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Dear Dr: Dollar: ;
ok first-year economics we learned that there is 4 trade-off betw
een un-

emplo},ment nd inflation, so you can’t really have both low inflation and
. als na
- s at the same time. Do economists still consider that 1o b ’; /0:0
o eco e true:
Edith Bross, Cambridge, Mass "

4de-off berween inflation and unemployment wa

Tl;;itliips in 1958—and so }.1as been christen}éd the Phsilfliir;st :ﬁ ("; fe’crlh i}'s‘f\- W.
intuition behin d th,ls erade-off is t.hat as unemployment falls, workers are emm:f\:l/c
ered 0 push for .h]gl.wr wag= F.lrms try to pass these higher wage costs fn t_
consumers: resulting in higher prices and an inflationary buildup in the econo y
i , m
Thet rade-off suggested by the Phillips curve implies that policymakers can tar Y;
flation rates Of low unemployment, but not both. During the 1960s mfrel
mphasized price stability (low inflation), while Keynesians mor; ofter;
d job creation.

The experience of so-called stagflation in the 1970s, with simultaneously high
qates of both inflation and unemployment, began to discredit the idea of a stable
irade-off between the two. In place of the Phillips curve, many economists began
to posit & “natural rate of unemployment.” If unemployment were to fall below this
«parural” rate, however slightly, inflation would begin to accelerate. Under the “nat-
ural rate of unemployment” theory (also called the Non-Accelerating Inflation Rate
of Unemployment, or NAIRU), instead of choosing between higher unemployment
and higher inflation, policymakers were told to focus on ensuring that the economy
emained at its “natural” rate: the challenge was to accurately estimate its level and
(0 stcer the economy toward growth rates that maintain price stability, no matter
what the corresponding level of unemployment.

The NAIRU has been extremely difficult to pin down in practice. Not only
are estimates of it notoriously imprecise, the rate itself evidently changes over
time. In the United States, estimates of the NAIRU rose from about 4.4% in the
‘1,222:{ 'tO IGF.?% in the 1970s, and further to 7.2% in the 1980s. This trend re-
b ofltt;e 1ln the 1990.5, as officially reported unemployment fell In the latt.er
o in 990fs, U.S. inflation remained nearly dormant at around 3%, wl'nle
- t});atf;xflt ell to around 4.6%. In the later Clin'ton years many econorrflsgs
$pin out of conutnelmployment was brought any l(?wer, mﬂ'fltlonar)f pressurcls mig t
inflation, Tho UFO. . But growth in these years did not spill over 1nto accelerating
erythingjuSt . nited States, apparently, had achieved the Goldilocks state—¢€v-

: right!
xplana:il:):: zt;;ned this combination of low inflation and
und: a productivity boom, the high rates of

Jow in
etarists €
emphaSiZC

low unemployment?
incarceration of those






