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Monetary Policy and Inflation
Congress established the Federal Reserve in 1913 to provide the state with a more flexible, secure, and a stable monetary financial system (Jorda et al., 2019). The Fed's primary goals are to maintain low and stable inflation, healthy jobs, economic growth, and a long-term sustainable interest rate. The central bank implements policy through altering discount rates, acquiring or selling public assets through Open Market Operations, increasing reserve requirements, and intervening in crises such as inflation and unemployment (Jorda et al., 2019).
The Federal Reserve (Fed) sets the US economy's inflation and unemployment targets. The set target level for inflation is 2%, and unemployment is 5.5 percent (Reifschneider & Wilcox, 2021). The central bank's objective is to maintain low and stable inflation and unemployment at or near the Natural Rate of Unemployment level. The two most important indicators of economic growth are inflation and the unemployment rate. During the recession, inflation was meager, or near zero, and unemployment was extremely high, typically around 8%, 9%, or 12%. As a result, the Fed establishes inflation and unemployment targets in order to maintain a healthy and robust US economy (Reifschneider & Wilcox, 2021).
The unemployment rate is expected to exceed 9% by the end of this year and fall to 5.5% by the end of 2022. Current inflation is 0.62 percent (anticipated), while the jobless rate is 6.9 percent (approx.) (Reifschneider & Wilcox, 2021). From this data, the Fed pursued an expansionary monetary policy to help stimulate economic growth by expanding the money supply and lowering interest rates. Reducing interest rates stimulates consumption and investment, which in turn stimulates an increase in (A.D) Aggregate Demand. When Demand increases, output, and inflation also increase (Rudebusch, 2018). Thus, an increase in demand and inflation will increase output, thus reducing unemployment.
Inflation is a financial term that refers to the increment in the costs of labor and products inside a particular economy throughout a predetermined timeframe. The wholesale price index (WPI), consumer price index (CPI), and Gross domestic product (GDP)deflator are the primary indicators used to measure and calculate economic inflation (Powell, 2018). When inflation increases, the purchasing power of income increases. As a result, rising inflation reduces the actual value of spendable or disposable income for consumers. The winners are small-business owners who face enormous settled rate obligations. As product costs rise, entrepreneurs become more prepared to manage fixed-rate obligations from equipment and other business necessities (Powell, 2018). Some failures that result from unexpected inflation are when obtaining financing for new organizations, home purchases, and other essential economic activities become more complex as moneylenders increase loan fees to ward off further expansion. Generally, savers lose from inflation. On the off chance that costs rise, the worth of cash falls, and the genuine worth of saving funds decrease (Rudebusch, 2018). For instance, in times of out-of-control inflation, individuals who had saved money for their entire life could see the value of their investment funds cleared out because, with higher costs, their saving funds are adequately useless.
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