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Expansionary and Contractionary Fiscal Policies
Expansionary fiscal policy is a type of policy that involves the government decreasing taxes, increasing government expenditures or both in a bid to fight recessionary pressures (Blanchard, Ostry, Ghosh & Chamon, 2016). This has the effect of increasing the aggregate demand in the country and thus cause a rise in inflation. Contractionary fiscal policy, on the other hand, involves the government increasing taxes, decreasing government expenditures or both in order to fight inflationary pressures. This brings about the effect of reduction in the aggregate demand and also the level of inflation in the country. In terms of comparison, the two fiscal policy are used by the government in order to deal with different inflationary situations that may be present in the economy. The two policies, therefore, contrast in the sense that while the contractionary policy seeks to deal with the inflationary pressures that may exist, the expansionary policy deals with recessionary pressures.
 Another difference is that the government offers tax cuts to various sectors in the economy under the expansionary policy to boost their businesses. This is different from the contractionary policy in which the government increases the level of taxes to discourage some of the activities thus reducing inflation (Blanchard, Ostry, Ghosh & Chamon, 2016). There is also the issue of government expenditure in which the expansionary policy entails the increase of government expenditure as a means of fighting recession. This is the opposite when it comes to the contractionary policy as the government expenditures are reduced. This is mostly done in order to reduce the amount of money in circulation through the expenditures and thus enable the government to deal with inflation.
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