CENTRAL BANK POLICY US

UNDERSTANDING CENTRAL BANk PoLicy IN THE US: A CoMPREHENSIVE GUIDE

CENTRAL BANK POLICY US PLAYS A PIVOTAL ROLE IN SHAPING THE ECONOMIC LANDSCAPE OF THE UNITED STATES, INFLUENCING
EVERYTHING FROM INTEREST RATES AND INFLATION TO EMPLOYMENT AND OVERALL MARKET STABILITY. THIS INTRICATE
FRAMEWORK, PRIMARILY MANAGED BY THE FeEDERAL RESERVE, INVOLVES A SUITE OF TOOLS AND STRATEGIES DESIGNED TO
ACHIEVE SPECIFIC MACROECONOMIC OBJECTIVES. UUNDERSTANDING THESE POLICIES IS CRUCIAL FOR BUSINESSES, INVESTORS, AND
INDIVIDUALS ALIKE, AS THEY DIRECTLY IMPACT THE COST OF BORROWING, THE VALUE OF INVESTMENTS, AND THE PURCHASING
POWER OF MONEY. THIS ARTICLE WILL DELVE DEEP INTO THE CORE COMPONENTS OF US CENTRAL BANK POLICY, EXPLORING ITS
OBJECTIVES, PRIMARY TOOLS, AND THE IMPLICATIONS FOR THE BROADER ECONOMY. \WE WILL EXAMINE HOW MONETARY POLICY
DECISIONS ARE MADE, THE CHALLENGES FACED BY POLICYMAKERS, AND THE FUTURE OUTLOOK FOR CENTRAL BANKING IN THE UsS.
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THe FeperAL ReserVE: AMERICA’s CENTRAL BANK

THE FEDERAL RESERVE, OFTEN REFERRED TO AS THE “FED,” SERVES AS THE CENTRAL BANK OF THE UNITED STATES. ESTABLISHED
BY AN ACT OF CONGRESS IN 1913, ITS CREATION WAS A RESPONSE TO A SERIES OF FINANCIAL PANICS THAT HAD PLAGUED THE
NATION. THE FED IS STRUCTURED AS A DECENTRALIZED SYSTEM COMPOSED OF A BOARD OF GOVERNORS IN W/ ASHINGTON, D.C.,
TWELVE FEDERAL RESERVE BANKS LOCATED IN MAJOR CITIES ACROSS THE COUNTRY, AND THE FEDERAL OPEN MARKET
CommiTTee (FOMC). THIS UNIQUE STRUCTURE AIMS TO BALANCE NATIONAL INTERESTS WITH REGIONAL NEEDS, PROVIDING A
RESILIENT AND RESPONSIVE MONETARY AUTHORITY.

THE BoARD OF GOVERNORS, COMPRISED OF SEVEN MEMBERS APPOINTED BY THE PRESIDENT AND CONFIRMED BY THE SENATE FOR
STAGGERED 14-YEAR TERMS, OVERSEES THE ENTIRE FEDERAL RESERVE SYSTEM. THE FOMC, THE PRINCIPAL BODY FOR
MONETARY POLICY, INCLUDES THE SEVEN GOVERNORS PLUS FIVE RESERVE BANK PRESIDENTS WHO SERVE ONE-YEAR TERMS ON A
ROTATING BASIS. THIS GOVERNANCE STRUCTURE ENSURES A BROAD RANGE OF PERSPECTIVES INFORM THE CRITICAL DECISIONS
MADE REGARDING MONETARY POLICY.

OsJecTIVES oF US CeNTRAL BANk PoLicy

THE MANDATES GIVEN TO THE FEDERAL RESERVE BY CONGRESS ARE OFTEN REFERRED TO AS THE “DUAL MANDATEIH WHICH
OUTLINES THE PRIMARY GOALS OF US CENTRAL BANK POLICY. THESE OBJECTIVES ARE DESIGNED TO FOSTER A HEALTHY AND
SUSTAINABLE ECONOMIC ENVIRONMENT. ACHIEVING THESE GOALS REQUIRES A DELICATE BALANCING ACT, AS POLICY ACTIONS
CAN SOMETIMES HAVE COMPETING EFFECTS.

MAXIMUM EMPLOYMENT

ONE OF THE CORE OBJECTIVES OF THE FEDERAL RESERVE IS TO PROMOTE MAXIMUM EMPLOYMENT. THIS DOESN'T MEAN AIMING
FOR ZERO UNEMPLOYMENT, AS SOME LEVEL OF FRICTIONAL AND STRUCTURAL UNEMPLOYMENT IS CONSIDERED NATURAL IN A
DYNAMIC ECONOMY. |NSTEAD, THE FED STRIVES TO CREATE CONDITIONS WHERE JOBS ARE READILY AVAILABLE FOR THOSE WHO



WANT THEM, AND THE LABOR MARKET OPERATES EFFICIENTLY. \W/HEN EMPLOYMENT IS HIGH, IT SIGNIFIES A ROBUST ECONOMY
WITH STRONG CONSUMER DEMAND AND BUSINESS INVESTMENT.

STABLE PRICES

THE SECOND PILLAR OF THE DUAL MANDATE IS TO MAINTAIN PRICE STABILITY. THIS TRANSLATES TO KEEPING INFLATION AT A
LOW AND PREDICTABLE RATE. HIGH OR VOLATILE INFLATION ERODES THE PURCHASING POWER OF MONEY, DISTORTS ECONOMIC
DECISIONS, AND CREATES UNCERTAINTY. THE FEDERAL RESERVE HAS EXPLICITLY DEFINED ITS INFLATION GOAL AS 2 PERCENT
OVER THE LONGER RUN, AS MEASURED BY THE ANNUAL CHANGE IN THE PRICE INDEX FOR PERSONAL CONSUMPTION EXPENDITURES
(PCE) THIS TARGET PROVIDES A CLEAR BENCHMARK FOR POLICY EVALUATION.

MoDERATE LONG-TERM INTEREST RATES

W/HILE NOT ALWAYS EXPLICITLY LISTED AS A SEPARATE MANDATE, THE PURSUIT OF STABLE PRICES AND MAXIMUM EMPLOYMENT
NATURALLY LEADS TO A FOCUS ON MODERATE LONG-TERM INTEREST RATES. W/HEN INFLATION IS UNDER CONTROL AND
EMPLOYMENT IS STRONG, IT GENERALLY FOSTERS AN ENVIRONMENT \WHERE LONG-TERM INTEREST RATES CAN REMAIN AT
SUSTAINABLE LEVELS, CONDUCIVE TO INVESTMENT AND ECONOMIC GROW TH. CONVERSELY, HIGH INFLATION OFTEN PUSHES
LONG-TERM RATES HIGHER, MAKING BORROWING MORE EXPENSIVE AND POTENTIALLY DAMPENING ECONOMIC ACTIVITY.

Key TooLs oF US CenTRAL BAaNk PoLicY

To ACHIEVE ITS OBJECTIVES, THE FEDERAL RESERVE EMPLOYS A VARIETY OF TOOLS TO INFLUENCE THE AVAILABILITY AND
COST OF MONEY AND CREDIT IN THE ECONOMY. THESE TOOLS ARE METICULOUSLY CALIBRATED AND ADJUSTED BASED ON
ECONOMIC CONDITIONS AND THE FED'S OUTLOOK. UNDERSTANDING THESE INSTRUMENTS IS KEY TO COMPREHENDING HOW
CENTRAL BANK POLICY IN THE US OPERATES.

INTEREST ON RESERVE BALANCES

ONE OF THE PRIMARY TOOLS THE FED USES IS SETTING THE INTEREST RATE IT PAYS ON RESERVE BALANCES THAT COMMERCIAL
BANKS HOLD AT THE FED. BY ADJUSTING THIS RATE, THE FED CAN INFLUENCE THE FEDERAL FUNDS RATE, WHICH IS THE TARGET
RATE THAT BANKS CHARGE EACH OTHER FOR OVERNIGHT LOANS OF RESERVES. AN INCREASE IN THE INTEREST ON RESERVE
BALANCES TYPICALLY ENCOURAGES BANKS TO HOLD MORE RESERVES, TIGHTENING CREDIT CONDITIONS AND POTENTIALLY RAISING
OTHER INTEREST RATES. CONVERSELY, A DECREASE CAN LOOSEN CREDIT CONDITIONS.

OpPeN MARKET OPERATIONS

OPEN MARKET OPERATIONS INVOLVE THE BUYING AND SELLING OF GOVERNMENT SECURITIES, SUCH AS TREASURY BILLS AND
BONDS, BY THE FEDERAL RESERVE IN THE OPEN MARKET. W/HEN THE FED BUYS SECURITIES, IT INJECTS MONEY INTO THE BANKING
SYSTEM, INCREASING THE SUPPLY OF RESERVES AND PUTTING DOWNW ARD PRESSURE ON THE FEDERAL FUNDS RATE. THIS ACTION
GENERALLY STIMULATES ECONOMIC ACTIVITY. \WHEN THE FED SELLS SECURITIES, IT WITHDRAWS MONEY FROM THE SYSTEM,
REDUCING RESERVES AND PUTTING UPW ARD PRESSURE ON THE FEDERAL FUNDS RATE, WHICH TENDS TO COOL THE ECONOMY.



THE DISCOUNT RATE

THE DISCOUNT RATE IS THE INTEREST RATE AT WHICH COMMERCIAL BANKS CAN BORROW MONEY DIRECTLY FROM THE FEDERAL
RESERVE THROUGH THE DISCOUNT WINDOW. W/HILE LESS FREQUENTLY USED AS A PRIMARY TOOL THAN INTEREST ON RESERVE
BALANCES OR OPEN MARKET OPERATIONS, THE DISCOUNT RATE SERVES AS A BACKSTOP SOURCE OF LIQUIDITY FOR BANKS.
CHANGES IN THE DISCOUNT RATE CAN SIGNAL THE FED’'S STANCE ON MONETARY POLICY AND INFLUENCE BANKS BORROWING
BEHAVIOR.

RESERVE REQUIREMENTS

ALTHOUGH LESS FREQUENTLY ADJUSTED IN RECENT YEARS, RESERVE REQUIREMENTS ARE THE PORTIONS OF DEPOSITS THAT
BANKS ARE REQUIRED TO HOLD IN RESERVE, EITHER AS CASH IN THEIR VAULTS OR ON DEPOSIT AT THE Fep. By LOWERING
RESERVE REQUIREMENTS, THE FED FREES UP MORE FUNDS FOR BANKS TO LEND, POTENTIALLY STIMULATING ECONOMIC ACTIVITY.
CONVERSELY, RAISING RESERVE REQUIREMENTS RESTRICTS LENDING AND CAN HAVE A CONTRACTIONARY EFFECT. IN MARCH
2020, THE FED REDUCED RESERVE REQUIREMENT RATIOS TO ZERO PERCENT, EFFECTIVELY ELIMINATING THIS TOOL FOR THE TIME
BEING.

ForwARD GUIDANCE AND QUANTITATIVE EASING

IN MORE RECENT TIMES, PARTICULARLY FOLLOWING THE 2008 FINANCIAL CRISIS AND DURING THE COVID-19 PANDEMIC, THE
FED HAS ALSO UTILIZED TOOLS SUCH AS FORWARD GUIDANCE AND QUANTITATIVE EASING (QE). FORWARD GUIDANCE
INVOLVES THE FED COMMUNICATING ITS INTENTIONS REGARDING THE FUTURE PATH OF MONETARY POLICY TO INFLUENCE MARKET
EXPECTATIONS AND LONG-TERM INTEREST RATES. QUANTITATIVE EASING REFERS TO THE LARGE-SCALE PURCHASE OF LONGER-
TERM SECURITIES TO FURTHER LOWER LONG-TERM INTEREST RATES AND SUPPORT MARKET FUNCTIONING WHEN THE FEDERAL
FUNDS RATE IS ALREADY NEAR ZERO.

How CeNTRAL BANk PoLicY IMPACTS THE ECONOMY

THE DECISIONS MADE BY THE FEDERAL RESERVE HAVE A PROFOUND AND WIDE-RANGING IMPACT ON VARIOUS ASPECTS OF THE
US ECONOMY. THESE EFFECTS CAN BE OBSERVED IN FINANCIAL MARKETS, CONSUMER BEHAVIOR, AND BUSINESS INVESTMENT. THE
TRANSMISSION MECHANISMS THROUGH WHICH MONETARY POLICY OPERATES ARE COMPLEX AND INTERCONNECTED.

INTEREST RATES AND BORROWING COSTS

PERHAPS THE MOST DIRECT IMPACT OF CENTRAL BANK POLICY IS ON INTEREST RATES. WHEN THE FED RAISES ITS TARGET FOR
THE FEDERAL FUNDS RATE, IT GENERALLY LEADS TO HIGHER INTEREST RATES ACROSS THE ECONOMY, INCLUDING MORTGAGE
RATES, AUTO LOAN RATES, AND CREDIT CARD RATES. THIS MAKES BORROWING MORE EXPENSIVE FOR CONSUMERS AND
BUSINESSES, POTENTIALLY SLOWING DOWN SPENDING AND INVESTMENT. CONVERSELY, WHEN THE FED LOWERS INTEREST RATES,
BORROWING BECOMES CHEAPER, ENCOURAGING SPENDING AND INVESTMENT.

INFLATIONARY PRESSURES

CENTRAL BANK POLICY IS A CRITICAL DETERMINANT OF INFLATION. BY ADJUSTING THE MONEY SUPPLY AND INTEREST RATES, THE
FED INFLUENCES AGGREGATE DEMAND. |F THE ECONOMY IS OVERHEATING AND DEMAND OUTSTRIPS SUPPLY, INFLATIONARY
PRESSURES CAN RISE. THE FED CAN COMBAT THIS BY TIGHTENING MONETARY POLICY (RAISING RATES, REDUCING THE MONEY



SUPPLY)/ MAKING IT MORE EXPENSIVE TO BORROW AND SPEND, THEREBY COOLING DEMAND AND EASING PRICE PRESSURES.
CONVERSELY/ DURING PERIODS OF LOW INFLATION OR DEFLATION, THE FED MAY LOOSEN POLICY TO STIMULATE DEMAND.

EMPLOYMENT LEVELS

THE FED'S COMMITMENT TO MAXIMUM EMPLOYMENT MEANS ITS POLICIES ARE DESIGNED TO FOSTER JOB CREATION. LOWER
INTEREST RATES AND A MORE ACCOMMODATIVE MONETARY STANCE GENERALLY ENCOURAGE BUSINESSES TO INVEST AND EXPAND,
LEADING TO INCREASED HIRING. CONVEESELY/ A TIGHTENING OF MONETARY POLICY, WHILE AIMED AT CONTROLLING INFLATION,
CAN SOMETIMES LEAD TO A SLOWDOWN IN JOB GROWTH OR EVEN JOB LOSSES IF THE ECONOMY COOLS TOO RAPIDLY.

ASSET PRICES

MONETARY POLICY CAN ALSO SIGNIFICANTLY INFLUENCE ASSET PRICES, SUCH AS STOCKS, BONDS, AND REAL ESTATE. Lower
INTEREST RATES CAN MAKE BONDS LESS ATTRACTIVE RELATIVE TO STOCKS, POTENTIALLY DRIVING STOCK PRICES HIGHER. THEY
ALSO REDUCE THE COST OF CARRYING DEBT, WHICH CAN SPUR REAL ESTATE INVESTMENT. CONVERSELY/ HIGHER INTEREST RATES
CAN MAKE BONDS MORE APPEALING AND INCREASE BORROWING COSTS, POTENTIALLY LEADING TO A DECLINE IN ASSET VALUES.

ExCcHANGE RATES

CHANGES IN US INTEREST RATES RELATIVE TO THOSE IN OTHER COUNTRIES CAN AFFECT THE VALUE OF THE US DOLLAR. HIGHER
INTEREST RATES IN THE US TEND TO ATTRACT FOREIGN CAPITAL, INCREASING DEMAND FOR THE DOLLAR AND CAUSING IT TO
APPRECIATE. A STRONGER DOLLAR MAKES US EXPORTS MORE EXPENSIVE FOR FOREIGN BUYERS AND IMPORTS CHEAPER FOR US
CONSUMERS. CONVERSELY, LOWER US INTEREST RATES CAN LEAD TO A WEAKER DOLLAR.

CHALLENGES AND CoNSIDERATIONS IN US CenTRAL BANK PoLicYy

W/HILE THE FEDERAL RESERVE POSSESSES POWERFUL TOOLS, IMPLEMENTING EFFECTIVE CENTRAL BANK POLICY IN THE US s
FRAUGHT WITH CHALLENGES. POLICYMAKERS MUST NAVIGATE COMPLEX ECONOMIC CONDITIONS, INCOMPLETE INFORMATION, AND
THE INHERENT LAGS ASSOCIATED WITH MONETARY POLICY. ANTICIPATING AND RESPONDING TO THESE CHALLENGES IS CRUCIAL
FOR MAINTAINING ECONOMIC STABILITY.

EconoMic LAGs

ONE OF THE MOST SIGNIFICANT CHALLENGES IS THE PRESENCE OF ECONOMIC LAGS. MONETARY POLICY ACTIONS DO NOT
IMMEDIATELY AFFECT THE ECONOMY. THERE ARE RECOGNITION LAGS (TIME IT TAKES TO IDENTIFY AN ECONOMIC PROBLEM),
IMPLEMENTATION LAGS (TIME IT TAKES TO DECIDE ON AND IMPLEMENT A POLICY CHANGE), AND IMPACT LAGS (TIME IT TAKES FOR
THE POLICY CHANGE TO FULLY AFFECT THE ECONOMY). THESE LAGS MEAN THAT POLICYMAKERS MUST MAKE DECISIONS BASED
ON FORECASTS, AND A POLICY THAT SEEMS APPROPRIATE TODAY MIGHT BE TOO MUCH OR TOO LITTLE BY THE TIME IT TAKES
FULL EFFECT.

UNCERTAINTY AND SHOCKS

THE ECONOMY IS CONSTANTLY SUBJECT TO UNEXPECTED SHOCKS, SUCH AS GEOPOLITICAL EVENTS, NATURAL DISASTERS, OR
TECHNOLOGICAL DISRUPTIONS. THESE EVENTS CAN DRAMATICALLY ALTER ECONOMIC CONDITIONS AND MAKE IT DIFFICULT FOR



THE FED TO ACCURATELY ASSESS THE APPROPRIATE COURSE OF ACTION. THE COVID-19 PANDEMIC, FOR EXAMPLE, PRESENTED
UNPRECEDENTED CHALLENGES THAT REQUIRED RAPID AND SUBSTANTIAL POLICY RESPONSES.

GLOBAL ECONOMIC INTERCONNECTEDNESS

IN TODAY'S GLOBALIZED WORLD, US CENTRAL BANK POLICY IS NOT MADE IN A VACUUM. INTERNATIONAL ECONOMIC
CONDITIONS, GLOBAL SUPPLY CHAINS, AND THE POLICIES OF OTHER CENTRAL BANKS CAN ALL INFLUENCE THE EFFECTIVENESS OF
US MONETARY POLICY AND THE DOMESTIC ECONOMY. FOR INSTANCE, GLOBAL INFLATION TRENDS OR SHIFTS IN INTERNATIONAL
CAPITAL FLOWS CAN IMPACT US INFLATION AND FINANCIAL MARKETS.

FINANCIAL STABILITY RISkS

WHILE THE FED’S PRIMARY FOCUS IS ON ITS DUAL MANDATE, IT ALSO HAS A RESPONSIBILITY TO MAINTAIN FINANCIAL
STABILITY. AGGRESSIVE MONETARY EASING, WHILE INTENDED TO STIMULATE THE ECONOMY, CAN SOMETIMES LEAD TO ASSET
BUBBLES OR EXCESSIVE RISK-TAKING IN FINANCIAL MARKETS. CONVERSELY/ RAPID MONETARY TIGHTENING COULD TRIGGER
FINANCIAL STRESS. BALANCING THESE OBJECTIVES IS A CONSTANT CHALLENGE.

THe FUTURre oF US CeNTRAL BANKk PoLicy

THE LANDSCAPE OF CENTRAL BANKING IS CONSTANTLY EVOLVING, AND THE FEDERAL RESERVE IS CONTINUALLY ADAPTING ITS
APPROACH. EMERGING TRENDS AND POTENTIAL FUTURE CHALLENGES ARE LIKELY TO SHAPE THE DIRECTION OF US CENTRAL BANK
POLICY IN THE YEARS TO COME. THESE ADAPTATIONS REFLECT LESSONS LEARNED FROM PAST ECONOMIC EVENTS AND A
GROWING UNDERSTANDING OF THE COMPLEXITIES OF MODERN ECONOMIES.

ONE SIGNIFICANT AREA OF FOCUS IS THE POTENTIAL FOR PERSISTENTLY LOWER INTEREST RATES IN THE FUTURE, A CONCEPT
OFTEN REFERRED TO AS “SECULAR STAGNATION.” |F THIS TREND HOLDS, IT COULD LIMIT THE FED'S ABILITY TO STIMULATE THE
ECONOMY THROUGH TRADITIONAL INTEREST RATE CUTS, MAKING UNCONVENTIONAL TOOLS LIKE QUANTITATIVE EASING AND
FORW ARD GUIDANCE EVEN MORE IMPORTANT. FURTHERMOREI THE INCREASING DIGITALIZATION OF FINANCE, INCLUDING THE RISE OF
CRYPTOCURRENCIES AND CENTRAL BANK DIGITAL CURRENCIES (CBDCS), PRESENTS NEW OPPORTUNITIES AND CHALLENGES FOR
MONETARY POLICY IMPLEMENTATION AND TRANSMISSION.

THE ONGOING DEBATE ABOUT THE OPTIMAL INFLATION TARGET AND THE TOOLS AVAILABLE TO MANAGE INFLATION IN AN
INCREASINGLY GLOBALIZED AND TECHNOLOGICALLY DRIVEN ECONOMY WILL ALSO CONTINUE TO SHAPE FUTURE POLICY. THE
FEDERAL RESERVE'S COMMITMENT TO ADAPTING ITS STRATEGIES IN RESPONSE TO EVOLVING ECONOMIC REALITIES WILL BE
CRITICAL IN ITS ONGOING PURSUIT OF MAXIMUM EMPLOYMENT AND PRICE STABILITY.

FAQ

Q: WHAT IS THE PRIMARY RESPONSIBILITY OF THE FEDERAL RESERVE IN THE US?

A: THE PRIMARY RESPONSIBILITY OF THE FEDERAL RESERVE IS TO CONDUCT MONETARY POLICY TO PROMOTE MAXIMUM
EMPLOYMENT, STABLE PRICES, AND MODERATE LONG-TERM INTEREST RATES. |T ALSO SUPERVISES AND REGULATES BANKS AND
WORKS TO MAINTAIN THE STABILITY OF THE FINANCIAL SYSTEM.

Q: How DoEes THE FEDERAL RESERVE INFLUENCE INTEREST RATES?

A: THE FEDERAL RESERVE INFLUENCES INTEREST RATES PRIMARILY THROUGH ITS SETTING OF THE INTEREST RATE ON RESERVE
BALANCES, WHICH AFFECTS THE FEDERAL FUNDS RATE, THE TARGET RATE FOR OVERNIGHT LENDING BETWEEN BANKS. IT ALSO



USES OPEN MARKET OPERATIONS TO ADJUST THE MONEY SUPPLY AND INFLUENCE SHORT-TERM RATES, AND CAN INFLUENCE
LONGER-TERM RATES THROUGH FORWARD GUIDANCE AND QUANTITATIVE EASING.

Q: WHAT IS THE DUAL MANDATE OF THE FEDERAL RESERVE?

A: THE DUAL MANDATE OF THE FEDERAL RESERVE REFERS TO ITS TWO MAIN CONGRESSIONAL GOALS: TO ACHIEVE MAXIMUM
EMPLOYMENT AND TO MAINTAIN PRICE STABILITY, WHICH IS GENERALLY INTERPRETED AS KEEPING INFLATION AT A LOW AND
STABLE RATE, CURRENTLY TARGETED AT 2 PERCENT.

Q: CAN CENTRAL BANK POLICY DIRECTLY CONTROL INFLATION?

A: CENTRAL BANK POLICY DOES NOT DIRECTLY CONTROL INFLATION BUT INFLUENCES IT BY MANAGING THE MONEY SUPPLY AND
CREDIT CONDITIONS. BY ADJUSTING INTEREST RATES AND OTHER TOOLS, THE FED CAN IMPACT AGGREGATE DEMAND, WHICH IN
TURN AFFECTS THE PACE OF PRICE INCREASES. IT'S A MATTER OF INFLUENCING ECONOMIC BEHAVIOR TO ACHIEVE A DESIRED
INFLATION OUTCOME.

Q: WHAT IS QUANTITATIVE EASING (QE) AND WHEN HAS THE FED USED IT?

A: QUANTITATIVE EASING (QE) 1S AN UNCONVENTIONAL MONETARY POLICY WHERE A CENTRAL BANK PURCHASES LONGER-TERM
SECURITIES FROM THE OPEN MARKET TO INCREASE THE MONEY SUPPLY AND ENCOURAGE LENDING AND INVESTMENT. THE FED HAS
USED QE DURING PERIODS OF SEVERE ECONOMIC STRESS, SUCH AS AFTER THE 2008 FINANCIAL CRISIS AND DURING THE
COVID-19 PANDEMIC, WHEN ITS TRADITIONAL TOOLS WERE INSUFFICIENT TO STIMULATE THE ECONOMY.

Q: How DOES US CENTRAL BANK POLICY AFFECT INTERNATIONAL MARKETS?

A: US CENTRAL BANK POLICY CAN HAVE SIGNIFICANT RIPPLE EFFECTS ON INTERNATIONAL MARKETS. FOR EXAMPLE, CHANGES IN
US INTEREST RATES CAN AFFECT GLOBAL CAPITAL FLOWS, CURRENCY EXCHANGE RATES, AND THE COST OF BORROWING FOR
OTHER COUNTRIES. A STRONG DOLLAR, OFTEN INFLUENCED BY Fep POLICY, CAN MAKE US EXPORTS MORE EXPENSIVE AND
IMPORTS CHEAPER.

QZ \WHAT ARE THE MAIN CHALLENGES FACING THE FEDERAL RESERVE IN SETTING POLICY?

A: THE MAIN CHALLENGES INCLUDE DEALING WITH ECONOMIC LAGS, NAVIGATING UNCERTAINTY AND UNEXPECTED ECONOMIC
SHOCKS, MANAGING THE COMPLEXITIES OF GLOBAL ECONOMIC INTERCONNECTEDNESS, AND BALANCING THE PURSUIT OF ITS DUAL
MANDATE WITH THE NEED TO MAINTAIN FINANCIAL STABILITY.

Q: WHAT IS MEANT BY “FORWARD GUIDANCE” IN CENTRAL BANK POLICY?

A: FORWARD GUIDANCE IS A COMMUNICATION STRATEGY USED BY CENTRAL BANKS TO SIGNAL THEIR FUTURE INTENTIONS
REGARDING MONETARY POLICY. BY PROVIDING INFORMATION ABOUT THE LIKELY PATH OF INTEREST RATES OR OTHER POLICY
ACTIONS, THE FED AIMS TO INFLUENCE MARKET EXPECTATIONS AND THERERY IMPACT LONGER-TERM INTEREST RATES AND
ECONOMIC DECISIONS.
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