
Fig. 1. Dynamic cross-correlations.

over the cycle, in the sense that a rise (decline) in current in#ation should signal
a subsequent rise (decline) in the output gap. Yet, exactly the opposite pattern
can be found in the data. The top panel in Fig. 1 presents the cross-correlation
of the current output gap (measured by detrended log GDP) with leads and lags
of in#ation.10 As the panel indicates clearly, the current output gap co-moves
positively with future in#ation and negatively with lagged in#ation. This lead of
the output gap over in#ation explains why the lagged output gap enters with
a positive coe$cient in Eq. (9), consistent with the old Phillips curve theory but
in direct contradiction of the new.

10The cross-correlations reported in Fig. 1 were computed on HP-detrended series over the
period 1960:1}1997:4. We provide a more extensive discussion of Fig. 1 in the conclusion.
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