15–2)

 4. Canada and Mexico  
(LearningOutcome 15–3)

 5. a rise in sea levels, changes 
in rainfall patterns, and 
increases in extreme weather 
(LearningOutcome 15–3)

Answers tO stuDy tOOls QuIz
 6. solar power, hydro-

power, and wind power 
(LearningOutcome 15–3)

 7.  recession 
(LearningOutcome 15–4)

 8. Federal Reserve System  
(LearningOutcome 15–4)

 9. the People’s Republic of China 
(LearningOutcome 15–4)

Multiple Choice
 10. c. (LearningOutcome 15–1)
 11. b. (LearningOutcome 15–2)
 12. a. (LearningOutcome 15–2)
 13. c. (LearningOutcome 15–3)
 14. b. (LearningOutcome 15–4)
 15. c. (LearningOutcome 15–4)

individual mandate In the context of 
healthcare reform, a requirement that all 
persons obtain health-care insurance from 
one source or another. Those failing to do 
so would pay a penalty. 349

inflation A sustained rise in average 
prices; equivalent to a decline in the value 
of the dollar. 356

Keynesian economics An economic 
theory proposed by British economist 
John Maynard Keynes that is typically 
associated with the use of fiscal policy to 
alter national economic variables. 357

Medicaid A joint federal-state program 
that provides healthcare services to low-
income persons. 348

Medicare A federal government program 
that pays for health-care insurance for 
Americans aged sixty-five years and 
over. 348

monetary policy Actions taken by 
the Federal Reserve Board to change 
the amount of money in circulation 
so as to affect interest rates, credit 
markets, the rate of inflation, the rate 
of economic growth, and the rate of 
unemployment. 356

national health insurance A program, 
found in many of the world’s economically 
advanced nations, under which the central 
government provides basic health-care 
insurance coverage to everyone in the 
country. Some wealthy nations, such as 
the Netherlands and Switzerland, provide 
universal coverage through private insur-
ance companies instead. 349

policymaking process The procedures 
involved in getting an issue on the politi-
cal agenda; formulating, adopting, and 
implementing a policy with regard to the 
issue; and then evaluating the results of 
the policy. 344

public debt The total amount of money 
that the national government owes as 
a result of borrowing; also called the 
national debt. 361

recession A period in which the level of 
economic activity falls; usually defined 
as two or more quarters of economic 
decline. 355

renewable energy Energy from tech-
nologies that do not rely on extracted 
resources, such as oil and coal, that can 
run out. 355

unemployment The state of not having a 
job even when actively seeking one. 355




