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Figure 1: Stock and Watson’s Changing Phillips Correlation
Note: Black solid line is a regression line for 2000-2019. Dark grey broken line is regression for 1984-1999. Light
gray dash-dot line is a regression line for 1960-1983. The year-over-year change in inflation is the 4 quarter
change in the (backward-looking) 4 quarter moving average of headline PCE inflation. The unemployment
gap is the 4 quarter (backward-looking) moving average of the gap between the unemployment rate and the
natural rate of unemployment. Authors’ calculations. The figure replicates Figure 1 from Stock and Watson
(2019).

Recession then gave way to “missing reinflation” in the late 2010s as unemployment fell to levels

not seen in 50 years, but inflation inched up only slightly. A similar debate raged in the late 1990s,

when unemployment was also very low without this leading to much of a rise in inflation . Some

have argued that the apparent flattening of the Phillips curve signals an important flaw in the

Keynesian model.

There is, however, an alternative interpretation of these facts that emphasizes the anchoring

of long-term inflation expectations in the United States (Bernanke, 2007; Mishkin, 2007). Figure

2 plots long-term inflation expectations from the Survey of Professional Forecasters. During the

1980s, long-term inflation expectations fluctuated a great deal. In particular, they fell rapidly over

the period of the Volcker disinflation. In sharp contrast, since 1998, long-term inflation expecta-

tions have been extremely stable.

An alternative to the standard narrative of the Volcker disinflation is that the decline in infla-

tion was driven not by a steep Phillips curve but by shifts in beliefs about the long-run monetary

regime in the United States that caused the rapid fall in long-run inflation expectations we observe
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