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Introduction: 

Economic policy is a course of action that is intended to influence or control the behavior of the 

economy. Economic policies are typically implemented and administered by the government  

(Harcourt, 2016). 

The goals of economic policies are to achieve economic growth. Economic growth is an increase 

in the production of goods and services in an economy and equal distribution of income among 

the rich and poor. An increase in capital goods, labor force, technology, and human capital can all 

contribute to economic growth. When GPD increase, inflation decrease and unemployment level 

decrease then we can say that now the economy is at the expansion phase and overall economic 

growth improve.  

Examples of economic policies included decisions made by the government related to spending 

and taxation for re-distribution of income from rich to poor and control the supply of money. 

Government Policies: 

The government can implement two policies to enhance the economic growth are monetary and 

fiscal policies these government policies are important for the economic growth of any country.  

Fiscal and monetary policy aims to decline cyclical fluctuations in the economic cycle. Monetary 

policy is most widely used for fine-tuning the economy but in a serious recession, a combination 

of the two policies is needed.  

The objective of Fiscal and Monetary policy: 

 Decrease inflation CPI 

 Strong Economic growth 
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 Decrease unemployment 

 Maintain sustainable public finance. 

 Stable the balance of Payment 

 Monetary Policy: 

The monetary policy changes the interest rate and affecting the supply of money to increase the 

spending in the economy and encourage economic growth. The government should try to reduce 

the interest rate and increase the supply of money however if the government does this then in 

economy inflation will increase. If the economy is growing too much and there is too much 

inflation then the government can increase interest rates and decrease the supply of money to 

decline the spending. 

  Fiscal Policy:  

The second major policy which the government must follow for economic growth is fiscal policy. 

The government could use fiscal policy to moderate the economic cycle. Fiscal policy means the 

development of the type, the line and the procedure to be followed in making government 

expenditure and in obtaining government revenue. Fiscal policy is that policy that affects the 

aggregate demand if the government will change the spending and taxation. To boost the aggregate 

demand in the economy the government may increase government spending and reduce tax. If the 

government wants to decline aggregate demand, it may decrease government spending and 

increase taxation. In a recession, the government can increase aggregate demand by increasing 

spending and cutting taxes. Lower taxes increase disposable income. This helps increase economic 

growth and reduce unemployment.  
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When an economy is recovering from the recession the real rate of GDP growth is likely to be 

lower than the long-run trend rate of GDP growth. 

In simple, we can say that monetary policy involves changing the interest rate and affecting money 

supply while fiscal policy involves changing tax rates and government spending which affect the 

aggregate demand in the economy. These both policies have a high impact on economy GDP, 

inflation rate, unemployment and interest rate.  

Gross Domestic Product: 

 The level of output that the economy can be produced if it’s workforce is fully employed and can 

utilize its full resources. If we compare the 2017 and 2018 potential GDP data then we find that in 

2018 the GDP showing a positive trend in 2018 as compare to 2017 just shown in the graph given 

below. This shows that there is an expansionary economic cycle in the united states.  
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Unemployment: 

Unemployment means when a person actively looking for a job but he can not get a job. 

We can find out unemployment in the economy by the unemployment rate. Unemployment occurs 

in the economy if there is a high-interest rate because of the financial crisis. United states the 

current unemployment rate in the year 2019 is 3.6%. According to the US Bureau of labor 

statistics, unemployment rates lower than the previous year.  

When unemployment in the economy increase then consumption for goods and services will be 

because of the reduction in consumption economy growth will decrease, the economy will lead to 

a recession or even will go in depression. 

                

Inflation: 

 When the economic demand for goods and services decreases because of high prices then it means 

that there is inflation in the economy. By seeing data which is shown in the given graph shows that 

the inflation level is also showing decreasing trend as compare to previous years this also a positive 
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sign for economic growth because when inflation rate decrease then interest rate also decreases 

and consumption for goods and services will increase and overall GDP level will increase.  

                   

 To sum up all the points we find that there is an expansion phase in the economic cycle. The 

economy of the united states showing above its potential GDP and unemployment level, there is a 

decrease in the inflation rate in the economy as compared to previous years. The interest rate is 

also showing a decreasing trend so, here we can say that the government has the best monetary 

and fiscal policy for the growth of the economy.  

Conclusion: 

      We conclude that the government should make effective tax policies that allow foreign 

investors to maximize their profit and attract more investors which will reduce the unemployment 

level and improve the employment level in the economy because of this strategy potential GDP 

will improve and the economy will grow. The government should provide skills to the labor which 

will be also helpful for economic growth. In simple for friendly business system government of 

any economy made such policies that are helpful for economic growth. The government should 
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provide the best tax policies and must focus on monetary and fiscal policies to grow as a leader in 

global competitiveness during the expansionary economic cycle.  
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