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Abstract

The Federal Reserve implements multiple monetary policy instruments to control the U.S. economic
conditions through the regulation of unemployment rates and inflation. The central bank continues to
implement both conventional measures and unconventional policies to resolve current economic difficulties.
We need to analyze whether the unconventional monetary policy tools used by the Federal Reserve have been
successful in decreasing economic uncertainty especially regarding unemployment and inflation statistics.
Research results show that Federal Open Market Committee (FOMC) in New York conducted
unconventional policy actions which failed to deliver substantial monetary policy enhancements beyond the
two-year mark of the financial crisis. The result demonstrates that expectations for policy modifications
throughout the last six months did not translate into observable shifts in actual policy directions. Time elapses
between monetary decision-making and market reaction and the economy displayed positive signs of trend-
based recovery during this period. The repo rate exhibited most of its movements because of these elements
during the mentioned period.

Keywords: Unconventional Monetary Policy, Unemployment, Inflation, decisions of the U.S. Federal
Reserve, Economic uncertainty measures, Financial crisis, Economic recovery, sustainable development,
environmental

INTRODUCTION

Central banks find it challenging to maintain price stability together with maximum employment during
times of economic uncertainty and unfavorable economic conditions. The goals create a paradox which
prevents central banks from reaching them simultaneously as outlined in Galati & Moessner (2013). The Fed

305


mailto:Mahmoud.Abouraia@mcbs.edu.om
mailto:ravi@mcbs.edu.om
mailto:dhanuskodi@curtin.edu.my
mailto:drvelsngm@gmail.com
mailto:j.sudarvel@gmail.com

International Journal of Environmental Sciences
ISSN: 2229-7359

Vol. 11 No. 2s, 2025
https://www.theaspd.com/ijes.php

takes an essential position by deploying countermeasures through unconventional monetary policy tools for
stabilizing the U.S. economy under uncertain conditions. The Federal Reserve employs currency policy tools
as part of their present economic influence and financial marketplace adjustments. The economy endures
unexpected situations starting from COVID-19 as well as the 2008 global financial crisis. Under such
situations the Fed needs to preserve stability through its actions to minimize both employment fluctuation
and inflation patterns (Haas et al., 2020). Central banks will need unconventional approaches that include
the central bank purchase of private assets after all their typical monetary policy instruments have been
depleted.

Through a unique power granted to the Federal Reserve the agency holds responsibility to control economic
conditions using monetary policy instruments (Tarullo, 2017). During such circumstances the Federal
Reserve must rely on unconventional tools such as quantitative easing and forward guidance to preserve
economic activity and employment targets. Historical economic data regarding unconventional monetary
policy tools used by the Fed during uncertain times forms the basis of Gambacorta et al. (2014) research.
Econometric methods that apply standard statistical analysis are not appropriate to measure policy-driven
impacts on joblessness so researchers implement advanced analytical approaches. The study explores how
effective Federal Reserve policies are through inflation patterns to establish their lasting impacts on economic
conditions.

The study analyzes the effects that the Federal Reserve implemented through unconventional monetary
policies in unstable economic periods. The research examines several essential points regarding these matters.

What unconventional tools does the Federal Reserve (Fed) utilize for influencing the U.S. economy when its
stability remains uncertain! The implementation of these unorthodox policies operates through which
mechanism to alter relationship models involving unemployment rate levels! Exist data to support the
assessment of how much inflation dynamics result from unconventional Federal Reserve policy measures that
came into effect during periods of recent economic instability? The Federal Reserve's dual mandate for price
stability and employment maximum shows what level of achievement has it reached when using
unconventional monetary policies. These policies should be considered as either a failed opportunity or
valuable learning experiences about alternative economic methods since World War II until before.

The study adds depth to existing research about the function of alternative Federal Reserve policy measures
in periods of economic disruption. Through analysis of Federal Reserve policies the research demonstrates
how their tools operate in crisis situations while investigating employment-unemployment relationships
throughout these critical phases.

LITERATURE REVIEW

In those cases in which the central banks have attempted to compensate economic adversity, at least after the
major economic crises, they have applied the tools of unconventional monetary policy making (at least). In
the second part of the studies, these instruments were concretized regarding their purpose and their utilization
as a method of controlling unemployment and inflation in the era of uncertain of economic, and an empirical
study again was conducted to use the instrument in controlling unemployment and inflation in the USA.

Purpose of Unconventional Monetary Policy Tools. Hence, it is an unsolved economy problem for the reason
that conventional monetary policies have reached zero lower bound values of the nominal rates (Hamilton
& Wu 2012). That is why such tools allow the central bank to supplement its actions with another means to
support the economic activity, price stbility, the stability of the financial markets, etc. The reality that the
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crisis and financial tumult of the GFC cannot be helped by the conventional restricted cut of the interest
(Carvalho etal., 2016) is one of the most apparent reasons we can issue the accommodative condition without
the already compressed costs and nominal interest rates.

Historical Usage of Unconventional Tools. The use of these tools in the history of its development becomes
possible only under definite conditions of the economy. In 2008, the Federal reserve was acting to relieve the
disruption from the credit market instigated by the financial crisis via Quantitative Easing (QE). In this first
path: The ze, in its contribution to the purchase of that volume, helped in damping down the long term
interest rates in order to promote borrowing and investment (Bernanke, 2010). While these conventional
means are not backed by theory as a means to alter global financial stability during the European Central
Bank’s (ECB) Eurozone crisis, they can be considered successful in that they have been used as a means to
mitigate individual financial crisis. Draghi (2012) put into practice the OMT, thus making it possible to
welcome the willingness to use the unconventional tools.

One such tool of ‘time of GFC’ is Forward Guidance. However as it turned out, Bank of England and Federal
Reserve Bank revealed through the Forward Guidance which in the past used to limit the market's thinking
of long run interest rate levels (Bernanke, 2017). As a further point of analogy, like Operation Twist, the
Fed’s recent large balance sheet operation [read: QE2] is undertaken in the belief that it will influence yield
curve through changing the composition of the Federal Reserve’s balance sheet to promote long term
borrowing (Federal Reserve Bank of San Francisco, 2011).

Alignment with Dual Mandate. It is the central force operating the dual stated mandate of price stability and
maximum employment for forming the Policy decisions themselves. Although these tools are rare, when they
use these tools, they actually do think about them in other circumstances with real tradeoffs, as opposed to
simply ignoring them. Therefore, QE is one more investment and unemployment boost in addition to other
asset price rises and it stimulates risk taking (Gagnon et al. 2011). Conversly, one should contemplate other
unintended impacts, such as income inequality, or having an asset bubble.

Lessons from Past Experiences. However, one can pull up memories of past experiences which let the one
know that unconventional means can come out in the way they are expected to. It is abundantly clear, part
of GFC fiscal policies as well, that there needed to be timely and decisive actions. European sovereign debt
crisis is one such other instance where we play the role as a communication of clarity to a commitment for a
financial stable.

METHODOLOGY

Moreover, Data Analysis is taken into account the type of research used, and that is an empirical approach.
It uses Federal Reserve, Bureau of Labor Statistics etc., time series and quantitative analysis. The main variable
in the primary data of the study is the other variables on which the analysis is to indicate causality between
unemployment rate and inflation rate.

Quantitative Analysis. This research delves into the quantitative side of how the speed with which the
unemployment and inflation declines adjusts with the usage of the unorthodox policy tools. Some potential
time series forecasting techniques and the use of Vector Autoregression (VAR) models and rigorous
regression analysis as econometric modeling. These are the ways in which we are going to try to see how these
policy tools affect these economic figures.

Qualitative Analysis. Qualitative analysis complements quantitative findings. It is effectively digesting ready
official comments, reports and FOMC minutes in the Federal Reserve meeting. The latter come with some
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reasons and reason for their application. This quantitive or qualitive data is the quantitive one that can be
logically understood to the point where the main idea is derived from such use.

Data Collection and Analysis. However, considering that I did some research before, the past unemployment
and inflation rate during an economic uncertainty is used in the research. This data analysis is complemented
with documents, speeches, and minutes of the Federal Reserve official supplement. The data are tested
whether any variable among these variables exist causal or correlation relationship between each other, using
qualitative methods, regression and VAR model.

RESULTS

Influence on Unemployment and inflation Rate
I collect data on interest rate and real unit price reactions to Federal Reserve forward guidance in the context
of its quantitative easing programs by using the FRB/US macroeconomic model as in Engen et al. (2015),
and analyze the effects of ‘unprecedented’ monetary policy in this context. Consequently, through the forward
guidance, FOMC modified the set of rules for the expected federal funds rate. However, the way in which
very similar to our interest, Ihrg et al (2012) inferred the relative total impact on the term premiums using
numbers instead, which was at most 120 basis points in 10 year premiums (see Figure 1).
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The figure 1 presents the estimated 10 year term-premium effect due to Federal Open Market
Committee. Large Scale Asset Purchases, QE1-QE3, 2009 - 20 (Basis points)

Accounting for peak effects of estimated interest rate changes in the FRB/US model, the high powered
unconventional policy actions lowered the actual unemployment by a bit more than 1% percentage points
less than the amount we observed and raised its levels by about half a point more than in the actual rate of
inflation that we observed. The peak impact of the unemployment and even later, early 2016, the peak impact
of the inflation. Moreover, some degree of an overall stimulus to the economy and inflation at a slower rate
than before was provided by term premium effects as well as shocks in changes about the policy expectations
regime (Reifschneider et al., 2016). In the end, it’s entirely possible that a clear signal from the FOMC one
of the eventual early and enormous spendings would have pushed output and inflation even further.
Therefore, if you will accept that the Fed’s communication was successful this is what successful Fed
communication would have been.
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Figure 2: Predicted Future of the Economy if Current Unconventional Perceptions are
Perceived at the end of 2013.

The taper tantrum happened because the Federal Reserve was somehow still in a state with its policy
normalization, and the economy was in a better standing as compared with many other countries (Arteta et
al, 2015). In fact, the second of its two key communications topics FOMC was discussing, was what
communications could provide to the public that would signal the fed funds rate would be gradually raised,
and the Fed’s large balance sheet would be gradually reduced, without resulting in a large reaction in the
markets again.

In their DM2, Govindan et al. (2013) get almost the same two lines of dual mandate and dual mandate, but
dismissing the weight of output gap does matter, in fact, at the end (Govindan et al., 2013). On the other
hand the blue line for the IFB reaction function and the green line with circles for the Taylor rule produce
very similar results. Hence, the main clear difference between pairs of the loss function minizations and the
pairs of the policy rules (Christoffersen and Jacobs, 2004). However, using the substantially lower real interest
rate used in the loss minimising approach in practice reduces its variability of output and change intentions
substantially.

In fact, it is the comparison of real long term interest rates to nominal short term interest rates that are shown
in the lower pair of panels in Figure 3, and these degrees of difference increase (this is a matter of denotation,
however). Growth is said to be economic robust when low is the predicted output gap and high the predicted
rates of inflation. Consequently, the DM1 and DM2 lead to an outcome on purpose, referred to as output
but with deliberate overshoots in inflations and output as well.
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Figure 3: 2014-20 Comparison of Four Reaction Functions (Source: IMF staff calculations).

In this case, if regarding the loss functions, the economy is in its initial state and thus it is not able to reach
the potential output and, at the same time, the price inflation is less compared to the target rate (Reifschneider
et al., 2015). This makes me wonder what the (large) adjustment cost to the negative demand shocks that
cause such a negative output and inflation gap, and given that the central bank is only able to adopt any
response to the negative demand shock with its (single) policy tool(s), how much cost of being the only willing
central bank to take a somewhat calculated risk and to be a little bit afraid in the sense that it will pay the cost
of adjustment to the downside side and will continue leaning to the key side of policy.

[llustrative simulations
We then apply some of these to the case of an example of a series of sizeable and prolonged economic
downturns with potential international externalities in the US, and the estimated effects of some single
unconventional policy measures the Federal Reserve has introduced in the last parts. The goal of this exercise
is to show that some important determinants of the total benefit from an unconventional policy can be
derived. Campbell et al. (2012) thus argue that these must be considered as characterizations of aspects of
operating effectiveness for Federal Open Market Committee (FOMC) actions at the time that they occur.
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To start considering the instances whereby the Federal funds cost export monitors constant with the Mensa
choosing standard, yet the FOMC doesn’t obtain residential property, and the cases whereby Federal funds
cost specialists tend to be almost certainly to stay lesser then just about any bar for pretty much a couple of
yrs, we current preliminary way of thinking in this pretend situation. The public would be fairly pursuing a
concept at the time of persistence of economic recession, that is, the occurrence of economic recession would
change the economy and so would have the advance of monetary policy (Woodford and Garcia-Schmidt
2019). Actually, they are therefore double shock induced nirous (or unemployment 2 x inducing square root
of the square of nirous. Think back of nirous from first blog) from a nirous of °/4 to a nirous of 10/4 in the
first 2 years (see the black lines in Figure 4 above). With relation to this, unemployment is lower and inflation
is more than one percentage point higher (Coibion et al., 2020). This therefore means that, if this real 10
year yield reaches this anticipation equivalent of a further decline of approximately 2 1/2 point percentage
basis, then there will be a lower future future real federal funds rate. And as a result, here the policymakers
are not buying big scale assets; this does not have any effect on term premiums and risks premiums for
corporate bonds and equities.

— highly persistent slump with beta = 0.5 —-— highly persistent slump with beta = 1.0
—— moderately persistent slump with beta = 0.5 — —- moderately persistent slump with beta = 1.0
Nominal Federal Funds Rate Real 10-Year Treasury Yield
percent percent

yexr yeor

Figure 4: The effect of increasing the policy response to slack.

However observe that also zero is no change (or no chase or complaint), and therefore is the base line, the
baseline is good (right)? This time, the resulting increase in the coefficient on slack (beta) is 1.0, lambda and
alpha are constant, and therefore the rule is more responsive in this case.

However, in figure 4 this is too severe and it is reasonable that the output gap response coefficient is struck
from 0.5 to 1 to satisfy the requirement that liftoff occurs 2 quarters after reaching the (lower bound)
constraint. Second, the paths of the federal funds rate simulated under the standard Taylor rule is quite close
to the one under which the model was subjected. Therefore, the way to inflation is high, and the 10 year
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Treasury yield dropped in actual terms for a lot of consecutive years subsequently. In this relatively mild
recession, too, policy (rule) rule change influences the federal funds rate just like other instances when federal
funds rate is constrained for only three years, as in the case of the standard Taylor rule applied on the federal
funds rate.

Baseline estimates

I noted in footnote 11 also that our baseline results presented in Figure 5 are capable of being taken care of
with this precedent. Therefore, in the end, those black lines were the actual economic activity, inflation and
interest rates in the later part of 2013. Therefore, using the extended Blue Chip projections released in
October 2013, they are projected forward. Instead, the red lines are what the economy would’ve been doing
from (early) 2009 onward had the FOMC (the unitary institution) not made use of unconventional policy
measures. For this reason, this is not changed by the anticipation of the 2009 QE term premium impact (as
well as perceived value of B in the implicit policy planning rule and correspondingly in enacted policy forward
anticipations through the outlook produced in the last of 2009 qor Joyce et al 2010)) (which is indeed what
we do for the simulation, in terms of effect from term premium and modest QE of 10 bp from early 2009
(and [already] fading...)) ). Historic time here in respect to past and future economic shocks, but they never
formerly developed initially. Finally, assuming that the historical shocks are supposed so that we are always
decomposing the evolution of the perceived policy rule for any time so they are non inertial, it is also assumed
in this paper.

— no actions (wersion 1) —— no actions (wersion 2) —— history with Oct-2013 Blue Chip projections
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Figure 5: Unconventional policy predicted evolution of the economy (no unconventional policy).

The blue line figures show what was in the economy would have been if parsing routine only joined up until
2012 and afterwards was assumed to join up on the basis that the perceived policy rule turned unstated after
2012. Indeed, this flexibility in giving the results of simulation, so that the shift towards inertial policy is not
very sensitive. Finally, in this case, the propensity of the shift to happen, occurred more likely not when the
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shift would have happened more later than sooner in time, and if so, with still less diminishment of the
perceived value of (.

Three main points are in this. Estimation of model shock activity yields values estimated such that the
response of the economy to the FOMC unconventional action as well as lack of such action during two years
following the crisis was of little fiscal significance. Until 2010 (Gualdi et al. (2015)), there are no real GDP
growth and inflation, and O in unemployment at the same time. To a large degree, they reflect this policy
surprise’s initial ineffectivenesses: expectations are very small changed in what these policy adjustments are
expected to be over this period (with the standard transmission lags) and because all initial expectations about
how quickly the recovery would occur were so utterly out of touch with reality.

To be clear, all of the above being said, the above result could also possibly be slightly understating the effects
of most of the unconventional policy at its onset. This therefore tends to be regarded as a major recovery of
the largest economic concern, whose worst hour of the economic crisis plunged the key financial markets
into shakiness (Drudi et al., 2012). In fact, it is so true that the baseline model completely just ignores all the
channels by which the FOMC’s monetary policy measures could have impacted the consumer confidence,
business sentiment, investor’s risk appraisal, exogenous spending spurt or the risk premia or any other factors
that could influence the model. But, the wider the underestimation of the actual effectiveness of asset
purchases and forward guidance in 2009-2010, the more, of course, the impact of external influences of such
other type and the confidence in the absence of asset purchases and forward guidance would have been even
bigger than proportionately.

Conclusion

We have some respectable findings on any one study. Beyond that, when we go through the recession and
out of the financial crisis, we also see a repeated trend among private sector forecasters of when the actual
date of start (or timing) of monetary policy tightening. This or changes in response to the Federal Reserve
utilizing a type of quantitative easing or its most recent impression of what will be the forward guidance for
the federal funds rate, likely resulted in. Remember, when there was such faltering economic rebound coupled
with such moderate inflation, the same thing had happened.

Obviously, it is something that nobody would question that the Federal Reserve could not have provided any
further monetary policy stimulus then as they were starting their quantitative easing, but they had to be able
to offer liquidity to ailing financial markets that could not be stabilized in the financial crisis, but it is possible
that they probably needed more or perhaps more help to support the economies in the financial crisis.
Regarding the last result this can say at least in part that also due to some little changes that are made in the
architecture of what was planned for future policy, as well as of the faster than actual recovery speedling, and
of course for the usual transmission lags of the monetary policy (Cecioni et al., 2019).

As was noted above, though, this is far from the whole story of the strengths of the effects of unconventional
policy. But Barnett et al however, say that these confidence effects could be so small that the estimates become
literally so obviously wrong that they must remove this effect from the table.

The findings of this research hold significant implications for policymakers, economists, and financial market
participants. The use of these tools would also be supported because they would lower the unemployment
rate, whichever that is. And the preview of the results is that the Fed’s current policies to ease the economic
blow from job losses are helping.
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