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The Role of Government
Chapter 9, 13, 2 and 3

The Canadian Perspective
Government revenues, expenditures, and regulations

The Global Perspective

The Role of Governments
According to the system of natural liberty,the sovereign has only three duties...
first, the duty of protecting the society from the violence and invasion of other
independent societies;secondly, the duty of protecting ...every member of the
society from the injustice or oppression of every other member of it, ... and
thirdly, the duty of erecting and maintaining certain public works and certain
public institutions, which it can never be for the interest of any individual, or
small number of individuals, to erect and maintain...
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Domestic Government Actions

Foreign Government Actions

Actions - What it can do
(What, how, and for whom?)

Taxation

Don't forget:

Spending
Regulation
Crown Corporations

Functions - Why it does it
To establish the legal framework of society
To encourage efficient use of economic resources
To stabilize the level of macroeconomic activity
To promote equitable distribution of income

Domestic Government Actions
Functions - Why it acts
To establish the legal framework of society
To encourage efficient use of economic resources
Public goods
Merit goods
Externalities
Limiting breakdown of perfect competition (the "invisible hand")
To stabilize the level of macroeconomic activity

To promote equitable distribution of income
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Domestic Government Actions
Actions - What it can do
(What, how, and for whom?)

Taxation
Proportional taxes

: flat_tax

Progressive taxes

Vertical equity

Horizontal equity

Domestic Government Actions

Actions - What it can do
(What, how, and for whom?)

Spending
Federal:
Transfers to persons
Transfers to provinces
Other expenditures
Public debt
Provincial:
Local services
Health care and education
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Domestic Government Actions
Actions - What it can do
(What, how, and for whom?)

Regulation
Government regulations do more than just protect safe drinking water, or prevent murder
What is Laissez-faire capitalism, and the "invisible hand"?

The Competition Act
Why competition?
Increases consumer choice
Increases entrepreneurial freedom and ingenuity
Encourages investment and growth
Keeps prices down and product quality high
Improves resource allocation and efficiency
How?
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The Role of Governments
and Economic Systems
Chapter 9, 13, 2 and 3

The Canadian Perspective
Government revenues, expenditures, and regulations

The Global Perspective

Events of November 2008
Global financial institutions have not been
drastically alterned since 1944
The United States hosted this meeting of the
world's 20 largest economies. It has been called
Bretton Woods II
It is hoped that it will 'update' some world
organizations to deal with modern realities.
By studying these developments we will get a
broader understanding of this unit.

The Backgroud
Global financial institutions have been in need of a major overhaul for some time.
That's not to say they don't have a purpose.
The question is, where did they come from, and why do they exist?
If we are to understand the present, we must take a moment to understand the past.
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What's been happening since 1944?
Increased international cooperation
Increased global trade
Increased global integration
1944

2008

What's been happening since 1944?

1944
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So what was decided?
Very general agreement was reached to modify how they operate
Agreement to modify domestic financial policies (money & banking, financial regulation,
fiscal and monetary policy)
These are all "macroeconomic" organizations

What is Macroeconomics?
Banking and financial institutions
Government intervention, including:
Fiscal Policy
Monetary Policy
Global Trade
Booms, recession and recovery

The Action Plan calls for:
Strengthening Transparency and Accountability
Enhancing Sound Regulation, including:
Promoting Integrity in Financial Markets
Reinforcing International Cooperation
Reforming International Financial Institutions
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Analysis of action needed:
Read the article entitled "In desperate need of
repair" from the Globe and Mail, and complete the
following chart.

Fiscal Policy - Spending
Specifics of
action needed

Questions

Potential
Benefits

Monetary Policy - Interest Rates
Potential
Risks

Data worth finding for better understanding

Fiscal Policy - Taxation
Specifics of
action needed

Questions
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Potential
Benefits

Specifics of
action needed

Questions

Potential
Benefits

Potential
Risks

Data worth finding for better understanding

Monetary Policy - Money Supply
Potential
Risks

Data worth finding for better understanding

Specifics of
action needed

Questions

Potential
Benefits

Potential
Risks

Data worth finding for better understanding
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Results?

EU backs blanket
financial regulation
PATRICK MCGROARTY
Associated Press
February 22, 2009 at 3:17 PM EST
BERLIN — European leaders mounted a united front against the global financial crisis Sunday, proposing
sweeping new market regulations, but it remained unclear whether economic giants like the United States
and China would go along.
Heads of government and finance ministers from Europe's largest economies joined German Chancellor
Angela Merkel in Berlin to lay the groundwork for a common European position on economic reforms before
an April 2 summit of the Group of 20 nations in London.
“Europe will own up to its responsibility in the world,” Ms. Merkel told reporters following the talks.
Leaders from Britain, France, Germany, Italy, Luxembourg, Spain, the Netherlands and the Czech Republic
agreed to press for sanctions on tax havens, caps for managers' bonus payments and a stronger role and
increased funding for the International Monetary Fund.
While the plans were based on an agenda adopted by the G-20 in November, the measures announced
Sunday were more far-reaching and concrete, particularly on long-disputed issues such as hedge fund
regulation.
However, analysts say other G-20 members, including the U.S., China, Japan and developing nations like
India and Brazil, might not share Europe's zeal for blanket global regulations.

Global co-operation prevented worst-case scenario, IMF chief says
Despite fears of U.S. protectionism, policy-makers should remember that the bigger picture
emerging from the crisis is unprecedented co-operation, Strauss-Kahn says
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