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FIG. 2. Short-Term Unemployment versus Total Unemployment, 1985–2015.

realized levels of median inflation. Since the late 1990s, by contrast, SPF forecasts
are almost constant at 2.5%, despite significant fluctuations in median inflation.

1.3 Short-Term Unemployment

The traditional Phillips curve includes the aggregate unemployment rate. A grow-
ing number of researchers replace this variable with the short-term unemployment
rate—usually defined as the percentage of the labor force unemployed for less than
27 weeks—and argue that this modification helps explain the missing deflation.

The rationale for this specification is that the long-term unemployed “are on the
margins of the labor force” (Krueger, Cramer, and Cho 2014). These workers are
unlikely to find jobs because they are unattractive to employers and because they
do not search intensively for work. As a result, only the short-term unemployed
create an excess supply of labor and put downward pressure on wage growth and
inflation.

Figure 2 shows how this reasoning helps explain the missing deflation. Long-term
unemployment rose sharply over 2008–9, so the rise in total unemployment was
unusually large compared to the rise in short-term unemployment. Long-term unem-
ployment has continued to be unusually high relative to short-term unemployment
even as total unemployment has returned to prerecession levels. Overall, labor-market
slack since 2008 is less severe if it is measured by short-term rather than total unem-
ployment, so the Phillips curve predicts a smaller fall in inflation in this case.


