
Economics 21        Spring 2016  
 

Week 12: Discussion Section 
 

This week's discussion questions relate to Chapter 3 of the IMF’s 2013 World Economic 
Outlook which is entitled “The Dog that didn’t Bark” and is found on Moodle.  The 
entire chapter is well worth reading, but it is somewhat technical, so we will only read 
up to the section “Econometric Results” on p 83. 
 
1) The chapter is all about the Phillips Curve.  The Phillips Curve only has three aspects: 
 
a) Its horizontal pinning coordinate:  the natural rate of unemployment (or as the 
Chapter sometimes calls it, NAIRU (the non-accelerating inflation rate of 
unemployment). 
 
b) Its vertical pinning coordinate:  expected inflation. 
 
c) Its slope 
 
and the Report discusses all three.  As you go through the chapter, you should 
continually ask yourself, which one of the above are they now discussing. 
 
2) What does our model assume happens to inflation when u < un and when u > un?  
What does our model assume happens to the Phillips Curve (ie. how will it shift) when 
u < un and when u > un?   
 
3) The chapter says in the Introduction, “And so, in a curious incident, we 
find a dog that did not bark.”  Is the dog that didn’t bark inflation or deflation?  Take a 
look at Figure 3.8 (p. 87), which is after the section we are reading.  What does it say? 
 
4) Also in the Introduction, the chapter says, “Some have inferred that the failure of 
inflation to fall is evidence that output gaps are small and that the large increases in 
unemployment are mostly structural”.  Which of the 3 aspects of the Phillips Curve in 1) 
above are these people referring to? 
 
5) Why is it that these same people “fear that the monetary stimulus already in the 
pipeline may reduce unemployment, but only at the cost of overheating and a strong 
increase in inflation”?  If you believed what they do, would you fear this too? 
 
6) On p. 80 of the Introduction it says, “These tests suggest that inflation has been 
quiescent recently because expectations have become more anchored and the 
relationship between cyclical unemployment and inflation has become more muted.”  
Which two of the three aspects of the Phillips Curve is this referring to? 
 
7) How would you represent what the chapter says in the paragraph on p. 80 which 
begins, “The first explanation focuses on the behavior of the labor market” in terms of 
the Beveridge Curve? 
 



8) In our model, what is the parameter that corresponds to Κ in equation 3.1? 
 
9) How do the 3 aspects of the Phillips Curve map into the paragraph, “Critical 
elements in thinking about these possibilities are the amount of economic slack in 
economies today, the anchoring of inflation expectations, and the responsiveness of 
inflation to economic slack” p. 81?  
 
10) Looking at the data and Figure 3.3, the chapter says, “Although current and 
expected inflation are positively correlated, the low regression slope suggests that 
expectations are strongly anchored to the central banks’ inflation targets rather than 
being particularly affected by current inflation levels” p. 82.  We will look at the central 
bank’s inflation target later in the course; but  
 
a) Is the paragraph saying that inflationary expectations are more or less flexible than 
our model of adaptive expectations?  
 
b) In particular, if let’s say the central bank’s target was 2%, and if because of the 
recession actual inflation was 1.5%, would the Phillips Curve shift faster or slower than 
what our model of adaptive expectations would predict?  
 
11) Our model’s version of equation 3.2 would be: 
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Does the empirical observation that ! and " are close to zero also imply in our model 
that “inflation expectations have become much more  anchored around targets” p. 83? 
 
12) Looking at Figure 3.5, what has happened to the relationship between inflation and 
cyclical unemployment over time? 
 
13) What does the change in the relationship between inflation and cyclical 
unemployment imply about the slope of the Phillips Curve? 
 
14) If the Phillips Curve is relatively flat and the central bank wanted to disinflate the 
economy, how long would it take? 
 
15) If the Phillips Curve is relatively flat, how long would it take for the economy to 
self-heal? 
 


