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Monetary and Fiscal Policies
Monetary and fiscal policies help regulate economic activities over time. When the economy begins to overheat, slow down, or grow at a moderate rate, these policies can increase the economic growth rate (Furman & Summers, 2020). Again, in situations where the economy is in recession and performs below its possible gross domestic product, expansionary monetary and fiscal policies can stabilize the economy.
When the inflation levels rise, it becomes inappropriate to use monetary and fiscal policies that accelerate the economic growth since this would lead to extreme inflation, which would threaten the economy's stability (Furman & Summers, 2020. It is also inappropriate to apply fiscal and monetary policies to stabilize the economy when the economic growth rate is high, and inflation is arguably sustainable.
To stimulate aggregate demand, government spending, transfer payments, and taxation become the crucial fiscal policy tools to adjust. Shifts in government spending and taxation influence employment and family income, affecting consumers' investment and expenditure and investment expenditure on business capital goods. In this way, good fiscal tools such as reduced taxation and increased government spending on public goods and services positively impact people's spending and investment capabilities, increasing the total demand for goods and services in the economy.
The relevant monetary policy tools to increase aggregate demand are open market operations, discount rates, and reserve requirements (Furman & Summers, 2020). Here, open market operations are the most effective tools since it is flexible. These tools increase aggregate demand by enhancing the growth of the money supply.
In conclusion, policymakers must use relevant and effective fiscal and monetary policy tools to improve the aggregate demand. The reason is that enhancing the aggregate demand is the surest way to achieve a stable and rapidly growing economy which translates to increased investment levels, leading to more employment opportunities.
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