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 Before you read 

Before reading this section, take a moment to read the Learning Target and vocabulary terms you will 
encounter. 
 
Learning Target: Describe liberal and conservative perspectives on economic policymaking.  
 
AP® Key Concepts 
laissez-faire economy 
command-and-control economy 
mixed economy 
gross domestic product (GDP) 
economic recession 

unemployment rate 
inflation 
consumer price index (CPI) 
fiscal policy 

 

 While you read 
Use the following table to take notes as you read the section.  
 

Liberal economic views Conservative economic views Impact on politics 
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 After you read 

Once you've finished reading the section, answer the following questions.  
 
1.  An Inquiry into the Nature and Causes of the Wealth of Nations is still used today to argue in favor of: 

A.  a flat tax rate.  
B.  protectionist tariffs.  
C.  a free market economy. 
D.  state-run capitalism.  

 
 
2.  In a laissez-faire economy, the government's responsibility is: 

A.  setting price limits and breaking up monopolies.  
B.  maximizing corporate profits.  
C.  interfering as little as possible in transactions between citizens and businesses. 
D.  protecting citizens and businesses from competition with foreign trade. 

 
 
3.  Command-and-control economies are unique in that the government: 

A.  directs most economic activity, including the production and price of goods. 
B.  focuses on breaking up monopolies and supporting small businesses.  
C.  organizes large-scale construction and infrastructure projects.  
D.  maintains the balance of power between privately owned corporations.  

 
 
4.  By definition, a mixed economy strikes a balance between: 

A.  homegrown industry and foreign trade.  
B.  the service industry and the manufacturing industry.  
C.  fossil fuel energy and renewable energy.  
D.  private economic decisions and government regulation of economic activity. 
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5.  Even economies experiencing a generally upward trend of positive GDP growth may still experience: 
A.  financial crises.  
B.  expansions and contractions. 
C.  economic recessions.  
D.  supply and trade shocks. 

 
 
6.  Politicians in the United States want to avoid an economic recession because: 

A.  voters might blame them for it.  
B.  it would cause a government shutdown.  
C.  their salaries are paid proportionally from taxes on the economy. 
D.  it would last for a decade or more.  

 
 
7.  A high rate of inflation makes American workers poorer if it is not accompanied by: 

A.  a high gross domestic product.  
B.  an equal increase in wages. 
C.  a high consumer price index.  
D.  a low unemployment rate.  

 
 
8.  The ______________________________________________________________________, which measures the 
cost of a fixed basket of goods and services over time, is a key measure of inflation. 
 
 
9.  What force drives business cycles, according to the theories of John Maynard Keynes? 

A.  the combined effect of individual spending and saving decisions 
B.  government taxation and regulation  
C.  the available monetary supply  
D.  investment in production and products  

 
 
10.  What is a crucial difference between Keynesian economic theory and supply-side theory? 

A.  Supply-side theory has been supported by real-life results, while Keynesian theory is only a theory.  
B.  Keynesian theory is only supported by Democrats, while supply-side theory is supported by both 
Republicans and Democrats.  
C.  Keynesian theory addresses government intervention in the economy, while supply-side theory only 
addresses personal economic decisions.  
D.  Keynesian theory emphasizes demand, while supply-side theory emphasizes supply. 

 
 
11.  Why do critics of supply-side theory refer to it as "trickle-down economics"? 

A.  Massive government spending on public works infuses more money into the economy.  
B.  Supply-side policies only benefit the wealthy and do not affect individuals not affected by lower tax 
rates. 
C.  Tax cuts on individuals benefit their entire family.  
D.  Increased supply from lower tax rates causes most of the economic value to leave the nation as 
exports rather than be kept inside the economy.  


