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Macroeconomics: Current unresolved issues

Issues such as zero-inflation target, balanced government budget and the fight against recession through increased government spending have been topics of greater financial and political debate. The advocates and critics have been unable to reconcile the varied thoughts on the subject matter. The report below provides an in-depth analysis of both sides of the argument as well as a valid position on each issue. The understanding of these financial issues is essential to promoting greater insights into the world of finance and the application of varied schools of thought.

Zero-inflation target

The central banks set targets for inflation which is aimed at stabilizing prices while promoting growth. Zero-inflation target is defined as the process in which the inflation rate is marinated at 0% leaving no room for deflation of inflation. Critics of zero-inflation targeting have identified that it would increase the value of debt as the people have to pay more of their income in repaying debts. Akerlof, Dickens & Perry (n.d.) also argued that it would limit economic growth as spending power of the consumers while be affected. The wage gap increases profits made by the richer populations tend to circulate in these populations without trickling down to the rest of the worker. Another disadvantage to having a zero-inflation rate is that it leads to the rise of real interest rates which discourage borrowing and investing and instead encourage the consumers to save resulting in limited growth of the economy as economic growth is directly correlated with consumer spending (Akerlof et al., n.d.).

Advocates of zero-inflation targeting have argued that this process works to maintain price stability over time. The targeting process works to ensure that the change or prices are within a small range that it does not affect consumer power. The act of targeting zero inflation works to ensure that high inflationary growth does not occur thus limiting the development of recessions through avoiding booms and busts that weaken the stability of the economy (Akerlof et al., n.d.). It works to limit uncertainty I the financial world thus promoting aggressive investments.

The implementation of a zero-inflation target would be disadvantages to the economy. The economic growth and earning power of the people is held at a standstill. A small deviation in inflation is allowed as it stimulates the growth of prices, the growth of income and provides the people with more income to pay their debts and borrow more for investment. A stagnant economic growth does not attract investors as it lowers the rate of return meaning business opportunities will depreciate.

Balanced government budget 

A balanced budget refers to a situation in which the government spends within its earning range thus eradicating debt while ensuring surpluses are well utilized. The balanced budget ensures that the government does not spend more revenue than it has collected over the year. Advocates of this policy identify that a balanced budget would ensure that the government does not run a budget deficit which has continued to cripple the country in debt. According to Alfred (2008), a balanced budget would limit debt as the development of large federal debt would be unsustainable. Controlled spending is another argument for the development of a balanced budget. The proposal has also been noted to eliminate wasteful programs while diminishing the rate of corruption (Alfred, 2008). 

The critics of the balanced budget proposal such as Alfred (2008) have argued that it is difficult to enforce as it is essentially a challenge to determine the cash flows for the government in a govern year depending on the demands of the nation. It would limit program such as social welfare, military as well as healthcare. Economic growth may come to a standstill as the government may limit its spending on infrastructure as well as other programs such as security needed to support the development of businesses.

A balanced budget is not feasible in a fast changing global economy as experienced today. The rate of progress needed to enhance economic growth requires sometimes spending beyond what the government currently has. Such a proposal would limit the growth in social programs which will further disadvantage minorities or other disadvantaged groups. The government has to spend on the development of a feasible environment that promotes trade and economic growth which is not possible under a balanced budget.

Increased government spending to mitigate the development of recessions

The act of increasing government spending with the objective of mitigating recessions is termed as expansionary fiscal policies. The debate as to whether the spending of the government stimulates economic growth and mitigates the development of rescissions has continuously divided the policy makers especially the conservatives and the liberals. The advocates of continued government spending have noted that the ability of the government to invest in value public goods such as infrastructure and education supports the growth of the business as well as the growth of qualified workers which consequently stimulates the economy (Mankiw, 2014). Increased spending by the government provides the people with more money to invest in the business. Increased spending such as bailouts of companies that are in debt can be an effective way to ensure that the companies remain afloat offering employment to thousands of employees who would otherwise be unemployed and in need of welfare programs limiting revenue collection and lowering growth of the economy (Boldeanu & Ialomiţianu, 2016).

Critics of this approach have noted that increased government spending especially in wasteful program hurts the economy even further and undermines economic growth. Increased governmental spending leads to increased debts which weaken trade positioning as well as calling for increased taxation to pay the debts which weaken economic growth (Boldeanu & Ialomiţianu, 2016). The expansion of the public sectors has also been noted to lower competition in the free market economy thus limiting the growth of the economy.

Increased government spending is an effective strategy to mitigate recessions when done based on sound financial principles and aimed at controlling debt without wasteful spending. The extended spending of the government on public goods such as infrastructure provides a supportive environment for business growth. Spending on programs such as education enhances opportunities for innovation as well as the development of a skilled workforce that supports business initiatives. Investors are attracted to areas that provide a suitable environment for business and the ability of the government to spend more on facilitating the development of peaceful business environment by spending on the defensive in an era in which security is a major defining force for business growth.
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