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FIG. 1. Long-Term SPF Inflation Expectations versus Four-Quarter Moving Average of Median Inflation, 1985–2015.

This idea goes in the right direction for explaining the missing deflation. According
to the accelerationist Phillips curve, a recession causes inflation to fall lower and lower
as long as unemployment exceeds the natural rate. With anchored expectations, a
period of high unemployment implies a low level of inflation but not an ever-falling
level.

The idea of anchored expectations predates the Great Recession. The Fed an-
nounced a formal inflation goal of 2% only in 2012, but research as far back as Taylor
(1993) finds that the Fed was implicitly targeting 2%. In the 2000s, Fed officials
began to suggest that their commitment to stable inflation “in both words and ac-
tions” had produced “a strong anchoring of long-run inflation expectations” (Mishkin
2007).

An important detail: The Fed’s target of 2% applies to inflation as measured by
the PCE (personal consumption expenditure) deflator excluding food and energy.
Since 1980, this measure of core PCE inflation has averaged about 0.5% less than
core CPI inflation (for both the weighted-median and ex-food-and-energy measures
of core CPI). We should expect, therefore, that expectations of core CPI inflation are
anchored at a level near 2.5%.

As many researchers have pointed out, the idea of anchored expectations receives
striking support from long-term inflation forecasts in the SPF. For the period from
1985 through 2015, Figure 1 shows the mean SPF forecast of CPI inflation over
the next 10 years, along with a four-quarter moving average of weighted median
inflation. From 1985 until the late 1990s, SPF forecasts drift down along with the


