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where ​​I​ ≥85,t​​​ is a dummy variable equal to one for periods from 1985Q1 to 2007Q3 
and zero prior to 1985. The interaction of this dummy variable with the unemploy-
ment gap (​γ​) allows us to assess whether the slope of the Phillips curve changed 
around this period.

We report results from estimating this specification in Table 1 for several cases: 
CPI inflation and backward-looking expectations, GDP deflator inflation and back-
ward-looking expectations, and GDP deflator inflation with forward-looking (SPF) 
expectations.7 In each case, we estimate the Phillips curve both by OLS and by IV, 
using as instruments a constant, one lag of unemployment, the dummy variable for 
post-84 periods, and the interaction of the dummy with the lag of unemployment.

The point estimates on the interaction term are always positive, so that the Phillips 
curve consistently appears to have flattened since the mid-1980s. However, the sta-
tistical significance of this effect varies by specification: we cannot reject the null 
of no change in slope using the CPI but can reject the null at least at the 5 percent 
level for all specifications with the GDP deflator, with almost no difference between 
OLS and IV estimates in any case. Thus, the evidence for a change in the slope 
is mixed. What is consistent across specifications, however, is that the change in 
the slope (if there was one) was relatively large: on the order of a 60–80 percent 
reduction in most specifications. Furthermore, we cannot reject the null that the 
slope of the Phillips curve since 1985 was zero, pointing to a weak link between 
real and nominal economic activity during this period, consistent with Atkeson and  
Ohanian (2001). The absence of conclusive empirical evidence on a changing slope 

7 We use GDP deflator inflation forecasts from the SPF because projections for the GNP/GDP deflator have 
been collected by the SPF since 1968 while CPI inflation projections have been collected by the SPF only since 
1981. The short time series of the CPI projections in the SPF makes the analysis of structural breaks problematic. 
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Figure 5. (Continued)

Notes: Panels A and B show changes in the slope of the Phillips curve over time. Panel A uses CPI inflation rate. 
Panel B uses GDP deflator inflation rate. Panel C shows the path of actual inflation and inflation predicted by 
Phillips curve estimated with forward-looking expectations (SPF) and backward-looking expectations (BACK) and 
over different time samples.


