Economics 314 Spring 2014
Daily Question #19 March 26

In Romer’s analysis of the expectations-augmented Phillips curve, he relies on the concept of the
“core” rate of inflation n*. He then considers both last period’s inflation rate and the expected future
inflation rate as candidates for the core rate. Why is last period’s inflation rate important in the
setting of current wages and prices? Why is the expected future rate important?
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