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In 1964, there was high levels of inflation experienced in USA. In 1964 alone, inflation rate was more than 1% and began ratcheting upward in the mid 1960 until it reached more than 14% in 1980. The perpetuated inflation raised a lot of debate on the supplies of the government to the economy and the need for policies that would control inflation. Inflation was the major effect of this kind of money supply in the economy. In this case, inflation causes a lot of distress in the banking system, which affected the economic stability. This led to instability in prices of products, high unemployment all that led to exploitable relationship between inflation and unemployment. This definitely affected the financial institutions such as banks (Hall & Lieberman, 2010).
In order to control this kind of event from happening once again, the congress came up with monetary policy that would manage aggregate spending and assure stabilization of thhe economy. The monetary policy in this case would be important and as Milton Freidman suggested, “The government should only release the amount of money into the economy that matches the GDP production.” This would affect the entire demand curve towards equilibrium (Free, 2010). In order to achieve equilibrium, Milton suggested the money supply rule that would control inflation. In order to achieve an equilibrium, he argued that the Federal Reserve Board would be required to increase the money supply at the same rate of the real GNP increase and through this inflation would disappear. This would adjust the entire demand curve for money towards equilibrium. I agree on Milton Freidman’s opinion on the ability of monetary policy to address money supply issues and inflation. In my rationale, the amount of money released to the economy by the Federal Reserve should match with the present GNP to avoid suppression of the economy (Free, 2010).
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