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Model 1 (Samuelson-Solow):
Ui = Po+ P1U + Par + &
Model 2 (Lucas):
Uy = Po+ P1Us
Pa(m — Et—lﬂ't) T &4




OLS estimation (1948:lll to 1963:1)

When 7, is explanatory variable:
R? =0.74

When (7, — 7;) I1s explanatory variable:
R? =0.74



Model 2 (Lucas):
Ui = Bo+ P1Ur1 + Ba(m, _Et—lﬂ't) T &/
U= Po+P1U +a1m1 + €

t-test for 1948:1ll to 1963:1of Hy : oy = 0
—1.33

If estimate through 1963:ll
—1.34



t-statistic on lagged inflation for sample estimated
through indicated date
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Model 1 (Samuelson-Solow):
Ui = Po+ P1U1 + Pars + &
t-test of 5, = 0



t-statistic on current inflation for sample estimated
through indicated date
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Model 3 (Solow-Tobin):
Ui = 11U + U2 + B3AT,
+ BaAm 1 + BsAm o + €
t-test of 53 = 0



t-statistic on current change in inflation for sample
estimated through indicated date
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Model 3 (Solow-Tobin):
Ui = p1Um1 + p2Us2 + B3AR,
+ BaAm, 1 + BsAm, o + €
Model 4 (lags):
U = p1Ur + poUia + Bamy
+Pami + Psmo + Pemi3 + &



t-statistic on current level of inflation in model
with lags of inflation
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Model 1 (Samuelson-Solow):
Ui = Po+P1U1 + Ports + &
Model 4 (lags):
U = p1Ur1 + P2Us + Bamy
+Pami + Psmo + Pz + &




Objective function: minimize
U? + A2
where U, is deviation of unemployment

from exponentially smoothed value
(“natural rate”)

Is negative U, really a bad thing?
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