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VISUAL 4.1/ACTIVITY 4.1

S IX E CONOMIC F UN CTIONS OF G OVE R NME NT

1. Main ta in  the Lega l and Socia l Framework

2. Main ta in  Compet it ion

3. Provide Public Goods and Services

4. Correct  for  Externa lit ies

5. Stabilize t he Economy

6. Redist r ibu te Income



Dir e c t ion s : Below is a  list  of the six economic funct ions of governmen t , followed by a  set  of 12 (fic-
t it ious) newspaper  hea dlines. Decide wh ich  of the six economic funct ions is refer red to, direct ly or
by implica t ion , in  each  headline. Classify each  headline according to the six funct ions by wr it ing in
the let ter  of the economic funct ion  tha t  best  fit s tha t  headline.

Th e  S ix E con om ic  F u n c t ion s :
A. Main ta in  the Lega l and Socia l Framework
B. Main ta in Compet it ion
C. Provide Public Goods and Services
D. Cor rect  for  Externalit ies
E . Stabilize t he Economy
F. Redist r ibut e Income

Th e  H e a d lin e s :

____ 1. Federa l Reserve Raises Key In terest  Ra te

____ 2. Congress Raises Tax Rates for  Top Income Brackets

____ 3. EPA Plan  to Reduce CO2 Emissions

____ 4. Homeland Secur ity Funding Increased

____ 5. President  Says More Spending Will Fight  Recession

____ 6. Agency Blocks Merger  of Two Airlines

____ 7. City Police Increase Neighborhood Pat rols

____ 8. Lawsuit  Establishes Pat en t  Right s

____ 9. Legisla ture Passes Funding for  Subsidized Housing

____ 10. New In fo from Governmen t  Agency Helps Consumers Choose Wisely

____ 11. Songwriter  Sues Singer ; Says Song Stolen

____ 12. County Funds Free F lu  Vaccina t ions 
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ACTIVITY 4.2

CLASSIF YING G OVE R NME NT ACTIONS



WHAT ARE THE E CONOMIC F UNCTIONS OF GOVERNMENT? LE SSON 4

F OCUS: UNDERSTANDING ECONOMICS IN CIVICS AND GOVERNMENT © COUNCIL FOR ECONOMIC E DUCATION, NEW YORK, NY

ACTIVITY 4.3

WH AT R OLE S H OULD TH E G OVE R NME NT P LAY IN TH E

E CONOMY?

53

Although it  is genera lly agreed t ha t  there is a  role for  the government  to play in  redist r ibu t ing
income in favor  of the poor, providing  public goods and services, and dealing with externa lit ies,
there is considerable disagreemen t  over  how far  the governmen t  should go in  these a reas—and
about  addit ional a reas for  which  some people believe the government  should be responsible. Some
people believe tha t  “big governmen t” is a lr eady a  problem—that  government  is doing t oo much .
Others believe tha t  the government  sector  of t he economy is being st a rved and t ha t  governmen t
should be a llowed to do more. In  t he Un it ed Sta tes, the former  view is associa t ed with  what  is
commonly ca lled “conserva t ive” polit ica l th inking; the la t t er  view is associa ted with  “libera l”
polit ica l t hinking.

Th e  Con se r va t ive  Vie w

Conservat ives believe t ha t  the government ’s role in  the economy should be severely limited.
They believe tha t  economic and polit ica l freedom will be undermined by excessive reliance on gov-
ernment . Moreover, they quest ion  t he government ’s ability to solve socia l and economic problems.
They believe tha t  fa ith  in  the government ’s power  to solve these problems is un rea sonable. They
poin t  to the slowness of government  bureaucracy, t he difficulty in  con trolling huge governmen t
organiza t ions, the problems polit ica l considera t ions can  breed, and t he difficu lt ies tha t  a r ise when
people t ry to lea rn  whether  governmen t  programs a re successfu l or  not . On the basis of these con-
sidera t ions, t hey argue tha t  t he government ’s role should be ca refully limited. They ca ll for  more
and bet t er  in format ion  abou t  wha t  governmen t  can  reasona bly be expected to do (and do well).

Th e  Lib e r a l Vie w

While conservat ives often quest ion  the government’s ability to solve importan t  socia l and economic
problems, liberals often  quest ion the market’s ability to solve such problems. They poin t  to important
lim ita t ions with in the market  system, and they cla im tha t  the government  can  do a  grea t  dea l to
overcome these limita t ions. Government  can  regu la te pr iva te economic a ct ivity—for  example,
through minimum-wage laws. It  can  a lso provide goods and services tha t  pr iva te businesses produce
in  in sufficien t  quant it ies—for exa mple, healt h  ca re for  the poor. In  their  advocacy for  government
programs of th is sor t , libera ls t end to be less concerned than  conserva t ives a bout  the effect s on
personal fr eedom tha t  may be a  consequence of governmenta l in terven t ion  in  the economy. They
are more concerned with cer ta in  consequences of market  act ivity—contending, for  example, tha t  the
pr ice system is unfa ir  because it  awards goods and services to t hose who can  pay the pr ice. In  t heir
view, people who acqu ire lit t le in  the way of goods and services th rough  market  act ivity a re forced
in to lives of ha rdship. Libera ls a re, therefore, more concerned than  conservat ives about  the unequa l
dist r ibut ion  of income produced by market  act ivit y and are more likely t o propose government
policies a imed a t  r edist r ibu t ing income in a  manner  t ha t  will reduce income inequa lity.



Qu e s t ion s  fo r  Discu ss ion

1. Suppose a  U.S. Senator  proposes legisla t ion  tha t  increases t axes for  h igher- income taxpayers
in order  to make more funds available for  public educat ion . Is th is Senator  more likely to have a
conserva t ive view or  a  libera l view of the economic role of government?

2. A Congressiona l leader  argues tha t  there shou ld be a  const itu t ional amendment  t ha t  limits the
size of t he federa l government . Is th is policymaker  more likely to be libera l or  conservat ive?

ACTIVITY 4.3, CONTINUED

WH AT R OLE SH OULD TH E GOVE R NME NT P LAY IN TH E

E CON OMY?
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