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well-proxied by professional forecasts. While one might expect very large firms 
to have professional forecasters on staff or to rely on the services of professional 
forecasters to guide their economic decisions, this need not be the case for small 
and medium enterprises for whom the gains from having precise information about 
aggregate conditions may be small (especially relative to local or industry-specific 
conditions), as in Mackowiak and Wiederholt (2009). For such firms, household 
forecasts could very well be a better proxy of their beliefs than professional forecasts.

Does it matter for the Phillips curve and the missing disinflation whether one 
assumes that firms hold beliefs closer to those of professional forecasters or house-
holds? We showed in panel E of Figure 1 that using professional forecasts of inflation 
did not meaningfully affect the estimated slope of the historical Phillips curve or the 
presence of missing disinflation during the Great Recession. In panel B of Figure 6, 
we present the Phillips curve relationship between the unemployment gap and the 
difference between CPI inflation and household expectations of inflation. Several 
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Figure 6. The Phillips Curve and the Missing Disinflation with Household Inflation Expectations

Notes: Panel B shows the scatter plot of inflation (CPI) surprises versus unemployment gap as well as fitted linear 
regressions for two subperiods. Panel C plots actual inflation rate (CPI) as well as inflation rate predicted by Phillips 
curves (equation (1)) estimated on the pre-Great Recession samples. Phillips curves are estimated with unemploy-
ment gap as the forcing variable. Panel D presents decomposition of differences between predicted inflation rates 
from Phillips curves (equation (1)) estimated with inflation expectations from the Michigan Survey of Consumers 
(MSC) and Survey of Professional Forecasters (SPF). “XYZ exp” denotes which inflation expectations are used 
(SPF or MSC), while “XYZ ​κ​” denotes what data was used to estimate the slope of the Phillips curve. Phillips 
curves are estimated with unemployment gap as the forcing variable.


