The Relationship Between Inflation and Unemployment

The Phillips Curve

The Phillips curve shows the inverse relationship between inflation and unemployment: as unemployment decreases, inflation increases.

The Phillips curve shows the inverse trade-off between inflation and unemployment. As one increases, the other must decrease.

Phillips curve: A graph that shows the inverse relationship between the rate of unemployment and the rate of inflation in an economy.

The Phillips curve relates the rate of inflation with the rate of unemployment. The Phillips curve argues that unemployment and inflation are inversely related: as levels of unemployment decrease, inflation increases. The relationship, however, is not linear. 

As unemployment rates increase, inflation decreases; as unemployment rates decrease, inflation increases. 

