
Inflation & Interest Rates 
    
Inflation is the rate of increase in prices over a given period of time. Inflation is typically a 
broad measure, such as the overall increase in prices or the increase in the cost of living in a country. 
 
Interest rate is the amount a lender charges a borrower and is a percentage of the 
principal—the amount loaned. The interest rate on a loan is typically noted on an annual basis 
known as the annual percentage rate (APR). 
 

Consumer prices up 9.1% over the year ended June 2022, largest increase in 40 years.   

 

US Bureau of Labor Statistics show the consumer prices index rising by 8.5% in the year to July 2022 

 

Does inflation happen when there is too much money? 

Yes, "printing" money by increasing the money supply causes inflationary pressure. As 
more money is circulating within the economy, economic growth is more likely to occur at the risk of 
price destabilization. 
 

Demand pull inflation is when the aggregate demand in the economy rises more than the 

aggregate supply. This means that the goods and services produced are lesser than the demand for 

them. This is commonly described as "too much money chasing too few goods." 

How Do Higher Interest Rates Bring Down Inflation 

How the federal funds rate influences parts of the economy 

 

Federal funds, often referred to as fed funds, are excess reserves that commercial banks and 

other financial institutions deposit at regional Federal Reserve banks; these funds can be 

lent, then, to other market participants with insufficient cash on hand to meet their lending and 

reserve needs. 

Current federal funds rate is 2.50%  -  In January 2022 was o.25% 

But how could one interest rate have so much influence on the broader economy? 

Banks pass on the cost of a higher federal funds rate to their customers when those customers want to 

access regular lending products. 

The best example is the prime rate. This is the interest rate banks charge their most creditworthy 
borrowers, like large corporations. For several decades now, the rule of thumb has been that the 
prime rate is equivalent to the federal funds rate plus 3%. So, with the new federal funds 
target rate at between 2.25% and 2.5%, the new prime rate at the upper range would be at 5.5%. The 
percentage difference is supposed to cover the cost of processing a bank loan. 

Changes in the prime rate, in turn, drive up the cost of borrowing for all other loan products, like real 
estate and vehicle purchases, as well as revolving debt such as credit cards. 



As the theory goes, if it’s more expensive to borrow money or carry a balance on a credit card, 
consumers will spend less. When spending declines, demand will fall and, eventually, so will the price 
of everyday goods. 

How will inflation affect your Social Security payments? 

 

How does inflation affect you? 

 

Have interest rates affected you or your family? 

 

Do you expect inflation to subside?  When? 

 

Core inflation excludes food and energy.  Does this make sense? 

 

Is this because of Biden’s spending programs? 

 

Was Trump wrong in his spending programs ($600 a week)? 

 

Is the war on fossil fuels affecting inflation in the U.S.? 

 

 


