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The Beveridge curve, which describes the inverse relationship between unemployment (U)
and the job vacancy rate (V), can be derived from a general matching function of the
following form (see Pissarides 2000, chapter 5):
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where m; denotes new matches (hires) being formed, [ is a scale parameter capturing (true)
match efficiency, & denotes the search intensity of unemployed workers, and a; denotes
firms’ recruiting intensity (for example, advertising).

Imposing the steady-state relation that m = §(1 — u), where & denotes the job separation
rate, we obtain the expression for the Beveridge curve
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where Q=0 /(,Ll Saal_a).

The term Q is a reduced-form representation of all factors that can shift the Beveridge curve.
We call Q the “Beveridge curve shifter.” An increase in Q leads to an outward shift in the
Beveridge curve.

We construct a time series for Q using data for vacancies and unemployment, based on the
Beveridge curve relation in equation (2), where a is set to 0.5 following the literature and the
job separation rate ¢ is taken from the Job Openings and Labor Turnover Survey (JOLTS) of
the U.S. Bureau of Labor Statistics.

To examine the effects of policy uncertainty on , we estimate a four-variable vector
autoregression (VAR) model that includes policy uncertainty, unemployment, vacancy, and
the time series measure of Q. We identify an uncertainty shock using a Cholesky scheme in
which we order the uncertainty measure first. (Our results are similar if we instead order
uncertainty last in the VAR.)
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