
Economics 21 Spring 2016 
 

Week 8: Discussion Section 
 
This week’s discussion questions relate to two short papers (“What Is the New Normal 
Unemployment Rate?” and “Reassessing the Beveridge Curve “Shift” Four Years 
Later”).  The papers are about something called the Beveridge Curve.  The curve is not 
in your text, so here is a brief primer1.  The Beveridge Curve is a neat way to depict why 
full employment does not mean zero unemployment (and how to calculate the natural 
rate of unemployment), how aggregate demand affects unemployment, and how labor 
market frictions (or inefficiencies) affect unemployment. 
 
1) The Beveridge Curve relates vacancies (jobs looking for people) on the vertical axis 
with unemployment (people looking for jobs) on the horizontal axis. Figure 1 below is 
taken from “The Rising Natural Rate of Unemployment” article that is found on 
Moodle (you are not required to read it).  The logic behind the Beveridge Curve is as 
follows:  
 
a) For any given level of labor market efficiency (or inefficiency), the economy moves 
along a given Beveridge Curve from the upper left to lower right as aggregate demand 
decreases GDP.  This is represented by a clockwise pivot of the Job Creation (JC) line in 
Figure 1 and a movement from Point “b” to Point “c” if the economy were on BC’.  Why 
do you think declines in aggregate demand do this?  
 
b) Alternatively, for any given level of aggregate demand (any given JC curve), 
increases in labor market inefficiency, understood as an inability to match workers to 
jobs (for whatever reason), shift the Beveridge Curve out, such as from BC to BC’ in 
Figure 1.  Why do you think increases in labor market inefficiency do this?  

 

                                                
1 If you want to learn more, read the far longer and technical article, “The Rising Natural Rate of 
Unemployment” that I have put on Moodle. 



c) In order to determine the natural rate of unemployment: 
i.  Find the long run average relationship between vacancies to unemployment (this is 
represented by the Empirical JC Curve in Figure 5 below (from the same article)), 
ii.  Find the intersection of that JC line and the Beveridge curve that the economy is on, 
and 
iii. Find the unemployment rate that corresponds to that intersection. 

 
 
According to Figure 5, what is the natural rate of unemployment that corresponds to the 
fitted BC line?  What is the natural rate of unemployment that corresponds to the shifted BC 
line? 
 
2) What do Weidner and Williams, the authors of the “New Normal Unemployment Rate”, think 
has happened to the Beveridge Curve due to the Great Recession?   
 
3) Weidner and Williams write, “In the following, we use the horizontal distance between the 
historical curve and the recent data as the measure of the increase in the natural rate, recognizing 
that this may cause us to overstate the increase somewhat”.  According top Figure 5 (which is not 
by Weidner and Williams), what would Weidner and Williams’ new “normal” natural rate of 
unemployment be? 
 
4) If Weidner and Williams were correct, what unemployment rate should policymakers be 
satisfied with (ie. the rate at which policymakers stop trying to increase aggregate demand and 
push the unemployment rate below)? 
 
5) Weidner and Williams note that the 2010 numbers are above the line in their Figure A 
and then say something odd:  "This suggests that labor market conditions may not be as 



bad as implied by the CBO estimate of the unemployment gap in the fourth quarter of 
2010 of 4.4 percentage points, which is the difference between the actual unemployment 
rate of 9.6% and the CBO estimate of the natural rate of 5.2%."  That depends on the 
meaning of the word "bad":   
 
a) Do the authors mean that the actual unemployment rate is lower than what the CBO 
thinks it is?   
 
b) What do the authors mean?  
 
c) Is it possible for labor market conditions to "not be as bad" as the authors define bad, 
but for the labor market to be worse as normal people might define it?  
 
6) What do Tasci and Ice, the authors of  “Reassessing the Beveridge Curve “Shift” Four Years 
Later”, think has happened to the Beveridge Curve?  If they are correct, most of the 
unemployment that we have seen in the Great Recession is due to what variable changing and 
what curve shifting? 
 
7) Why might we call the Weidner and Williams analysis, “the tyranny of low expectations”?  


