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unemployment:

structural

myths and

elusive 

realities

stubborn 

by william t. dickens

“You can’t change the carpenter into a nurse easily, and you can’t 

change the mortgage broker into a computer expert in a manufac-

turing plant very easily. Eventually that stuff will sort itself out.  

People will be retrained and they’ll find jobs in other industries. But 

monetary policy can’t retrain people. Monetary policy can’t fix 

those problems.”— Charles Plosser, president of the Federal Reserve Bank of Philadelphia
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“How much of the current unemployment rate is really due to mismatch, as opposed 
to conditions that the Fed can readily ameliorate? The answer seems to be a lot.” 
 – Narayana Kocherlakota, president of the Federal Reserve Bank of Minneapolis
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Wi lliam T. Dickens is a senior fellow at the Brookings 
institution and university professor at northeastern Uni
versity. This article draws on analysis originally presented 
at the Federal Reserve’s academic advisory meeting in the 
fall of 2010.

If Messrs. Plosser and Kocherlakota are right, 
macroeconomic stimulus is yesterday’s fix, 
and the time for fiscal and monetary inter-
vention has come and gone. But they almost 
certainly aren’t right. The data, including the 
numbers used by Kocherlakota to draw his 
conclusions, points elsewhere. 

While it is likely that there’s been a decline 
in the efficiency with which the labor market 
matches job vacancies and unemployed work-
ers, that decline explains only a small fraction 
of the huge increase in unemployment since 
the onset of the recession. Indeed, in formu-
lating policy, the geographic-industrial mis-
match argument is a red herring. 

job vacancies have increased. 
but …
The figure on page 45, usually called the Bev-
eridge curve in homage to the great British so-
cial reformer Sir William Beveridge, charts 
unemployment against the fraction of jobs 
that are unfilled. From 2000 through the sum-
mer of 2009, the monthly values for unem-
ployment and vacancies stuck very close to the 
lower of the two curves depicted. No surprise 
there: the Beveridge curve has typically been 
stable for long periods. But in the summer of 
2009 something changed, and vacancies began 
increasing with little change in the unemploy-
ment rate. What are we to make of this?

The position of the Beveridge curve on the 
graph is widely viewed as a measure of the ef-

ficiency of the labor market: the quicker the 
unemployed get matched with jobs, the lower 
the curve. And though this relationship is 
normally quite stable, exceptions to the rule 
are striking. 

After a long period of stability in the 1950s 
and 1960s, the job vacancy rate that prevailed 
at any particular rate of unemployment rose 
in the 1970s. By the early 1980s, the efficiency 
of the labor market had declined substan-
tially: it took lots more available jobs to keep 
the unemployment rate at any given level. 
During this time, many economists believe 
that a related phenomenon, the “natural rate 
of unemployment” – that is, the lowest rate 
that could be sustained without inducing in-
flation – rose quite a bit.

But the doom-and-gloomers who saw no 
end to this sad state of affairs were proved 
wrong. During the 1990s, the Beveridge curve 
seemingly returned to the Goldilocks-era 
1960s. At the same time, we discovered that it 
was possible to maintain much lower rates of 
unemployment without causing inflation. 
The recent increase in the vacancy rate is 
therefore a disturbing sign that the minimum 
sustainable level of unemployment may be 
rising again.

This is the basis of Kocherlakota’s argu-
ment. But I believe that he has misinterpreted 
the source of the curve shift. Using the va-
cancy data available at the time he gave his 
speech (in the summer of 2010), his analysis 
can be summarized as follows: take the va-
cancy rate in April 2010 and drop a line down 
to the Beveridge curve that prevailed for most 
of the previous decade. It suggests that if we 
had that vacancy back in the mid-2000s, our 
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unemployment rate would be about 7 per-
cent, rather than 9+ percent. Therefore, the 
two percentage point difference in unem-
ployment must be due to a precipitous de-
cline in the efficiency of the labor market. Ac-
cordingly, monetary policy could do nothing 
to reduce unemployment.

But this conclusion doesn’t mesh with past 
experience. 

Consider what happened at the tail end of 
the nasty recession of the early 1980s. When 
unemployment topped 10 percent at the end 
of 1982, the vacancy rate was at a level that 
previously would have been consistent with 
unemployment three to four percentage 
points lower. Yet by the fall of 1982 (in the 
wake of the Fed’s stimulus), the vacancy rate 
had begun to increase, and a few months later, 
the unemployment rate began to fall. 

By the fall of 1983, the unemployment rate 
had declined from the peak by nearly three 
percentage points and the rate of inflation 
was still declining. The vacancy rate had in-
creased considerably during that year as well. 

To be sure, unemployment in the 1980s 
never got as low as it had in the 60s – nor as 
low as it would go in the 1990s and 2000s. It’s 
thus fair to say that a decline in labor market 
efficiency has increased the level of unem-
ployment that can be sustained without cre-
ating inflation. But Kocherlakota’s simple 
graph exercise offers no basis for judging how 
much we could lower unemployment through 
macroeconomic stimulus without triggering 
inflation.

How, then, should we interpret an out-
ward shift of the Beveridge curve? In other 
words, what does the recent shift in the curve 
say about how much we could lower unem-
ployment without creating inflation? 

In a 2009 paper, I proposed a way of an-
swering the question by combining data on 
job vacancies, unemployment and inflation. 
And I’ve just run the numbers again, using 
the latest available data. I conclude that the 
unemployment rate could probably be re-
duced to 6 percent or less without rousing the 
slumbering inflation beast. 
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That’s bad news in one sense: 6 percent is 
a percentage point higher than the rate that 
was consistent with price stability in the 
2000s. But the apparent deterioration in the 
efficiency of the labor market since the prere-
cession period is far less than that suggested 
by inflation hawks, including Plosser and Ko-
cherlakota. Indeed, it’s nothing like the three 
percentage point increase that might lead one 
to conclude that there is no room today for 
unemployment-reducing stimulus. Still, it 
would surely be worth knowing why there’s 

been any degree of deterioration in labor 
market efficiency (and, by implication, what 
could be done about it).

what skills mismatch? 
Let’s begin with the contention that the econ-
omy is experiencing post-recession growing 

pains – that we need more work-
ers in health and manufactur-

ing but have too many  
in construction and fi-

nance, and we need 
time for the latter 
to transform them-

selves into the former. 
If this were true, we would 

expect the ratio of available 
jobs (vacancies) to available 

workers (the unemployed) 
to be notably higher in 
health and manufacturing 
than in construction and 

finance. But the figure on 
page 47 does not support 

this view. 
Since 2000, the vacancy-to-

unemployed ratios for manufac-
turing, construction, trade and 

transport, professional services, financial 
services and education and health services 
have moved more or less in synch. Most rel-
evant here, the ratio of available jobs to avail-
able workers has declined to extremely low 
levels across the board during the great reces-
sion. This is true even in health, education 
and manufacturing. 

Are the available workers skilled enough to 
take the vacant jobs? To be classified as unem-
ployed in an industry by the Bureau of Labor 
Statistics, your last job has to have been in 
that industry. So unless there has been a huge, 
discontinuous change in the skill require-
ments for jobs in health care and manufac-
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turing since 2007, it’s hard to argue that the 
unemployed workers in the figure are un-
qualified for the available jobs.

There’s another way to measure the work-
ers-to-jobs mismatch. In an economy suffer-
ing from severe structural unemployment, 
one would expect to find that the vacancy-to-
unemployed ratio would vary more rather 
than less among industries and among geo-
graphic areas. So one way to measure this inef-
ficiency across time is to estimate how many 
unemployed workers we would have to shuffle 
around in order to equalize the ratios across 
industries or across regions. This is commonly 
called a “mismatch index,” and I chart its 
movement along with the unemployment rate 
and my own estimate of the minimum rate of 
unemployment consistent with price stability 
(the bottom-line estimate of the efficiency of 

the labor market, discussed above).
The figure on page 49 shows the value of 

the mismatch index for industries – that is, 
the impact of industrial dislocation on unem-
ployment. There was a spike in the index 
from 2007 to 2008 (reflecting, perhaps, the 
leading-edge collapse of construction and fi-
nance when the housing bubble burst). But 
thereafter, the index settled down, and today 
the level has dropped back to where it was, on 
average, during the 2000s. It’s also worth not-
ing that there does not appear to be any rela-
tionship between movements in the index 
and either the level of unemployment or the 
minimum sustainable rate of unemployment 
(a k a the Nonaccelerating Inflation Rate of 
Unemployment, or Nairu).

Mismatches can be geographical as well as 
industrial. In the figure on page 51, note that 
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the level of geographic mismatch is dropping 
during the time when unemployment and my 
estimates of the Nairu were rising. To put it 
another way, the degree to which unemploy-
ment could be reduced by moving workers 
from regions with fewer vacancies to regions 
with more is about the same today as it was 
before the recession. 

In theory, it is possible that a finer level of 
industry, occupation or geographic detail 
would capture mismatches that are lost in the 
relatively high levels of aggregation used to 
construct my mismatch index. However, re-

search by the staff of the New York Federal 
Reserve that uses help-wanted data to exam-
ine geographic mismatch at a much finer 
level of detail confirms that it is not contrib-
uting to the increase in unemployment. 

To be sure, the Fed researchers did find that 
unemployment has increased about 1.3 per-
centage points due to occupational mismatch. 
But these changes started in 2006 and the ex-
tent of mismatch was already declining by 
early 2009 – around the same time the large 
outward shift in the Beveridge curve began. 

It is entirely possible that there was an in-
crease in mismatch during the recession, but 
that it would have no effect on unemploy-
ment if occupational reallocation was rela-
tively easy. While it may not be easy to turn a 
stockbroker into a computer programmer, it 
might be relatively easy for a broker to slip 
into the job of financial officer for a manufac-

turing firm. Construction workers may not 
be able to become nurses overnight, but that 
doesn’t mean they could not find work as or-
derlies or in maintenance departments of 
hospitals. The bottom line: there is little evi-
dence that mismatch can explain the increase 
in vacancies relative to unemployment over 
the past two years.

so, what does explain the  
modest decline in  
labor market efficiency?
Perhaps people aren’t finding jobs as fast as 
they did in the past because they cannot sell 

their houses and move on. Most studies made 
before this recession concluded that distress 
in housing markets did reduce labor mobility. 
However, more recent studies offer no reason 
to believe that long-distance moves have been 
retarded. Short-distance moves may make 
commuting to a new job more convenient, but 
one could still take a job on the other side of a 
city even if one could not find closer housing. 

While there is little evidence that “housing 
lock” is currently causing structural unem-
ployment, that could be because there are not 
enough job vacancies to make moving worth-
while. However, if the housing market re-
mains distressed as the economy picks up, it’s 
possible that housing market problems could 
cause other problems in the future.

Lawrence Ball, an economist at Johns 
Hopkins, has shown that around the world, 
the Nairu tends to increase with recessions. 

Extended high and long-term unemployment could be  

damaging workers, productive skills and willingness to 

search for work — and that, in turn, could be the cause of 

the contemporary decline in labor market efficiency.



49First Quarter  2012 

The one exception to that general rule seems 
to be the United States. Ball has argued this is 
because, in the past, the United States re-
sponded swiftly and decisively to increases in 
unemployment with changes to monetary 
and fiscal policy, reducing unemployment be-
fore it damaged the skills and morale of 
workers. If he is right, then extended high and 
long-term unemployment could be damag-
ing workers’ productive skills and willingness 
to search for work – and that, in turn, could 
be the cause of the contemporary decline in 
labor market efficiency.

There is a lot of evidence that the longer 
that people are unemployed, the more they 
must struggle to find a job. However, nearly 
all this evidence is from other countries – 
particularly England. Again, the United States 
seems to be an exception: long-term unem-

ployment apparently affects wages, but not 
the ability to find work. Of course, this, too 
could be due to the fact that we haven’t had 
the experience that other countries have had 
with large numbers of very-long-term unem-
ployed. It remains a worrisome possibility. 

There is another explanation, though, that 
is well documented and could explain the en-
tire increase in the Nairu. One of the most 
consistent findings in research on the effi-
ciency of labor markets is that increases in 
the duration of unemployment benefits result 
in higher unemployment rates. 

It is important to note that this is not neces-
sarily a bad thing. One of the justifications for 
paying unemployment benefits is to allow peo-
ple more time to search for the most appropri-
ate job possible in light of their skills. Short-
duration unemployment benefits may force 
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people to take jobs that don’t make full use of 
their skills, in addition to causing large drops 
in their family incomes. That said, though, a 
number of estimates suggest that we have paid 
a price for the extended unemployment bene-
fits adopted by Washington in response to the 
recession – somewhere between 0.4 and 1.8 
percentage points of unemployment. 

Of course, the fact that insurance increases 
unemployment doesn’t mean that it decreases 
employment. Unemployment compensation 
may convince people to stay in the job market 
when they would otherwise give up looking, 
thereby increasing both the measured labor 
force and joblessness. Indeed, studies suggest 
that this is the major reason that extended 
benefits increase the number of unemployed.

A common criticism of these studies is that 
most of them are based on data from normal 
periods, when jobs have been much easier to 
find than they are right now. The one study 
that looks at current data on the difference in 
behavior between those who are eligible for 
extended unemployment benefits and those 
who aren’t concludes that the extended bene-
fits have increased the unemployment rate by 
eight-tenths of a percentage point – almost 
exactly the amount I estimate that the Nairu 
has increased. This is good news, because it 
means that as unemployment comes down 
and the extended-benefits programs are cut 
back, the labor market should return to the 
prerecession level of efficiency.

no more excuses
Structural employment created by the ineffi-
ciency of labor markets in matching job va-
cancies with the unemployed is a genuine 
problem. But there is little evidence that the 
problem is much worse now than it was be-
fore the recession. And the possibility that 
labor markets have grown a bit less efficient 

in the past several years certainly doesn’t con-
stitute a rational excuse for abandoning mac-
roeconomic stimulus. 

The Federal Reserve’s tried-and-true way 
to increase demand is to lower short-term in-
terest rates. But with those rates essentially at 
zero, the Fed’s main policy instrument can do 
no more. At the very least, though, high un-
employment and the lack of any signs of 
wage inflation should be taken as good rea-
sons not to raise interest rates. 

The Fed has, in fact, promised not to raise 
interest rates before 2013. The question now is 
whether to use less-orthodox tools that are also 
at the Fed’s disposal for stimulus. Purchases of 
longer term bonds (often called quantitative 
easing) have already had some impact on long-
term interest rates, and could be used to do 
more. The Fed could also announce a slightly 
higher target for inflation than the current tar-
get, unofficially set at 2 percent. It could im-
plicitly do the same thing by announcing a tar-
get for nominal GDP growth (growth in real 
output plus inflation), a policy now being 
floated. Increasing inflationary expectations 
in this way would effectively lower long-term 
real interest rates (which equal nominal inter-
est minus the expected inflation rate). 

An engineered increase in expected infla-
tion could be justified as necessary to fulfill 
the Fed’s mandate, which includes full em-
ployment as well as price stability. Raising in-
flation slightly at a time when the economy is 
depressed could also help to keep the econ-
omy from succumbing to deflation should it 
be subject to further negative demand shocks. 

Note, too, that a modest increase in infla-
tion would also reduce some of the problems 
in the housing market. Raising housing prices 
and wages while mortgage payments re-
mained constant would reduce the burden of 
private debt, which dogs the housing market. 

Finally, the Federal Reserve could stop 
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paying interest on bank reserves deposited in 
Fed accounts; indeed, it might go a step fur-
ther, charging banks a fee for holding those 
reserves. That would give banks more incen-
tive to make loans rather than hoarding cash 
that earns riskless, but low, interest. I’ll con-
cede, though, that the job of dragging the 
economy out of the doldrums is almost cer-
tainly too big a job for the Fed alone. With 
most businesses facing uncertain demand for 
their products and the huge, overbuilt, hous-
ing sector dead in the water, it is doubtful that 
lowering real interest rates would produce 
much of an increase in demand. By the same 
token, small reductions in banks’ return to 
holding reserves are not likely to stimulate 
much lending in an environment in which 
they see few good credit risks. Which brings 
us to fiscal stimulus.

Federal aid to state and local governments 
would be fast-acting, as states would factor in 
the increased revenue in their planning even 

before the money arrived. This could increase 
jobs for teachers, firefighters and other public 
workers – or at least prevent imminent layoffs. 

A major objection to expansionary fiscal 
policy is that it might adversely affect the per-
ceived creditworthiness of the U.S. govern-
ment. That’s why stimulus would be more ef-
fective if additional spending were coupled 
with credible plans to deal with long-term 
budget imbalances. But there really isn’t a sub-
stitute for fiscal stimulus if priority No. 1 is 
putting the American labor force back to work. 

Someday, I hope, policymakers will again 
face the question of how low unemployment 
can go without triggering counterproductive 
price and wage increases. But all the serious 
research on the subject suggests we aren’t 
within a country mile of the Nairu. Indeed, 
the great puzzle is why so many otherwise-
thoughtful people are being so respectful of 
arguments against macro stimulus that sim-
ply don’t bear up to close examination. m
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