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The Phillips Curve in Italy

Agostinho S. Rosa
Department of Economics — University of Evora
CEFAGE-UE

ABSTRACT

The estimation of the Phillips curve in Italy, ugithe wage inflation rate as a dependent
variable, based on annual data from the period -P8AP, using the Johansen Method, allows
us to conclude two things. Firstly, in the longnethere are two long-term relationships: the
wage inflation rate relates positively to the itifla rate, negatively to the unemployment rate
and positively to the average labour productivitgvgth index, as was expected; the inflation
rate relates positively to the wage inflation rategatively to the unemployment rate and
positively to the average labour productivity grbvindex, as was expected. Secondly, in the
short term, the variation of the wage inflationera¢lates positively and significantly to the
error correction mechanism of the first long-teetationship; therefore, there is a significant
response to the equilibrium error between the wedjation rate and its determinants
(inflation rate, unemployment rate, labour produtti growth index). Besides this
adjustment, the variation of wage inflation ratep@nds significantly and negatively to the
variation in unemployment rate and significantlydapositively to the average labour
productivity growth.

JEL Classification: C12, C32, E24, E31

Key Words: Wage Inflation, Phillips curve, Cointegration

*, Correspondence to: Departamento de Economia, ténilale de Evora, Largo dos Colegiais 2, 7000-803,
Evora, Portugal. Telephone: (351) 266 740 894, E2&1) 266 742 494, e-ma#drosa@uevora.pt



