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Should U.S. Fiscal Policy Address Slow Growth or the Debt? A
Mondilemma

January 15, 2013

The United States faces two economic challenges: slovwe growth and an ever-increasing ratio of debt to
gross domestic product (GOP). Many policymakers believe they face a dilemma because the policy solutions
o the twwo problems are opposite, says Jeffrey A, Miron, a senior fellow &t the Cato Institute and the director
of undergraduate studies in the department of economics at Harvard University .

*  Toaddress the slow recovery, standard - Keynesian -- economics suggests further fizcal
stimuluz in the form of lower taxes or higher spending.

®  Butthat recommendation runs head-first into the economy's zecond crucial challenge, the long-run
fizcal imhalance.

‘et policymakers are wrong to see thiz as a dilemma.

*  The Keynesian model does not evaluste government expenditure using the standard
microeconomic concepts of economic efficiency (cost-henefit analyzis), rather, it assumes that all
expenditure iz beneficial.

&  Some government purchases, however, are not & productive use of resources, and transfer
payments distort economic incentives and thus can reduce econarmic output.

# |ncontrast, broad-bazed tax cutz, especially those that loweer marginal tax rates, enhance
ecanomic growth.

The United States therefore has a simple path to s brighter ecaonomic fuiure: slash expenditures and keep tax
rates love. Reducing expenditures will improve the debt outlock and make the economy mare productive,
implying higher levelz of output and further debt reductions for any given tax rates. Keeping tax rates lowe will
improve the incentives for labor effort, savings and entrepreneurship, which promotes & more productive
ECONOMmY.

Source: Jeffresy & Wiron, "Should LS. Fizcal Policy Address Slow Grawth or the Debt? & Mondilemma," Cata
Institute, January 4, 2013,
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