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TABLE 1

AN EXPECTATIONS-AUGMENTED PHILLIPS CURVE, 1985–2015

πt = πe
t + α(us

t−1 − us,∗
t−1) + εt

α −0.756
(0.077)

DW 1.259
SE of Reg. 0.383
R

2
0.824

NOTE: OLS with Newey–West (1987) standard errors in parentheses. πt is median CPI inflation, πe
t is the average forecast of long-term CPI

inflation from the Survey of Professional Forecasters, us
t−1 is the average of the short-term unemployment rate from t − 1 to t − 4, and us∗

t−1
is the average of the natural rate of short-term unemployment from t − 1 to t − 4.

2.3 Results

Table 1 presents estimates of the Phillips curve in equation (5) for our 1985–2015
sample. The estimated coefficient on short-term unemployment is −0.76, which
means that a 1 percentage point rise in average short-term unemployment over the
previous four quarters reduces core inflation by about three quarters of a percentage
point.4

Our Phillips curve explains a large fraction of the variation in core inflation: the

R
2

is 0.82. The top panel of Figure 5 illustrates this good fit by plotting the actual
and fitted values of core inflation.

This fit partly reflects the fact that actual inflation follows the trend in SPF expected
inflation, which falls from 1985 to the late 1990s and then stabilizes. However, short-
term unemployment also explains a substantial part of inflation behavior. To see this

point, we move π e
t to the left side of (5) and compute the R

2
for this version of

the equation. This statistic—the fraction of the variation in πt − π e
t explained by

short-term unemployment—is 0.61. The bottom panel of Figure 5 plots the actual
and fitted values of πt − π e

t .
Notice that core inflation falls significantly during three parts of our sample: the

early 1990s, the early 2000s, and 2008–10. These periods align with the last three U.S.
recessions, when short-term unemployment was elevated. As a result, our Phillips
curve mostly explains the inflation declines.

In Table 2, we examine the stability of the Phillips curve by splitting the 1985–
2015 sample into three parts. The break dates are 1998, when the reduced-form
Phillips curve changed (as shown below); and 2008, the onset of the Great Recession.
There is no evidence of instability: the coefficient α is close to the full-sample
estimate of −0.76 in all three subsamples, and a Wald test fails to reject a constant α

(p = 0.81).

4. We have also estimated equation (4), our Phillips curve without the restriction of equal coefficients
on the four lags of us − us∗. The estimated coefficients on lags one through four, with standard errors in
parentheses, are −0.193 (0.144), −0.219 (0.209), 0.089 (0.275), and −0.444 (0.173). The sum of these
coefficients is −0.767, which is close to the estimated coefficient on us

t−1 − us∗
t−1 in Table 3.


