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ABSTRACT

s study imvestigates the relationship betrween inflation znd mmemployment in St Lanka
wsing ammnal data for the period 1963- 2003,

Sumple scatier plots, scatter with regression, and reciprocal model are wse 1o explore the
above: relatbomship (Phillips curve). Accordimg to the simple scatier. the fimctional
relationship was not tdentified. but the advanced techmiques used the reciprocal model
showed that there was weak and downward sleping and nowm lirear relatiomship between
imfiation amd unemployment in swlanka.

Linear and mom-linear regression model are alse applied im this smdy to test the
relationsiip statistically. Linear medels ase estimated wsing oodimary least sguare
estimation. Non-finear model are wsing the reciprocal method. In the lincar mhadels
varables are wsing im the form of log, first difference. and originall level. Amons the
explanatiory variable nnemployment was statistically 5 per cent sigmificant level.

The study fourd that there was negative and unsiable Blationship betwesn inflation and
nmemmployment during the overall sample peried. But thers seems o kave been no fixed
relationship between inflation and unenmployment as Fhillips argwed. A closer look at the
datn shvs that there has been rade off between inflation and enemployment

Another imteresting point to mote is the change im the gradient of the curve along with
tme. [t implics that the: slope of the Phillips curve is & finction of macroeconomsic: statws
amd the: relationshsp 15 asymmetric. Thus is some evidence that the elasticity of CCP1
inflation with respect 1o unemploymentt has fallen recently. Empirical evidence fior Sri
Lamka shows tthat tihe Phillops curve has a concave shape. Sacrifics ratie between those
twe varizbles allso change over the period.



