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Uncertainty and the Slow Labor Market Recovery

BY SYLVAIN LEDUC AND ZHENG LIU

Since 2009, U.S. job vacancies have increased but unemployment has fallen more slowly than
in past recoveries. There is evidence that heightened uncertainty about economic policy has
been an important factor behind this change. Increased uncertainty may discourage businesses
from filling vacancies, thereby raising unemployment. An estimate indicates that, without policy
uncertainty, the unemployment rate in late 2012 would have been close to 6.5%, 1.3
percentage points lower than the actual rate.

The U.S. labor market has recovered more slowly following the Great Recession than after previous
recessions. Historically, the unemployment rate tends to fall as job openings increase, a relationship
represented graphically by the Beveridge curve. However, even though the number of job openings in the
economy has been rising during the recovery, the unemployment rate has remained stubbornly high. As
aresult, as Figure 1 shows, the Beveridge curve has shifted away from its historical pattern. There are
now more jobless workers for a given number of job openings than in the decade before the downturn.
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interviews, or simply not filling vacancies. For instance, some businesses may interview candidates
multiple times and end up deciding to postpone hiring altogether (see Rampell 2013).

Our results suggest that heightened policy uncertainty accounts for as much as two-thirds of the recent
shift in the Beveridge curve. We estimate that uncertainty pushed the unemployment rate 1.3 percentage
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points higher by late 2012 than it would have been based on trends from the decade before the
downturn. Without elevated uncertainty, unemployment would have been roughly 6.5% at the end of
2012, instead of the actual 7.8%.

Policy uncertainty should diminish as the economy improves and businesses regain confidence. As this
happens, we expect the Beveridge curve to return to normal and the pace of the job market recovery to
accelerate.

The Beveridge curve: Past and present

Figure 1 shows the Beveridge curve relationship between the unemployment rate and job vacancy rate
from 2000 to 2012 (see Daly et al. 2012). The blue dots show that, before the Great Recession, the
unemployment and job vacancy rates had a stable, inverse relationship. Unemployment typically fell as
job openings rose. However, since late 2007, the Beveridge curve has gradually shifted outward, as
shown by the yellow dots. Although job openings rose, unemployment fell more sluggishly than in the
past, indicating slow recovery of the labor market.

What has caused this shift is a subject of debate. Some policymakers have suggested that the shift in the
Beveridge curve may reflect a mismatch between the skills unemployed workers have and what
employers are looking for (see Kocherlakota 2010). For example, an unemployed construction worker
may have difficulty getting a job in information technology or health care, even though there may be
openings in those sectors. Workers need time to learn new skills. Thus, an increase in skill mismatch
could cause the unemployment rate to be persistently higher than before, creating a new normal. But
recent research suggests that skill mismatch is probably not a main driving force behind a higher
unemployment rate for a given level of vacancies and the resulting outward shift in the Beveridge curve
(see Valletta and Kuang 2010, Barlevy 2011, and Daly et al. 2012).

Another possible explanation for the shift in the Beveridge curve is the expansion of unemployment
insurance benefits, such as the 2008 extension of unemployment compensation. More generous benefits
might encourage unemployed workers to slow their job searches, leading to more unemployment for a
given number of vacancies. However, unemployment insurance benefits have been reduced substantially
over the past two years, suggesting that the expansion of unemployment benefits is not a main factor
behind the shift in the Beveridge curve.

Measuring shifts in the Beveridge curve

A rise in the level of uncertainty about fiscal and monetary policy is a third possible explanation for the
shift in the Beveridge curve. To explore this, we need an economic model of the labor market. In such a
model, the Beveridge curve is derived from a mathematical framework that determines the rate at which
workers are hired given job vacancies and unemployment rates, and how efficiently workers are matched
with available jobs. Thus, the hiring rate depends on the number of unemployed workers, the number of
available job openings, and how much effort businesses put into filling vacancies, for example, by
advertising. For a given number of job openings, if more people are unemployed and searching for jobs,
then typically more hiring takes place because it is easier for businesses to find suitable candidates to fill
vacancies. Similarly, for a given number of unemployed workers, an increase in job openings makes it
easier to find jobs, also boosting the hiring rate.
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In our model, we express the hiring rate in terms of the relationship between unemployment and job
vacancies, the two variables that compose the Beveridge curve (see the Technical Appendix
http://www.frbsf.org/economi c-research/publications/economi c-l etter/2013/jul y/us-labor-market-
uncertainty-slow-recovery/el2013-21-technical-appendix.pdf for details of the derivations). The
efficiency of matching unemployed workers with jobs is a factor that can shift the Beveridge curve away
from its normal path. Job matching efficiency is a broad concept that encompasses a range of variables,
such as how intensively businesses recruit new employees. If the process of matching workers and jobs
becomes less efficient, the Beveridge curve shifts to the right, meaning that, for a given job vacancy rate,
the unemployment rate becomes higher.

We use historical data on the unemployment rate and the vacancy rate to quantify changes in job match
efficiency, generating a measure that we call the “Beveridge curve shifter.” In Figure 2, the blue line
shows this measure. Since 2007, the Beveridge curve shifter has increased substantially, consistent with
the outward shift in the Beveridge curve displayed in Figure 1.

Figure 2 also shows a measure of economic policy uncertainty developed by Baker, Bloom, and Davis
(2013). It is constructed using the volume of newspaper articles discussing economic policy uncertainty,
the number of tax code provisions scheduled to expire, and the extent of disagreements among economic
forecasters about such variables as
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recruiting lowers the rate at which
businesses fill job vacancies. This leads to a higher unemployment rate for a given number of job
openings and thus shifts the Beveridge curve outward. The green dashed line in Figure 2 indicates that,
consistent with the large increases in the Beveridge curve shifter, recruiting intensity as measured by
Dauvis et al. has declined substantially during the recession and recovery.

Effects of policy uncertainty on shifts in the Beveridge curve

So far, we have demonstrated a correlation between heightened policy uncertainty and the outward shift
in the Beveridge curve. The next step is to assess how much heightened policy uncertainty may have
contributed to this shift. To answer this question, we use a statistical model to explore the relationships
between changes in policy uncertainty and the other variables in our model, including the
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unemployment rate, the job vacancy rate, and our measure of the Beveridge curve shifter. We use our
model to estimate the extent to which surprise changes in policy uncertainty produced movements in the
Beveridge curve shifter. Once we know the extent to which policy uncertainty drove the Beveridge curve
shifter, we can calculate the effects of uncertainty on the unemployment rate in our theoretical model,
given the job vacancy rate.

Figure 3
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2012, if there had been no policy uncertainty shocks, the unemployment rate would have been close to
6.5% instead of the reported 7.8%.

Finally, we consider the mechanism by which heighted uncertainty may have contributed to the shift in
the Beveridge curve. Specifically, we examine how much policy uncertainty reduced the job recruiting
intensity of businesses. We use our model to perform a statistical exercise that explores the relationship
of policy uncertainty, unemployment, vacancies, and a measure of recruiting intensity based on the
methods described in Davis, Faberman, and Haltiwanger (2013). We find that, all else equal, a surprise
increase in policy uncertainty leads to a statistically significant decline in recruiting intensity.

Conclusion

Statistical evidence suggests that heightened policy uncertainty has contributed significantly to the
outward shift in the Beveridge curve during the current recovery. In an uncertain economic
environment, businesses reduce their recruiting intensity. This means that job seekers are less likely to
be successful in finding work, even though posted job vacancies increase. This change in the relationship
between job vacancies and unemployment is associated with an outward shift in the Beveridge curve and
a higher unemployment rate for a given rate of job vacancies. However, as the economy recovers and
uncertainty recedes, our finding suggests that the Beveridge curve should return to its pre-recession
position and the pace of job recovery should accelerate.
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