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Charts 3-4 
A Shift in the Textbook NAIRU Phillips Curve 
Quarterly Unemployment as a Percentage of the U.S. Labor Force vs. 
Difference  Between Change in the Implicit Price Deflator for  U.S. GDP 
Over the Next Four Quarters and Its Change Over the Previous Four Quarters, 
1st Quarter 1960-1 st Quarter 1999 

Chart 3 The Steep Negative Relationship in 1960-83 . . . 
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Chart 4 . . . Flattened in 1984-99 
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Chart 3 illustrates a textbook specification  of  a NAIRU 
Phillips curve.6 In this chart we show on the horizontal axis 
quarterly data for  the unemployment rate from  the first 
quarter of  1960 through the fourth  quarter of  1983 and on 
the vertical axis the change in the inflation  rate (as mea-
sured by the GDP deflator)  over the subsequent four  quar-
ters relative to the inflation  rate over the previous four 
quarters. The line in the chart is the regression line through 
these data. This regression line can be interpreted as a fore-
cast of  the change in inflation  over the next four  quarters 
relative to inflation  over the previous four  quarters given 
the current unemployment rate. The regression line shows 
a negative relationship between unemployment and sub-
sequent changes in inflation.  Specifically,  the line shows 
that, during this time period, when the unemployment rate 
was low, there was a tendency for  the inflation  rate to rise, 
and when the unemployment rate was high, there was a 
tendency for  the inflation  rate to fall.  The regression line 
identifies  a NAIRU of  about 6 percent: This, again, is the 
rate of  unemployment at or near which, according to this 
regression, the inflation  rate has no tendency to either rise 
or fall. 

Note that the inflation  forecast  produced by this text-
book NAIRU Phillips curve is quite similar to that pro-
duced by the large econometric model used by the staff  at 
the Federal Reserve Board. Recall that this model predicts 
that if  unemployment is one percentage point below the 
NAIRU "on a sustained basis," then inflation  is forecast  to 
rise about 0.4 of  a percentage point per year (Reifschnei-
der, Tetlow, and Williams 1999, p. 7). In Chart 3, we see 
that when unemployment is one percentage point below 
the NAIRU, at 5 percent, inflation  is forecast  to rise at 0.6 
of  a percentage point over the next year. 

Of  course, there is no theoretical presumption that this 
NAIRU Phillips curve should be any less susceptible to 
instability with changes in the economic environment than 
was the early Phillips curve. In fact,  there are good reasons 
to expect the NAIRU Phillips curve to be unstable since 
many aspects of  the U.S. economy have changed since the 
1980s: the business cycle, monetary policy,7 and inflation 
have all been less volatile since 1984 than they were in the 
previous 15 years. 

6We follow  Stock and Watson 1999b in showing a scatter plot of  the unemploy-ment rate against subsequent changes in the inflation  rate as a simple presentation of  the NAIRU Phillips curve. 
7Clarida, Gali, and Gertler (2000) discuss how monetary policy changed signifi-cantly in the early 1980s. 
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