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Figure 1-1. Estimates of the Natural Rate of Unemployment
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Second, the particular model underlying an estimate of the natural rate of unemployment is crucial. For example, some estimates are considered “long-run” estimates, which can be thought of as the unemployment rate toward which the economy would tend in the absence of shocks. Short-run shocks, such as those that impede matching workers and jobs in the labor market or that temporarily raise unemployment (or inflation), can raise the short-run natural rate, as they likely did after the global financial crisis and COVID-19. In figure 1-1, the natural rates presented reflect a combination of concepts. The CBO’s estimate is akin to a long-run rate, while the Survey of Professional Forecasters’ estimate is likely a combination of concepts across the different analysts who respond to the survey.4 Bok and others (2023) present a number of measures, including one based on a Phillips curve concept of the stable inflation rate of unemployment, making it akin to a short-run approach.

Related to the distinction between the time horizon and model underlying any estimate of u*, figure 1-2 offers another perspective on the difficulty of precisely estimating the value. The figure presents several vintages of CBO forecasts of the natural rate starting in the mid-1990s. As is apparent, the estimates are subject to large revisions over time. This is partly because the CBO has itself changed the definition of the natural rate over time,



4 For a detailed discussion of the differences, see Bok et al. (2023).
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Figure 1-2. The CBO's Estimates of the Natural Rate of Unemployment, 1996–2033
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Note: The natural unemployment rates shown are annual averages of quarterly projections by the Congressional Budget Office. Gray bars indicate recessions.
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settling recently on a long-term concept, whereas previously the agency distinguished short- and long-run rates.

Regardless of the reason, any entity’s estimate of u* in a given year may change dramatically if unemployment surprisingly falls below the estimated u* for a sustained period, as it did in the pre-COVID era of low unemployment. The CBO’s estimate of u* for 2019, for example, fell when it updated its estimates from 2016 to 2018 and then again in 2020. Finally, as figures 1-1 and 1-2 show, u* is not a constant. Its movements are generated by changes in the macroeconomy, workers’ demographics, and fiscal and monetary policy changes. For example, the CBO’s estimate of u* was revised up at the onset of the global financial crisis (as were many other estimates); but as unemployment decreased in the latter stages of the recovery from the crisis, the CBO’s estimate of u* repeatedly moved down. There is good reason that the economist James Galbraith quipped, in a critique of u*, “It’s not only invisible; it moves” (Galbraith 2001).

Another key limitation of using u* as a policy goal is that it embeds variation in labor market outcomes across groups. This variation in structural labor market outcomes may be undesirable for society. As the CEA explores in some detail, there is considerable structural variation in unemployment levels (and other labor market indicators) between demographic groups in the labor market. Black male workers, for example, historically (starting in 1976, when the data became available) have unemployment rates averaging 7 percentage points above the rate white men face. The differences cannot be explained in full by other observable characteristics (e.g., differences in education), suggesting that discrimination may be a factor in
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