
7.1. Measuring the Labor Market

Figure 7.1.4 shows the relationship between the vacancy rate and the unemployment rate in the US economy.

There is a strong negative relationship. High vacancy rates have tended to coincide with low unemployment

rates. This negative relationship between vacancies and unemployment is known as the Beveridge Curve.

When the ratio of vacancies to unemployed workers is high, the labor market is said to be �tight�.

Fig. 7.1.4: The US Beveridge
Curve, 1948-2018. Each dot
is one month. Sources: Un-
employment from CPS. Vacan-
cies from NBER Macrohistory
Database, Barnichon (2010)
and JOLTS.

What do the Measures Tell Us?

Let's start with the most widely reported statistic: the unemployment rate. A high unemployment rate is

typically viewed as a problem while a low unemployment rate is viewed as a success, and with good reason.

By de�nition, people who are unemployed would like to be employed but have not been able to achieve this.

However, just looking at the unemployment rate does not give a full account of what is going on in the labor

market.

First, searching for a job is a productive use of somebody's time. We often, including in this book, treat

all workers and all jobs as being identical, but it's obvious that this is not literally true. Finding a job requires

search e�ort because workers are trying to �nd jobs that suit them and employers are trying to �nd workers

that suit them. Looking at help wanted ads, writing resumes, contacting potential employers, etc., are part

of the process of getting the right person into the right job. Unemployment is partly a re�ection of the fact

that this whole process is time-consuming.

On the other hand, people are counted as unemployed only if they took active steps to try to �nd a job.

There are plenty of people who would like a job but have not taken active steps within the past week to

�nd one. We can see evidence for this directly from Figure 7.1.2: there is a large �ow of people from �out

of the labor force� into �employed� every month: these are workers who were not actively looking for a job

but nevertheless found one and took it. One reason why people who want a job might not be looking for
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