Proceedings of the 2nd International Conference on Business and Policy Studies
DOI: 10.54254/2754-1169/8/20230294

How America Responds to the Inflation Caused by Covid-19

Weiyu Lil#"

TUniversity of British Columbia, Vancouver, BC, Canada, V6T 174
a. dmzuigao@gmail.com
*corresponding author

Abstract: The Covid-19 pandemic has brought global inflation. Billions of people have been
confined to their homes for months, unable to go to work. As an example, in the United States,
which has the largest number of Covid-19 confirmed cases, the impact of the epidemic on
their economy cannot is a big problem. According to the research, many of them contain the
development of inflation by the Covid-19, but few papers research talk about the response of
inflation for Covid-19 in U.S. central bank and the company overall. This research could
serve as a model for other countries facing inflation. Therefore, this paper will use the
background of the United States to explore the causes of inflation, the central bank's strategy,
and how inflation reflects the difficulties faced by American companies. This paper mainly
uses literature, case, and data analysis methods. Based on this paper, it was found that the
fundamental factors of inflation were the imbalance of supply and demand and the break of
the supply chain. But because of the Federal Reserve’s initial miscalculation about the
duration of the Covid-19, they switched monetary policy from loose to tight in order to curb
inflation. And American companies Apple and Amazon are both facing rising costs, labor
shortages, and supply chain disruptions, but their solutions are different because of changing
consumer preferences.
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1. Introduction

The Covid-19 pandemic has brought great changes to the global economic landscape and challenges
to countries and companies along with global inflation. Billions of people have been confined to their
homes for many months, and those restrictions have prevented people from going to work, so this
cause a direct impact on the economy. But for the U.S., as the country with the largest number of
Covid-19 cases and the largest developed economy in the world, the impact of Covid-19 on the
economy also cannot be ignored. According to the research, there are many areas of concern about
the economic crisis in Covid-19 leading to the development of inflation. But few papers have looked
at the overall response of U.S.central banks and companies to Covid-19 inflation. The plight and the
response of the United States as a whole could become a model for other countries facing this
inflation. Therefore, this paper will use the background of the United States to explore the causes of
inflation, the central bank's strategy for a short time and long time inflation, and how inflation reflects
the difficulties faced by the American companies Apple and Amazon. This paper mainly uses
literature, case, and data analysis methods. Literature analysis is used to explore the Federal Reserve’s
discussion on the transitory and persistent period of inflation. Case and data analysis are used to
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explore the problems faced by Apple and Amazon in the United States under inflation condition and
their strategies used. This research could help other counties that also have an economic inflation
issue as an example to make better decision policies to stabilize their economy.

2.  Driving Factors of Inflation under the Covid-19

Inflation is probably one of the most familiar words in economics. The definition of inflation is that
it is the rate of increase in prices over a given period. But typically, inflation is a broad measure, such
as a country having an overall increase in their price level or some goods or services becoming more
expansive in one year. According to the research, there are two different opinions of Americans that
think on the driving factors of inflation under the Covid-19, which is the period for the inflation is
Temporary or Persistence [1].

2.1. Temporary Time Period for Inflation

For people who think inflation is only a temporary event, they believe that there are two driving
factors for inflation, The first one is the unbalance of demand and supply. Another one is the
disruptions and misalignment of the Supply Chain. But they also believe that this unbalance and
disruptions will be adjusted as the global economy recover. At the beginning of the Covid-19 period,
Covid-19 causes a massive disturbance in the global supply chains. Since most people try to far away
from high-flow areas to avoid infection, like in office buildings, they had to spend less time on their
working time, and that causes the supply chains of many industries to break or shut down [2].
However, during this period, people were worried about their sources and products will be limited,
they are fallen into a panic stockpiling and based on the panic stockpiling, the price for bulk
commodities such as energy and agriculture products increased. When the supply decrease as the
supply chain is broken and demand for bulk commodities increase, this caused a serious limitation
for the total supply. Then, when Covid-19 temporarily stabilized, people’s demand would be
rebounding, so consumers had excess saving for many daily products, which cause inflation appears.
But some American believe that this is only short time inflation. As the global economy recovers
from Covid-19, the supply chain’s problem would be solved and the higher demand will be balanced
with the new total supply [1]. Hence, they think in the long term, the inflation rate would still be
within the normal range.

2.2. Persistence Time Period for Inflation

The people who think inflation is a persistent event believe that the driving factor for this type of
inflation depends on the policymakers. Based on the disruptions of the supply chain, the shortage of
labor, and the increase in aggregate demand, some American economists show that the US
government could adjust monetary and fiscal policies as soon as possible. This inflation rate would
manageable, which means it is a short period event [1]. However, until 2021, the federal reserve and
US government were denied inflation and they even didn’t cut their spending. Hence, whether this is
a short-time or long-time inflation, depends on those policymakers. If those policymakers, like the
US government and the federal reserve, still maintain denying the possibility of inflation, the
temporary inflation may turn into a long-time persistent event. This is the reason American
economists are worried that inflation has a large possibility to change into a long-term event.

3.  Policies Implemented by the Central Bank

According to this debate, there is also a big shift in the strategy of the Federal Reserve, which is the
Central bank of America. At the beginning shock of Covid, the U.S GDP in 2020 declined to 31.7%
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than before and the unemployment rate was about 9.7% until September. Both of these data are similar
to the great depression in 2008[3]. This is the reason that the Federal Reserve initially used
expansionary monetary policy, also known as easing monetary policy, to boost economic growth by
increasing money and decreasing interest rates.

3.1. Loose Monetary Policy

This round of monetary policy expansion began after the outbreak of COVID-19. In response to the
impact of the pandemic, about 40 central banks around the world cut interest rates more than 50 times
in March 2020. This policy helps Fed to lower its benchmark federal funds rate down to about zero
percentage quickly and also allowed the Fed to expand its balance sheet rapidly in a short term. They
have provided ample liquidity through measures such as expanding the scale of monetary policy
operations or supporting liquidity facilities. Also according to central bank statistics, the Fed's balance
sheet expanded to 76.8% in 2020. And one of the key tools for expansionary monetary policy is
“quantitative easing”, which decided to purchase a large number of debt securities, to restore the
smooth functioning of markets during a recession or inflation coming. However, by the end of 2021,
more people in the debate over the inflation period start to turn to agree with the persistent opinion.
This is based on the data for U.S. CPI, which is the consumer price index. It is a measure of the
average change over time in the prices paid by urban consumers for a market basket of consumer
goods and services. According to the figure, the data for CPI in 2022 increased to 8.6 percent than
before [4]. Since 1981, this is the fastest growth rate in CPI and it illustrates that the price level
continues to increase. Hence, the federal reserve acknowledged that inflation persistence had
exceeded expectations, so there are many risks and uncertainties in the inflation outlook and the
period for inflation seems more long-term.
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Figure 1: U.S. CPI monthly year-on-year growth since 1972 [4].
3.2. Tight Monetary Policy

The Fed's miscalculation of the economy and its loose monetary policy resulted that inflation has
been running higher and longer than the Fed expected, while the labor market is nearing full
employment. And there is a more critical factor behind this shift is a change in the Fed's understanding
of the relationship between inflation and employment. Since the outbreak of Covid-19, the Fed was
focused on employment as its primary objective, and they focused more on achieving full
employment by keeping monetary policy loose and inflation relatively high to minimize
unemployment and adopting a flexible average inflation target of 2 percent. However, this policy
worked fine in a low-inflation environment, but under the runaway inflation condition, the Fed
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realized that high inflation does not help full employment. According to the research that the inflation
rate was increasing to 7% and the unemployment rate fell to 3.9% before 2021[1]. Then, the Federal
Reserve decides to change the policy to a tight monetary policy, which is to reduce a country's money
supply to prevent the rise of inflation and the central bank will raise interest rates to slow down the
growth of money and prices. So, in order to achieve a tight monetary policy, first, they try to increase
the reserve requirement for banks. That caused, from the November of 2021, the Federal Reserve
starts to reduce Treasury bonds by $10 billion and $5 billion in MBS, which is mortgage-backed
securities, every month [3]. And in the same month, CPI had risen to 6.8% and the unemployment
rate had fallen to 4.2%, below the natural rate of 4.4%. This illustrates that the tightened monetary
policy could help to reduce the unemployment rate. Another policy is that in order to tighten the
monetary policy, the Federal Reserve raises the interest rate, so it would support the appreciation of
the dollar, which also depreciation of other countries' currencies. Then imports will increase since
people want to use less money to buy products from other countries and it also attracts capital
backflow. Therefore, the Federal Reserve uses tight monetary policy to curb rapidly rising inflation.

4. How American Companies Faced to the Inflation Issue

For U.S companies, the inflation under Covid-19 could reflect a shift in consumers’ preferences and
their spending, like durable goods and delivery could replace restaurants, travel, and other services
[5, 6]. Use Apple and Amazon as an example, from the two industries of electronic technology
products and express retail, to find the problems they faced under the inflation of Covid-19 and the
strategies they used.

4.1. American Company: Apple

First, from Apple’s perspective, there are three main effects of inflation during the Covid-19 on
electronic technology products: cost increase, labor shortage, and the supply chain has been broken.
The cost increase caused this company to have two inflation on their balance sheet, which are gross
profit margin and operating expenses. According to the FactSet data and figure 2, Apple's gross profit
margin in 2022 reached 43.75%, and the operating expenses were $12.58 billion, which almost
increase by nearly 19% than before [6]. There are two main sources of cost increase, one is the
shipping cost and another is personal cost increase by a labor shortage. And in order to prevent the
top technology workers leave, apple decided to raise their wages so that they can cope with inflation
pressure and improve their competitiveness in the labor market. However, the disruption of the supply
chain made the production of Apple slow down and this was caused when Apple announced that they
will release a new keyboard for the iPad in May, and their main accessory cannot be ready
immediately. They have to wait about several months to get their main accessory, so the waiting time
between ordering and shipping increases. Hence, even if Apple continues to develop new products
and make them available to consumers online buying, its output still remains at a low level. Moreover,
the spread of Covid-19 had disrupted manufacturing in many Southeast Asian countries, which also
cause parts of Apple's supply chain cannot to ship or produce and it also increases the shipping cost.
Hence, in order to deal with the shortage of supply chains, Apple decided to shift its supply chain to
countries or regions that have more resilient supply chains. For example, in 2021, Apple struck a deal
with Chinese display company BOE to supply OLED screens [7, 8]. It has also set up eight contract
factories in Apple's supply chain, including Foxconn's mobile phone assembly line.
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Figure 2: Apple's gross margin as percentage of revenue from Ist quarter 2005 to 2nd quarter 2022.
4.2. American Company: Amazon

From the perspective of Amazon, they are also facing the same situation as Apple, but Amazon has
become the most common way of shopping for many consumers due to its drive to provide
convenience and low prices. This is because, in the early days of Covid-19, consumer preferences
shifted to products such as hand sanitizers, masks, and disinfectants that could protect them from
Covid-19. And through shifting their working place at home, their propensity to buy durable goods
for home and office also increase. This has led them to have higher record sales orders even during
the pandemic and while other industries are laying off workers, Amazon continues to hire. According
to the data, Amazon added 36,400 people in the three months until June 2020, and this hiring strategy
allowed them to bring their population of employees to reach to 876,800, which is up 34% than before
[9]. However, under the Covid-19 prevention measures, most of the employees in Amazon cannot go
back to work immediately, so even if some workers can return to work, their salaries will be increased
accordingly. In order to prevent the reduction of labor, Amazon has to increase their expenditure on
employee wages to maintain their labor force, so their human cost will increase too. On the other
hand, the large demand for product orders also accelerated the rupture of the supply chain. And as
consumer demand for nonessential goods has fallen, these goods have piled up in U.S. warehouses,
then leading to both an accumulation of orders and shortages in the warehouse [10]. Hence, the
strategy for amazon used is to limit the number and variety of orders. Therefore, based on apple and
amazon’s facing problem and their strategies, they illustrate that American companies common have
costs rise, a lack of labor, and supply chain rupture problems under the inflation of Covid-19. But
according to the different industry situations, it also reflected that there is a shift in consumer
preference and spending occurred from the express delivery industry has replaced the electronic
technology products.

5. Conclusion

This paper explores the causes of inflation, the central bank's strategy, and how America responds to
the inflation caused by Covid-19. Overall, the inflation under the Covid-19 condition is caused by
supply and demand imbalances and supply chain disruptions. It is a continuing effect that has changed
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the operating way for central banks and American companies: the Federal Reserve was shift its
monetary policy from loose to tight in order to curb inflation by raising interest rates to make dollar
appreciation and for American companies, Apple is shifting their supply chains to more resilient
countries, while Amazon's strategy is to limit the number and variety of orders. There are still some
shortcomings in this paper. For example, in this paper, the American companies may only discuss the
delivery industry and electronic technology products, but they cannot represent the same problems
faced by all industries in the United States, which may be the focus of future research will summarize.
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