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curve. Hence, it appears plausible that a flattening of the Phillips curve could explain 
some of the missing disinflation.

We investigate the statistical evidence for a change in the slope of the Phillips 
curve more formally by allowing for a break in the slope of the Phillips curve in 
1985Q1 as follows:

(5)   π  t   −  E  t   π  t+1   = c + κ × U E  t  gap  + γ × U E  t  gap  ×  I  ≥85,t   + θ ×  I  ≥85,t   + erro r  t   ,
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Figure 5. Time Variation in the Slope of the Phillips Curve
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