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Figure 1. The Missing Disinflation

Notes: Panel A shows the scatter plot of inflation surprises (  π  t   −  E  t   π  t  BACK  ) versus unemployment rate.   E  t   π  t  BACK   is 
calculated as in equation (2). Empty circles show observations for 1960Q1–2007Q3. Filled circles show observa-
tions for 2007Q4–2013Q1. The solid line shows predicted inflation surprises as a function of the unemployment 
rate in the linear regression. The inflation surprise for 2008Q4 is outside the range of the figure and is not reported. 
Panel B plots time series of the actual CPI inflation rate (annualized; solid thick line) and the CPI inflation rate pre-
dicted by the Phillips curve (equation (1); dashed line) which is estimated on the 1960Q1–2006Q3 sample.


