Chapter 36:  Five Debates Over Macroeconomic Policy
1. Should Monetary And Fiscal Policymakers Try To Stabilize The Economy?

a. Pro:  Policymakers Should Try to Stabilize the Economy

i. Left on their own, economies tend to fluctuate.

ii. When aggregate demand is inadequate to ensure full employment, policymakers should boost government spending, cut taxes, and expand the money supply.

iii. When aggregate demand is excessive, risking higher inflation, policymakers should cut government spending, raise taxes, and reduce the money supply.

b. Con:  Policymakers Should Not Try to Stabilize the Economy

i. There are obstacles to monetary and fiscal policy when used to stabilize economies.

1. One problem is that monetary and fiscal policies do not affect the economy immediately but instead work with a long lag.

2. Due to the lags, policymakers can inadvertently exacerbate rather than mitigate the magnitude of economic fluctuations.

2. Should Monetary Policy Be Made By Rule Rather Than By Discretion?
a. Pro:  Monetary Policy Should Be Made by Rule

i. Discretion in the conduct of monetary policy has two problems.

1. The first is that it does not limit incompetence and abuse of power.

2. The second, more subtle, problem with discretionary monetary policy is that it might lead to more inflation and is desirable.

ii. These problems can be solved by policy rule.

b. Con:  Monetary Policy Should Not Be Made by Rule

i. Discretionary monetary policy is flexible.

ii. Unless there is a consensus, society has little choice but to give central bankers discretion to conduct monetary policy.

3. Should The Central Bank Aim For Zero Inflation?

a. Pro:  The Central Bank Should Aim for Zero Inflation

i. Economist shave identified six costs of inflation:

1. Shoeleather costs associated with reduced money holdings.

2. Menu costs associated with more frequent adjustment of prices.

3. Increased variability of relative prices.

4. Unintended changes in tax liabilities due to nonindexation of the tax code.

5. Confusion and inconvenience resulting from a changing unit of account.

6. Arbitrary redistributions of wealth associated with dollar-denominated debts.

ii. Reducing inflation is a policy with temporary costs and permanent benefits.
b. Con:  The Central Bank Should Not Aim for Zero Inflation

i. Policymakers can reduce many of the costs of inflation without actually reducing inflation.

4. Should The Government Balance Its Budget?

a. Pro:  The Government Should Balance Its Budget
i. The most direct effect of the government debt is to place a burden on future generations of tax payers.

ii. Budget deficits represent negative public saving, they lower national saving.

b. Con:  The Government Should Not Balance Its Budget

i. It is misleading to view the effects of budget deficit in isolation.
ii. Single-minded concern about the budget deficit is dangerous because it draws attention away from various other policies that redistribute income across generations.

5. Should The Tax Laws Be Reformed To Encourage Savings?
a. Pro:  The Tax Laws Should Be Reformed To Encourage Savings

i. A nation’s savings rate is a key determinant of its long-run economic prosperity.

ii. The tax system discourages saving by taxing the return to saving quite heavily.

iii. The tax code further discourages savings by taxing some forms of capital income twice.

iv. The tax laws again discourage saving if a person wants to leave his accumulated wealth to his children rather than consuming it during his lifetime.

b. Con:  The Tax Laws Should Not Be Reformed to Encourage Saving

