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• Channels

1 Import price inflation

2 Sensitivity to output gap

3 Inflation expectations
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• Inflation at-the-dock
• Currency of Invoicing and Exchange Rate Pass-through
• Dollar dominance: invoicing share 4.7 times U.S. import share

Country Imports Exports Country Imports Exports

United States 0.93 0.97 Canada 0.20 0.23
Italy* 0.58 0.61 Poland 0.06 0.04
Germany* 0.55 0.62 Iceland 0.06 0.05
Spain* 0.54 0.58 Thailand 0.04 0.07
France* 0.45 0.50 Israel 0.03 0.00
United Kingdom 0.32 0.51 Turkey 0.03 0.02
Australia 0.31 0.20 South Korea 0.02 0.01
Switzerland 0.31 0.35 Brazil 0.01 0.01
Norway 0.30 0.03 Indonesia 0.01 0.00
Sweden 0.24 0.39 India 0.00 0.00
Japan 0.23 0.39

Table: Fraction invoiced in home currency 2 / 8



Channel #1: Import price inflation
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• Higher foreign currency invoice share, higher pass-through at-the-dock
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Channel #1: Import price inflation
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Table: Short-Run and Long-Run Pass-Through

(A) (B)

IPI: Nonpetroleum Imports

SRPT LRPT SRPT LRPT
Estimate 0.325*** 0.424*** 0.258*** 0.451***
se (0.026) (0.054) (0.031) (0.052)

IPI: Consumer Goods Excluding Autos

SRPT LRPT SRPT LRPT
Estimate 0.147*** 0.241*** 0.134*** 0.249***
se (0.019) (0.034) (0.027) (0.040)

IPI: Nondurable Consumer Goods

SRPT LRPT SRPT LRPT
Estimate 0.129*** 0.213*** 0.080*** 0.193***
se (0.041) (0.052) (0.033) (0.053)
Time range 1996:Q2–2014:Q4 1993:Q1–2014:Q4 4 / 8



Dollar Dominance and Trade

• Import price inflation driven by dollar exchange rate (regardless of trading
partners

∆IPIij,t ∆IPIij,t
∆eij,t 0.76 0.16

(0.013) (0.013)

∆e$j,t 0.78
(0.014)

controls PPI, Time FE PPI, Time FE

• U.S. dollar drives global trade prices and volumes

• Weak response of exports

• Stronger dollar can negatively impact trade in rest-of-the-world

• TOT (non-commodities) disconnected from exchange rate
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Channel #2: Sensitivity to output gap
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• Greater competition raises mark-up elasticity, reduces λ
• Reduces pass-through conditional on a price change
• Reduces frequency of price change
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Channel #2: Sensitivity to output gap
πt = βπe

t + λ (Ut − U∗
t ) + δmπ

m
t + υt

• Blanchard (2015, US Phillips Curve: Back to the 60s?)N U M B E R  P B 1 6 - 1  J A N U A R Y  2 0 1 6
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increasing in the 1970s, it decreased in the 1980s, and has been 
close to zero since the late 1980s. 

Figures 1 and 2 together suggest that infl ation now depends 
mostly on long-term expected infl ation rather than past infl a-
tion, and that long-term expected infl ation in turn depends little 
on past infl ation. Th is implies that the Phillips curve relation is 
now close to a level-level relation, with the level of the infl ation 
rate relative to stable long-term expected infl ation depending 
on the level of the unemployment rate. 

Figure 3 shows the evolution of t , the slope of the Phillips 
curve. Th e slope increased from the 1960s until the late 1970s, 
then steadily decreased until the late 1980s and has remained 
roughly constant and low since then. Perhaps surprisingly, given 
the relevance of an eff ective zero lower bound on nominal wage 
decreases (Daly and Hobijn 2014), there is no evidence that the 
slope has decreased further in the crisis. Given expected infl a-
tion, a decrease in the unemployment rate led to an increase  
in infl ation of 0.7 percent in the mid-1970s. Th e eff ect is now 
closer to 0.2 percent. Various explanations have been off ered 
for this evolution. Th e most convincing is that, as the level 
of infl ation has decreased, wages and prices are changed less 
often, leading to a smaller response of infl ation to labor market 
conditions. (In the Calvo formalization of price stickiness, for 
example, the slope coeffi  cient is roughly proportional to p2, 
where p is the probability that a price will be changed in a given 
period.)

Th e last relevant result is that the fi t of the relation remains 
fairly poor. Th e standard deviation of the residual is roughly 
equal to 1 percent (at an annual rate) today, a large value relative 
to an infl ation rate around 1 to 2 percent. Th is suggests that 
the US economy is far from satisfying the “divine coincidence,” 

the condition that keeping infl ation constant delivers the best 
unemployment rate policy can deliver. 

Results vary slightly, depending on the exact choice of 
variables and the exact specifi cation. Some specifi cations, using 
diff erent measures of infl ation, give a slightly larger slope, a 
slightly higher value for  (see Ball and Mazumder 2011 and 
Kiley 2015). But the three evolutions shown in the previous 
fi gures appear robust. Th ey have important implications for the 
conduct of monetary policy. 

T H E  E N D  O F  T H E  ACC E L E R AT I O N I S T  C U R S E ? 

One of the most dramatic implications of the accelerationist 
Phillips curve is that every boom must be followed by an equal 
size bust. Or, more accurately, if infl ation is going to remain 
constant in the long run, any negative unemployment gap must 
eventually be off set by an equal sum of positive unemployment 
gaps later:
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Th is implication disappears when (1 – ), the coeffi  cient 
on lagged infl ation, is less than one, and a fortiori when, as 
appears to be the case today, (1 – ) is close to zero. In this case, 
a boom will be associated with higher infl ation, but infl ation 
will decrease as unemployment returns to the natural rate, and 
there is no need for the boom to be followed by a bust. 

Put another way, there may be no cost to having a tempo-
rary boom, except for temporary higher infl ation. Th is is where 
the echo of the policies followed in the 1960s, the painful 
lessons of the 1970s, and the Lucas critique, come in. Th ey raise 
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Figure 3     The decrease in the slope of the Phillips curve (θ)

Note: Dotted  blue lines show +/–1 standard deviation.

Source: Blanchard, Cerutti, and Summers (2015).

• Improved central bank credibility: anchoring of inflation expectations

• Low trend inflation, low frequency of price change
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Channel #3: Inflation Expectations
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• Real interest rates

• Depends on world supply and demand shocks
• productivity growth
• demographics
• savings glut/ safe asset demand

• Negative real rates→ zero lower bound→ inflation
expectations (credibility)

• Inflation versus financial bubbles
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