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Overview

ÁThe Fed in a dream economy

ÁThe Fedôs imprecise tools

ÁUncertain present and future

ÁWhat it means for the High School Fed Challenge



The Fed in a dream economy
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years

The sustainable output of the economy grows

Capacity

Long run capacity growth from

Ålabor supply

Ålabor productivity (technology)

Better addressed by fiscal policy
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Unemployment when output is at capacity is ñnaturalò

Capacity

Natural unemployment

There is still unemployment when output 

is at capacity.

Åfrictional (job search)

Åmismatch skills and demand

Better addressed by labor market policy
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Inflation at capacity is ñexpectedò

Capacity

NAIRU

Non

Accelerating

Inflation

Rate of

Unemployment

Expected inflation

Consumers and 

businesses expect a 

certain level of 

inflation and ask for 

higher wages and 

prices to maintain 

purchasing power

Monetary policy can influence

(as we will see later)
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