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FIG. 3. Median CPI and CPIX Quarterly Inflation, 2000–15.

Figure 3 illustrates the appeal of the weighted median by plotting this variable and
CPIX inflation over 2000–15. We can see that CPIX inflation is more volatile at the
quarterly frequency. The standard deviation of the change in inflation is 0.44 for the
median and 0.64 for CPIX.

2.2 Specification

We consider a version of Friedman’s expectations-augmented Phillips curve,
equation (1), in which labor-market slack is measured by the deviation of short-term
unemployment from its natural rate. Following Staiger, Stock, and Watson (1997)
and Gordon (2013), we specify an equation for quarterly data with four lags of the
unemployment term:
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where πt is the annualized rate of core inflation, π e
t is expected inflation, us

is the short-term unemployment rate, and us∗ is the natural rate of short-term
unemployment.

For parsimony, we assume that the coefficients on the four unemployment lags are
equal, that is, that inflation depends on average short-term unemployment over the
previous four quarters. When we test this restriction, it is not rejected (p-value for
Wald test = 0.53). We can now write equation (4) as
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