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Definition and Importance of the Phillips Curve

• Definition: A relationship between inflation and unemployment.

– Originally (Phillips): wages. Today: often prices.

– Empirical correlation or “structural relationship” = causal relationship.

– Example of a causal relationship: when unemployment is low ⇒ nominal 

wages rise because bargaining power increases.

– Not straightforward: economic theory determines relative prices, not the 

general price level. Monetary issues are very difficult in macroeconomics.

• Importance of the Phillips curve:

– A pillar of New Keynesian economics: a trade-off.

– Stabilizing inflation means stabilizing economic activity.

– There is a trade-off between inflation and unemployment: one should not push 

unemployment below its structural level, so as not to trigger inflation.

– Example: the Biden plan(s).
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Recent doubts about the Phillips curve,

much more widespread across the Atlantic (Fed)

3François Geerolf, « The Phillips curve », CEPII Club, April 29, 2021.



Recent doubts about the Phillips curve:

The 2007-09 financial crisis

• No deflation during the 2007-09 financial crisis. Krugman (2018):
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Thesis No. 1: Phillips Curves do exist in Fixed, but not in 

Flexible Exchange Rate Regimes
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Phillips’ original correlation in the United Kingdom

(1861-1913): Gold Standard !
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One example of a Phillips Curve (US)

During and after Bretton Woods (Fixed vs. Flexible)
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Phillips’ Correlation in the U.K., full sample (rolling

window regression). Shaded: 1861-1957
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Thesis No. 2: A Decomposition Between Non-Tradable

Goods (Real Estate) and Tradable Goods
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Thesis No. 2: A Decomposition Between Non-Tradable

Goods (Real Estate) and Tradable Goods
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Example of this decomposition of the price index (U.S., 

2006-2020)
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The Fixed / flexible Exchange Rate dichotomy applies

more generally
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Roosevelt, Leaving the gold Standard in 1933
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Europe, 2011-15 (Fixed Exchange Rate)
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Conclusion

• The original Phillips curve was “discovered” under a gold standard 

(Phillips) and the Bretton Woods system (Samuelson–Solow), in 

which an increase in nominal wages corresponds to an increase in 

wages in gold (i.e., real wages).

• More generally, the Phillips curve appears to hold under fixed

exchange rate regimes, but to my knowledge there are very few 

examples under flexible exchange rates.

• Implications: a reconsideration of monetary policy?

• The importance of competitiveness issues, trade deficits, and 

accelerated deindustrialization linked to demand-side policies.
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