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According To The Phillips Curve, In The Short Run, If Policymakers Choose An
Expansionary Policy To Lower unemployment, there are significant implications for inflation,
economic growth, and overall macroeconomic stability. Understanding this relationship is crucial for
policymakers aiming to balance employment objectives with price stability. This article explores the
mechanics of the Phillips Curve, the effects of expansionary policies in the short run, and the trade-
offs involved, providing a comprehensive analysis for economists, students, and policymakers alike.

Understanding the Phillips Curve: A Brief Overview

What Is the Phillips Curve?

The Phillips Curve illustrates the inverse relationship between unemployment and inflation within an
economy. Proposed by economist A.W. Phillips in 1958, it suggests that as unemployment decreases,
inflation tends to increase, and vice versa. This relationship has been central to macroeconomic policy
debates, especially concerning the trade-offs between inflation and unemployment.

The Short-Run vs. Long-Run Phillips Curve

- Short-Run Phillips Curve (SRPC): Shows a downward-sloping curve indicating a trade-off between
inflation and unemployment. In the short term, policymakers can influence these variables through
monetary and fiscal measures.

- Long-Run Phillips Curve (LRPC): Vertical at the natural rate of unemployment, suggesting no trade-
off exists in the long run, as expectations adjust, and inflation becomes fully embedded.

Expansionary Policies and Their Objectives

What Are Expansionary Policies?

Expansionary policies are economic strategies aimed at stimulating economic growth, reducing
unemployment, and increasing aggregate demand. The primary tools include:

- Monetary Policy: Lowering interest rates and increasing the money supply.

- Fiscal Policy: Increasing government spending and decreasing taxes.

Goals of Expansionary Policies

- Boost economic activity during periods of recession or high unemployment.
- Lower unemployment rates quickly.
- Encourage investment and consumption.



How Expansionary Policies Influence the Short-Run
Phillips Curve

The Mechanism of Policy Impact

When policymakers implement expansionary measures, they typically do so to increase aggregate
demand (AD). The immediate effects include:

- Increased consumption and investment.

- Higher output (GDP).

- Reduced unemployment rates.

This shift in aggregate demand causes the economy to move along the short-run Phillips Curve,
leading to higher inflation as unemployment decreases.

Graphical Representation

Imagine the SRPC as a downward-sloping curve:

- An outward shift of the AD curve (due to expansionary policy) moves the economy to a point with
lower unemployment and higher inflation on the SRPC.

- The movement reflects the trade-off: as unemployment falls, inflation rises.

Short-Run Effects of Expansionary Policies Based on
the Phillips Curve

1. Reduction in Unemployment

Expansionary policies tend to:

- Stimulate demand.

- Encourage firms to hire more workers.

- Lower the unemployment rate, often temporarily below the natural rate.

2. Increase in Inflation

The increased demand pressures prices upward:
- Wages and prices tend to rise.
- Inflation rate increases in the short term.

3. Economic Growth Acceleration

Higher aggregate demand leads to:
- Increased production.

- Improved business profitability.

- Short-term economic expansion.



4. Potential Overheating

If expansion continues unchecked:

- The economy might overheat.

- Inflation could spiral out of control.

- Unemployment could fall below the natural rate, creating inflationary pressures.

Trade-Offs and Limitations of Expansionary Policies

The Short-Run Trade-Off

According to the Phillips Curve, policymakers face a trade-off between:
- Lower unemployment at the expense of higher inflation.
- Conversely, controlling inflation might lead to higher unemployment.

Phillips Curve Shift Factors

Several factors can shift the Phillips Curve, affecting the trade-off:

- Expectations of inflation: If people expect higher inflation, the curve shifts upward.

- Supply shocks: Qil price hikes, for example, can increase costs and inflation independently of
unemployment.

- Structural changes: Labor market policies or productivity shifts influence the natural rate of
unemployment.

Limitations of Short-Run Trade-Off

- The trade-off is not stable over time.
- Rational expectations may nullify the short-term benefits.
- Persistent expansion can lead to high inflation without sustained employment gains.

Long-Run Implications of Expansionary Policies

Shift Toward the Long-Run Phillips Curve

- Over time, inflation expectations adjust.
- The short-run Phillips Curve shifts upward, reducing the trade-off.
- The economy returns to the natural rate of unemployment, with inflation stabilizing.

Potential for Inflationary Spiral

- Continuous expansion can embed inflation expectations.
- This leads to a wage-price spiral, making inflation harder to control.
- Policymakers must carefully calibrate policies to avoid long-term inflation.



Practical Considerations for Policymakers

Timing and Magnitude

- Implementing expansionary policies requires timing to avoid overheating.
- The magnitude of policy measures should match economic conditions.

Monitoring Expectations

- Managing inflation expectations is key.
- Central banks often use credible communication to anchor expectations.

Balancing Act

- Striking a balance between stimulating employment and controlling inflation is complex.
- Policymakers often use a combination of tools and indicators.

Conclusion: Navigating the Trade-Off

Understanding the dynamics of the Phillips Curve in the context of expansionary policies helps clarify
the short-term benefits and long-term risks. While such policies can effectively reduce unemployment
temporarily, they come with the inevitable trade-off of higher inflation. Policymakers must weigh
these effects carefully, considering the current economic environment, inflation expectations, and
long-term stability goals. Achieving sustainable growth requires a nuanced approach that balances
immediate employment gains with price stability, recognizing that the short-run Phillips Curve
demonstrates a delicate trade-off that can reshape over time.

Summary of Key Points

- The Phillips Curve shows an inverse relationship between unemployment and inflation in the short
run.

- Expansionary policies stimulate demand, reducing unemployment but increasing inflation.

- The short-run trade-off is temporary; expectations and structural factors influence the long-term
relationship.

- Over-reliance on expansionary measures may lead to inflationary spirals and economic instability.
- Policymakers should consider timing, expectations, and external shocks when designing economic
strategies.

By understanding these principles, stakeholders can better navigate the complexities of
macroeconomic policymaking and foster a stable, prosperous economy.

Frequently Asked Questions



What does the Phillips Curve suggest about the short-run
trade-off between inflation and unemployment?

The Phillips Curve indicates that in the short run, there is an inverse relationship between inflation
and unemployment, meaning that lowering unemployment may lead to higher inflation and vice
versa.

According to the Phillips Curve, how does an expansionary
policy impact unemployment in the short run?

An expansionary policy typically reduces unemployment in the short run by stimulating demand,
which moves the economy along the Phillips Curve to a lower unemployment rate.

What is the short-run effect of an expansionary monetary
policy on inflation according to the Phillips Curve?

An expansionary monetary policy in the short run is expected to increase inflation as higher demand
pushes prices upward.

How does the Phillips Curve explain the potential trade-off
faced by policymakers when lowering unemployment through
expansionary policies?

It suggests that lowering unemployment temporarily can come at the cost of higher inflation, creating
a trade-off that policymakers must consider.

Why is the Phillips Curve considered a short-run concept
rather than a long-run one?

Because in the long run, expectations adjust, and the trade-off between inflation and unemployment
disappears, making the Phillips Curve vertical at the natural rate of unemployment.

What role do inflation expectations play in the Phillips Curve's
short-run trade-off?

If inflation expectations increase, the short-run Phillips Curve shifts upward, meaning that
expansionary policies may lead to higher inflation without significantly reducing unemployment.

Can expansionary policies permanently reduce unemployment
according to the Phillips Curve?

No, in the long run, unemployment tends to return to its natural rate regardless of expansionary
policies, as inflation expectations adjust.



How might policymakers use the Phillips Curve to decide
between fighting inflation and reducing unemployment?

They can consider the short-run trade-off, choosing expansionary policies to temporarily lower
unemployment at the risk of higher inflation, or vice versa, depending on economic priorities.

What are some limitations of relying solely on the Phillips
Curve for policy decisions?

The Phillips Curve may not accurately predict short-term trade-offs due to factors like inflation
expectations, supply shocks, or changes in productivity, making it an imperfect guide for policy.

Additional Resources

According To The Phillips Curve, In The Short Run, If Policymakers Choose An Expansionary Policy To
Lower Unemployment, They Often Confront a Trade-Off: a Rise in Inflation. This dynamic has been
central to macroeconomic strategies and debates for decades. Understanding how this relationship
functions in the short run, the mechanisms behind it, and its implications for policymakers is crucial
for grasping the delicate balance economies must maintain to foster growth without igniting runaway
inflation.

Understanding the Phillips Curve: A Brief Overview

The Phillips Curve represents an empirical relationship between unemployment and inflation within an
economy. Originally identified by economist A.W. Phillips in 1958, the curve suggested that lower
unemployment rates tend to be associated with higher inflation, and vice versa. In essence, it depicts
a short-term trade-off: policymakers aiming to reduce unemployment might need to accept higher
inflation, while those prioritizing price stability could tolerate higher unemployment.

The Theoretical Foundations

The underlying intuition for the Phillips Curve hinges on the dynamics of labor markets and inflation
expectations:

- Demand-Pull Effect: When the economy is heated by expansionary policies, demand for goods and
services increases. Firms respond by hiring more workers, reducing unemployment.

- Wage-Price Spiral: As unemployment drops, workers gain bargaining power, leading to higher
wages. Firms pass these costs onto consumers through higher prices, fueling inflation.

- Expectations and Adaptation: In the short run, inflation expectations are often sticky or slow to
adjust, allowing for a temporary trade-off between unemployment and inflation.

It’s important to note that the Phillips Curve is a short-run phenomenon. Over longer horizons, the
relationship can weaken or disappear, especially once inflation expectations adapt.



The Mechanics of Expansionary Policy and Its Impact on the Phillips Curve

When policymakers deploy expansionary measures—such as lowering interest rates, increasing
government spending, or reducing taxes—they aim to stimulate economic activity. These actions
influence the Phillips Curve dynamics in several ways.

How Expansionary Policies Lower Unemployment

- Monetary Policy Tools: Central banks may cut interest rates, making borrowing cheaper. This
encourages businesses to invest and expand, leading to increased hiring.

- Fiscal Policy Tools: Governments might increase public spending or reduce taxes to boost demand.
This stimulates production and employment.

The immediate effect is an increase in aggregate demand, which shifts the economy closer to its
potential output. As demand ramps up, firms need more workers, causing unemployment to decline.

Short-Run Inflationary Pressures
While unemployment falls, the Phillips Curve suggests that inflation tends to rise:

- Increased Demand for Labor: With fewer unemployed workers, wages may rise as firms compete for
scarce labor.

- Cost-Push Inflation: Higher wages lead to increased production costs, which firms often pass onto
consumers as higher prices.

- Demand-Pull Inflation: Elevated demand for goods and services puts upward pressure on prices.

This inflationary response is often viewed as a short-term phenomenon because inflation expectations
have yet to fully adjust.

The Short-Run Trade-Off: Benefits and Risks

The interplay between unemployment and inflation under expansionary policies underscores a core
dilemma for policymakers.

Benefits of Expansionary Policies

- Reducing Unemployment Quickly: Especially during recessionary periods, expansionary measures
can swiftly lower unemployment rates.

- Stimulating Economic Growth: Higher demand can lead to increased production, investment, and
overall economic vitality.

- Political and Social Gains: Lower unemployment can improve social stability and public confidence.

Risks and Limitations

- Rising Inflation: If expansion continues unchecked, inflation can accelerate beyond desirable levels,
eroding purchasing power.

- Expectations and the Phillips Curve Shift: Over time, if inflation becomes persistent, people adjust
their expectations upward, shifting the Phillips Curve. This can diminish the effectiveness of
expansionary policies in reducing unemployment.



- Potential for Stagflation: Historical episodes, such as the 1970s, have shown that aggressive
expansion can lead to stagflation—a combination of high inflation and high unemployment—if not
carefully managed.

The Concept of the Short-Run Phillips Curve
In graphical terms, the short-run Phillips Curve is typically depicted as a downward-sloping curve,

illustrating the inverse relationship between unemployment and inflation. However, this relationship is
not static; it can shift due to changes in inflation expectations, supply shocks, or structural reforms.

The Role of Expectations: The Shift to the Long Run

While the short-run Phillips Curve suggests a trade-off, the long-term perspective complicates this
picture.

Adaptive Expectations and the Phillips Curve

- In the short run, inflation expectations are often based on recent experience.

- Expansionary policy can temporarily lower unemployment at the cost of higher inflation.

- Over time, as inflation expectations adjust upward, the Phillips Curve shifts upward, nullifying the
short-term gains in employment.

The Natural Rate of Unemployment

Economists introduce the concept of the natural rate of unemployment—the rate consistent with
stable inflation. If policymakers attempt to push unemployment below this level through expansionary
policies, they risk igniting accelerating inflation without sustainable employment gains.

The Vertical Long-Run Phillips Curve

In the long run, the Phillips Curve is considered vertical at the natural rate of unemployment. This
implies:

- No trade-off exists in the long term.
- Efforts to lower unemployment below its natural rate primarily lead to accelerating inflation.

Practical Implications for Policymakers

Understanding the Phillips Curve's short-run dynamics is vital for designing effective macroeconomic
policies.

Strategy During Recessions

- Use of Expansionary Policies: During economic downturns, policymakers often favor expansionary
measures to reduce high unemployment.

- Temporary Trade-Off: Recognizing that inflation may rise temporarily, the goal is to stimulate
demand without triggering uncontrollable inflation.



Managing Inflation Expectations

- Communication: Clear communication about policy intentions helps anchor inflation expectations.

- Gradual Implementation: Phasing in expansionary measures can prevent sudden jumps in inflation.
- Monitoring Indicators: Central banks closely watch inflation rates, wage growth, and expectations to
adjust policies accordingly.

Balancing Act

Policymakers must weigh the short-term benefits of reducing unemployment against the long-term
risks of rising inflation. Striking this balance requires careful analysis, flexible policy tools, and
transparent communication.

Contemporary Perspectives and Challenges

Recent economic episodes, such as the COVID-19 pandemic recovery, have rekindled interest in the
Phillips Curve dynamics.

- Flattening of the Phillips Curve: Evidence suggests that the relationship between unemployment and
inflation has weakened in some economies, complicating policy responses.

- Globalization and Technology: These factors might influence inflation and unemployment
independently of traditional trade-offs.

- Supply Chain Disruptions: Recent shocks have led to inflation spikes without corresponding drops in
unemployment, challenging the classic Phillips Curve paradigm.

Conclusion: Navigating the Trade-Off

According To The Phillips Curve, In The Short Run, If Policymakers Choose An Expansionary Policy To
Lower Unemployment, They Often Confront a Trade-Off: a Rise in Inflation. This relationship
underscores the importance of careful, calibrated policy decisions—aiming to support employment
without igniting runaway inflation. While expansionary measures can be powerful tools in economic
downturns, their effectiveness and risks must be continually assessed within the broader context of
inflation expectations, supply-side factors, and long-term economic stability. Ultimately,
understanding the short-run Phillips Curve equips policymakers and observers alike with crucial
insights into the complex dance between job creation and price stability—a balancing act that defines
macroeconomic stewardship in practice.
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