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In the late 1970s and early-to-md 1980s, changes in technol ogy,
consuner denand, international conpetition, and sone deep recessions, all
contributed to large-scal e blue collar job displacenent. Mre recently,
cor porat e downsi zi ng has added | arge nunbers of white collar workers to the
group of dislocated workers. A public perception has grown that worklife in
the 1990s is nore precarious (New York Tines, 1996).

The past decade and a hal f has seen a veritabl e expl osion of research in
the area of pernanent job |oss. M discussion here is not intended to be an
exhaustive survey of that literature; interested readers can find that in
Fallick (1996) and K etzer (1995b). Instead, this paper wll discuss the
state of know edge on the issues and questions of job displacenent. How has
the i nci dence of displ acenent changed fromthe 1980s to the 1990s? How do the
characteristics of displaced workers conpare to the characteristics of other
wor kers who experi ence unenpl oynent? Wat are the consequences of
di spl acenent? Howinportant is the loss of firmspecific human capital for a
di spl aced worker? How do earnings of displaced workers change? Wat is the

appropriate public policy response for displaced workers?

Who Gets Displaced: The Characteristics of Permanent Job Loss

W to the early 1980s, estinates of the size and degree of job
di splacenent in the US econony differed wdely and were often specul ati ve.
This situation changed in 1984 wth the admnistration of the first D spl aced

VWrker Survey (D/F), a nationally representative sanpl e of displaced workers.
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These bi ennial surveys are a special supplenent to the Qurrent Popul ati on
Survey (CPS) designed to identify characteristics of displaced workers. The
survey was nost recently conducted in February 1996.

The definition of a displaced (or dislocated) worker in the survey
attenpts to i npl enent the conmon understanding of this term O spl aced workers
are understood to be individual s wth established work histories,
involuntarily separated fromtheir jobs by nass |ayoff or plant closure
(rather than because of individual job perfornance!), who have little chance
of being recalled to jobs wth their old enpl oyer. Thus, the DO spl aced Vérker
Survey counts as "displ aced" individual s who responded that their job | oss
(over a three-year recall period) was due "a plant closing, an enpl oyer goi ng
out of business, a layoff fromwhich he/she was not recalled.” Qher causes
of job loss, such as quits or firings for cause, are not considered
di spl acenent s. 2

This operational definition and the survey as a whol e are ani guous in
sone ways. For exanpl e, an individual displaced froma job and rehired into a
different job wth the sane enpl oyer is still considered "displaced.” The job
| oss nust be pernanent, not tenporary. The distinction between quits and
di spl acenents can becone blurry in a situation where wage changes i nduce sone
workers to quit, and thus not be counted as displ aced, while others opt to
stay wth the firmand later end up displaced. If workers who stay on wth the
firmuntil displacenent tend to face worse alternative | abor narket outcones,
then the displaced sanple will be potentially nonrandomand it wll overstate

the costs of job | oss. The survey collects infornation on only one job | oss
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for each individual, but over several years, miltiple job | osses are

possi bl e and not unusual (Sevens, 1997; K etzer and Fairlie, 1997), neani ng
that the survey will understate the amount of job displacenent.® People are
asked to recall their job history over the past three years, which raises the
l'ikelihood of errors inrecall.* Individuals are surveyed just once, providing
infornation on one post-displacenent point in tine, rather than about their
experiences over tine.

Wii | e these concerns need to be kept in mnd, the O spl aced Vérker
Survey al so has nany strengths. As part of the Qurrent Popul ation Survey, it
draws upon a large, randomsanpl e of 60, 000 househol ds, which is weighted to
be representative of the US work force. The O spl aced Wrker Survey has
becone the "industry standard" in research on job di spl acenent (Seitchik,

1991, p. 51).

Inthe rest of this section, | rely heavily on recent work by Hnry S
Farber to describe the size and characteristics of the displ aced worker
popul ati on as neasured in the 1984-96 DO spl aced Vorker Surveys. M di scussion
here will be brief; those interested in details and a nore conpl et e di scussi on
of these matters mght begin wth Farber (1997), and then nove on to Ha mand
Seghal (1985), Horvath (1987), Herz (1990, 1991), Gardner (1993, 1995), and
US Departnent of Labor (1994). Once the descriptive characteristics of the
di spl aced worker popul ation are established, | wll conpare the displaced to
ot her groups of unenpl oyed workers.

Hgure 1 presents three-year job | oss (displ acenent) rates conputed by

Farber fromeach of the seven D/&s from 1984-1996. These rates are cal cul at ed
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by dividing the nunbber of workers who have lost at |east one job by the nunber
of workers "at-risk" of losing a job during the relevant tine period.® The
total height of the bars provide infornation on the overall job |oss rates and
the shaded segnents provide infornation on job | oss rates by reason. Four
categories are presented (frombottomto top): 1) plant closing;, 2) slack
work; 3) position or shift abolished, and 4) other, which includes "seasonal
job conpl eted,” "sel f-operated business failed," and "sone other reason.” A
strong cyclical pattern appears. Job loss rates fell steadily fromthe 1981- 83
rate, which enconpassed the recession of 1981-82, through the expansi on period
of 1983-1989. Job loss rates then rose again in 1989-91 as the econony
weakened. The latest job loss figures are surprising. In the mdst of a
sustai ned (if uneven) expansion, 1993-95 job loss rates are the highest of the
14-year period: about 15 percent of US workers were displaced froma job at
sone tine during this three-year period. These high rates of job | oss are
consistent wth public perceptions of job insecurity. The displacenent data
stands in contrast to the mxed evidence of declining job stability in the
econony overall. Readers interested in the question of declining job
stability mght start wth US Departnent of Labor (1995) and Cassidy (1996).
Hgure 1 also exhibits sone striking changes over tine in reason for job
loss. The rate of job | oss by plant closing, perhaps the stereotypical type
of job loss, shows little variation over tine or over the business cycle (it
is down abit inthe latest survey). Not surprisingly, job |oss due to "sl ack
work" shows a strong countercyclical pattern. "Position or shift abolished"

is appreciably nore prevalent in the 1990s than it was in the 1980s. The hi gh
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rates of job loss of the 1990s are not due to these three reasons however; all
the drama of the 1990s is found in "other” as a reason for job loss. Wt hout
"other", job loss rates woul d be essentially flat from1989-91 to 1993-95

all the increase is in that category of job |oss.

Wien these rates are broken down by | evel of education and by gender,
sone predictable patterns energe. Table 1 shows that | ess educat ed workers
are nuch nore likely to be displaced than are nore educated workers. For nen
wth a high school diploma infour of the seven surveys, the job | oss rate
exceeds 15 percent. The job loss rate for femal e hi gh school graduates was
| ower, but consistently near or greater than 10 percent. The gap between
fenal e and nal e hi gh school graduate job | oss rates narrowed considerably in
the nost recent survey, wth a 15.7 percent fenale rate and a 16. 4 percent
nale rate. For workers wth a college degree, a larger fraction of jobs were
lost in the 1990s than in the 1980s (Farber, 1993, 1997). Job loss rates for
col | ege graduates were higher in the expansionary | abor narket of 1993-95 than
during the deep 1981-82 recession or 1990-91 recession. Evidence drawn from
the Panel Sudy of Incone Dynamics finds simlar patterns (Boisjoly, Duncan,
and Sreeding, 1994). For job loss rates by age, see Farber (1997).

The j ob di spl acenent nunbers can al so be broken down by occupation and
industry, although since the 1994 and 1996 surveys contain no i nfornation on
| ost occupation and industry for workers displaced for "other" reasons, this
can be done only for job | osses that occurred for the other three reasons.
The nost not abl e observation about occupation fromTable 1 is that over the

past 15 years, job | oss has been and renai ns a burden borne heavily by
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production workers. Job |loss rates for craftsnen, operatives and | aborers are
consi derably higher than for workers in other occupational groups. Job |oss
for this group is also distinctly cyclical. In the 1990s, however, the burden
of job I oss has begun to be spread nore evenly across occupations. Qafts,
operatives and | aborers are the only occupational group wth | ower job | oss
rates in the 1990s than in the 1980s. The rates of job | oss for nanagers,

prof essi onal and techni cal workers and sal es and admni strative workers show
little cyclical patternin the 1990s; that is, they have not fallen wth the
recovery since 1992.

The last six rows of Table 1 present job | oss rates by industry; again,
because of the survey design, this cannot be done for workers displaced for
"other" reasons. In the early 1980s workers i n goods-produci ng i ndustries
(mning, construction, and nanufacturing) faced a higher risk of displacenent
than did workers in service-producing i ndustries. Job | oss has been
consi derabl y | ess concentrated i n nanufacturing since 1985. The secul ar trend
injob loss rates for goods-producing industries is downward; in contrast, the
trend for trade, finance, insurance and real estate is upward, and these
industries account for an increasing share of displacenent over the period
(Podgur sky, 1992).

Afinal way of dividing the data on displaced workers is to | ook at
racial differences (US General Accounting Gfice, 1994). Sudies using the
early O spl aced Wrker Surveys and state-level admnistrative data found | arge
di fferences between bl acks and whites in the incidence and consequences of

di spl acenent (K etzer, 1991, Ohg, 1991, Ohg and Mar, 1992). In exploring the
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source of these differences Fairlie and | found that black nen were nearly 30
percent nore likely to experience job displacenent than white nen during the
period 1982-91 (Fairlie and K etzer, 1997). Dfferences in occupation and
educational attai nnent explain a sizeable share of the racial difference in

di spl acenent. The bl ack di sadvantage i n di spl acenent narrowed over the 1980s
and vani shed by 1992-93. In the early 1980s recession, the two-year

di spl acenent rate for black nen enpl oyed full-tine was 7.0 percent, far higher
than the white nal e di spl acenent rate of 4.9 percent (Fairlie and K et zer,
1996). In the early 1990s recession, the black nal e di spl acenent rate was 5.1
percent, still somewhat higher than the white rate of 4.4 percent. But in
1992-93, the bl ack displacenent rate was 4.0 percent, and the white rate was
4.1 percent. Mre than two-thirds of the decline in the aggregate racial

di spl acenent rate gap was due to a narrow ng of the different between bl ack
and white displacenent rates wthin occupations, educational categories,
regions of the country, and industries. In addition, the partial shift injob
di spl acenent fromlower skilled, blue-collar jobs in the 1980s to hi gher
skilled, white-collar jobs in the 1990s hel ped generate a rel ati ve i nprovenent

for blacks over this period.

How Do Displaced Workers Compare to Other Unemployed Workers?

O spl aced workers often go through a spell of unenpl oynent, but there is
little reason to expect themto be representative of all the unenpl oyed. Tabl e
2 reports sunmary statistics on a variety of denographi c and | abor nar ket

characteristics of unenpl oyed workers according to cause of unenpl oynent :
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di spl aced, tenporary layoff, and job | eaving (quits). Renenber, tenporary
layoffs and quits are categories that do not overlap wth displacenent. The
last colum of the table reports the sane characteristics for a sanpl e of
enpl oyed workers. The sanpl es were drawn fromQurrent Popul ation Survey and
are described in the notes to Table 2.

Across this limted nunber of dinensions, displaced workers appear quite
different fromworkers on tenporary |ayoff. Vénen, H spanics, and bl acks
account for a larger share of the displaced. O splaced workers are nore
educated and a |l arger share have lost a white-collar job (such as nanager or
admni strator or admnistrative support) than tenporary |ayoff workers. This
mght be expected given the historical pattern of enpl oynent security that
protected white collar workers fromtenporary layoff. Smlarly, displaced
workers lost jobs in the "whol esal e and retail trade" and "financial and
prof essi onal services" industries in a higher proportion than found for
tenporary |ayoff workers. Not surprisingly, displaced workers report
consi derably 1 onger spells of unenpl oynent than | ai dof f workers (17 weeks
versus 7.2 weeks).®

In contrast, job leavers or "quits" are (obstensibly) voluntary job
changers, and they are younger, nore fenal e and nore educated than
"involuntarily" displaced workers. Mre than half of quits are fromthe
"whol esal e and retail trade" and the "financial and prof essional services"
industries, while only about one-fourth of displaced workers are fromthose
two industries.

O spl aced workers do appear different fromother unenpl oyed workers. As
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di scussed in the previous section, the characteristics of displacenent have
changed (ol der, nore educated, nore white collar). These characteristics al so
increasingly describe the workforce (US Departnent of Labor, 1994, 1995).

As a last conparison, columm 4 of Table 2 reports characteristics of the

enpl oyed. Vénen account for a snaller share of the displaced than of the

wor kforce as a whol e, and B acks and H spani cs are overrepresented in the

di spl aced group. D splaced workers are | ess educated (a consi derably | arger
share of the displaced have a high school diploma or less than is the case for
the enpl oyed) and are far nore likely to be blue collar workers than the

enpl oyed workforce. Thus, despite the changing i mage of di spl acenent towards
white collar jobs, it is still an experience that affects disproportionately

bl ue col | ar goods- produci ng wor ker s.

How Costly i1s Job Displacement?

O spl acenent i nvol ves a coni nation of |osing an established job and the
need to seek reenpl oynent. This creates the possibility of |osses of job-
specific or firmspecific hunan capital, and the risk of pernanently | ower
wages for workers. Measuring the nagnitude of the individual costs of
di spl acenent, including their patterns of re-enpl oynent and earni ngs, has been

an active area of research for nore than a decade.

The Prior Job Tenure of Displaced Workers
Anecdot es about di spl aced workers often seemto focus on individual s

w th established work histories. Many di spl aced workers, however, do not have
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particularly long job tenure. The average job tenure for the sanpl e of

di spl aced workers summarized in colum 1 of Table 1 was just over four years.
Mbr eover, displ acenent affects nany workers wth very little job tenure: 26
percent of the sanpl e of displaced workers in Table 1 reported "0" years for
job tenure on the lost job and 58 percent reported job tenures of |ess than
three years. However, there is alarge variation in reported tenure on the
lost job; 14 percent of this sanple had held their jobs at |east 10 years.
Qverall, arelatively short job tenure nakes it less likely that a di spl aced

individual is locked into firmspecific or job-specific skills.

Reemployment following Displacement

Post - di spl acenent enpl oynent is nost commonl y neasured in the O spl aced
Wrker Surveys as enpl oynent at the survey date.  course, this neasurenent
is not ideal; for exanple, it nmay not represent the first job that fol | oned
di spl acenent. However, Table 3 presents the percentage of displ aced workers
that were reenpl oyed by the survey date, broken down by year of displacenent.
The reenpl oynent probabilities are noticeably cyclical: workers displ aced
during 1981-83 experienced the | owest reenpl oynent probabilities, then
enpl oynent probabilities rose with overal |l economc health in the 1980s, and
fell during the early 1990s recession.

Miltivariate anal ysis reveal s that the probability of enpl oynent is
nonotoni cal |y increasing wth the | evel of educational attai nnent (Farber
1993, 1997; Saai mand Podgursky, 1989). Qver the 1981-95 period, Farber (1997)

finds that a displaced worker wth a college degree is 16 percentage points

10
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nore likely to be enpl oyed at the tine of the survey than an ot herw se

equi val ent worker wth a high school diploma. The reenpl oynent advant age
associated wth a col | ege degree has been basically constant since the early
1980s. DO splaced wonen are 9 percentage points less likely to be enpl oyed at
the tine of the survey as nen; nonwhites are 15 percentage points less |ikely

to be enpl oyed at the survey date as whites.

Post—displacement Eamings In the Short Run

The D spl aced Wrker Surveys provi de a snapshot view of short-term

earnings | osses, defined as the sinple difference between pre- and post -

di spl acenent weekly earnings. Over the period 1981-95, real weekly post-

di spl acenent earnings were 13 percent |ower than pre-displ acenent earni ngs
(Farber, 1997). This average nasks consi derabl e het erogenei ty: approxi nately
one-third of workers report earnings | osses of 25 percent or nore, while 30-40
percent report earning nore on their post-di splacenent job than on their pre-
di spl acenent job. For sone groups of workers, earnings fall prior to

di spl acenent, so the DM nay understate the anount of earnings | oss (see
Jacobson, Lalonde, and Sullivan 1993 and S evens 1997).

An inportant part of earnings changes followng job loss is the
inability to find a newfull-tine job. Across the surveys, just 12 percent of
di spl aced workers were displ aced frompart-tine jobs, while 17 percent of
di spl aced workers were enpl oyed at the survey date in part-tine jobs (Farber,
1997), which seens to inply a novenent fromfull-tine to part-tine enpl oynent.

Wi | e sone of this observed survey date part-tine status nay be due to

11
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i ndi vi dual |abor-supply decisions, it seens likely that aninability to find
full-tine work characterizes nany di spl acenent experiences. S nce the

O spl aced Wrker Surveys do not provide infornation on hourly wages, it is
inpossi ble to sort out the extent to which changes in earnings are due to
changes in hourly pay or to changes in hours worked. As one approach to this
guestion, researchers have focused on the subsanpl e of workers displ aced from
and reenpl oyed in full-tine jobs. A though earnings | osses are snaller on
average for this group than for displaced workers as a whole, they are still a

si zeabl e 9 percent over tine (Farber, 1997).

Measuring Eamings Changes Over the Long Run

The D spl aced Wrker Surveys |ack infornation on both | onger-term
earni ngs changes and on how ear ni ngs woul d have grown if the displ aced had not
lost their jobs. However, studies using |ongitudinal data fromnational
surveys and state admni strative sources have provi ded useful insights on
t hese i ssues.

The net hodol ogy of Jacobson, Lalonde, and Sullivan (JLS 1993) has had a
significant inpact on the way economsts study earnings |osses fol | ow ng
di spl acenent. Usi ng unenpl oynent i nsurance tax reports and quarterly firm
reports on enpl oynent |evels for the state of Pennsyl vania, they constructed a
| ongi tudi nal sanpl e of di spl aced and nondi spl aced workers over a period that
i ncl uded six pre-separation years and up to seven post-separation years. They
l[imted their sanpl e to prine-age workers whomthey call "high attachnent,"

those with six or nore years tenure by the begi nning of 1980 and for whom

12
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positive wage or salary earnings were avail abl e during each cal endar year.
Wth a strongly attached, experienced group of workers, JLS identified a group
for which there is often great concern. Not surprisingly, this sanple is not
representative of all displaced workers, but as JLS show the Pennsyl vani a
sanpl e looks simlar to high-tenure, prine-age D spl aced Vérker Survey
respondents (see JLS, pp. 47-50).

The earnings path of displaced Pennsyl vania "hi gh attachnent” workers,
rel ative to what nonseparators earned, is presented in Hgure 2. For the
di spl aced workers, the separation occurred during the first quarter of 1982.
For these workers, earnings fell slightly in the year prior to separation.
After 1982.1, earnings fell sharply relative to the earnings of workers who
renained wth their firns through the end of 1986. Four years after
separation, the earnings of displaced workers were nearly $2, 000 per quarter
| ess than their nonseparated counterparts.

JLS sharpen their focus on established workers when they identify a
group of "nass |ayoff separators.” These are workers who separate fromfirns
wher e enpl oynent decl i ned by nore than 30 percent froma |ate-1970s peak.
They chose this group in part because the state admnistrative data do not
distinguish directly between quits (voluntary separations) and | ayoffs
(involuntary separations). They presune that nass |ayoff separators |eft jobs
involuntarily and for reasons unrelated to individual performance. A though
this group may be a mnority of the displaced, it is also likely to include
workers for whomthe enpl oynent rel ationship was val uable. For the nass

| ayof f separators, the first costs of displacenent occur about three years

13
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bef ore separation, when their quarterly earnings decline by $1,000 relative to
expected earnings, due to hours reductions, real pay cuts, and tenporary
layoffs. After displacenent, quarterly earnings of these workers fall by
another $2,000 to $3, 000 bel ow expected | evel s. Even after five or six years,
quarterly earnings renmai n between $1, 000 and $2, 000 bel ow expect ed | evel s.
These | osses equal approxi nately 25 percent of predi spl acenent earni ngs.
Smlar patterns of earnings | osses are found for this group across gender,
age, and industrial sector, although the picture does vary to sone extent
according to the strength of the regi onal econony.

Qe limtation of the Jacobson, LaLonde and Sullivan analysis is its use
of Pennsyl vani a data, since displacenent in atraditional industria state nay
not be representative of the nation as a whole. However, Schoeni and Dardi a
(1996) followed up by using Galifornia admnistrative data for the period 1989
to 1994 and found earnings | osses on the order of 17 to 25 percent for a
sanpl e of workers fromdurabl e goods nanufacturing, relative to what displ aced
workers woul d have earned if they had not been displaced.” For the period
prior to job | oss however, Schoeni and Dardia did not find the substantial
declines in quarterly earnings that characterize the Pennsyl vani a sanpl e

In a national sanpl e of experienced di spl aced workers drawn fromthe
Panel Survey on Incone Dynamics, Sevens (1997) found | arge and persi stent
earnings losses. In her sanple, annual earnings fall approxinately 25 percent
inthe year prior to job displacenent. he year after displacenent, earnings
renai n 15 percent bel ow the earnings of the nondi spl aced, and are highly

variable. The | osses are persistent; during the period seven or nore years

14



Lori G. Kletzer

followng job | oss, annual earnings are 6 to 12 percent bel ow expect ed

level s.® Annual earnings fall both because of a decline in hours and a
decline in wages. Qe year prior to displacenent, hourly wages decline 8

per cent bel ow expected | evel s, and one year foll ow ng di spl acenent they renain
12 percent bel ow expected |l evels. The hourly earnings declines are al so
persistent: seven years after job | oss, average hourly earnings are

approxi mately 9 percent bel ow expected | evels, and simlar sized | osses are
found at 10 years after displ acenent.

Both Schoeni and Dardia in their evidence fromGalifornia and S evens
wth a national data set find that the nunber of separations is an inportant
conponent of long-termearni ngs | osses. For exanpl e, 41 percent of S evens'
sanpl e reports at |east two job displacenents over a 20-year sanpl e period.
Wier eas average annual earnings reductions six years after job | oss are
approximately 12 percent, if only a single job | oss has been suffered, average
earnings | osses are approxi mately 4 percent. These findi ngs woul d be
consistent wth a pattern in which hourly wages fall significantly wth the
first job loss due to the loss of specific skills and rents, but wages do not
fall nuch wth subsequent job | oss because workers are less likely to
accumul ate specific skills or earn rents on their post-displ acenent | obs.
Thus, mul tiple job | osses reduce annual earnings further not because they
reduce wages further, but instead because they nake a reduction in future
hours of enpl oynent nore |ikely.

Due largely to the presunption that inexperienced workers have little

firmspecific human capital to | ose, |ong-termstudi es have overl ooked young
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workers. Koetzer and Fairlie (1997), in a recent study using data fromthe
National Longitudinal Survey of Youth, found | arge earnings | osses for

di spl aced young workers, |osses on the order of 8 to 13 percent relative to
simlar nondi spl aced workers. (ol | ege educated young workers experience the
|argest relative earnings | osses, about 25 percent in the fifth year fol |l ow ng
job loss. In contrast to nore established workers, young workers' earni ngs

| osses are due to mssed opportunities for rapid early career earnings growh
rather than to actual earnings declines caused by | osses of firmspecific

skill.

What Explains Large and Persistent Earmings Losses?

Under st andi ng t he reasons behi nd earnings | osses is a conpl ex probl em
that requires draw ng on theories of hunan capital and wage determnation. The
evi dence shows that displaced workers were typically earning nore in their
previous job than they coul d have earned fromother enpl oyers. The chal | enge
istoisolate which factors are responsible for the earnings prema, and
therefore for the earnings | osses. Sone of the likely candi dates for such wage
premuns are the devel opnent of nontransferabl e hunan capital in a jab,
uni oni zati on, good job natches, efficiency wages, internal |abor narkets, and
i ncentive pay nechani sns.

In human capital nodels, such capital is often divided into "general,"
which is wdely applicable wth nany enpl oyers, and "specific,” which can be
unique to a certain enpl oyer or job. In particular, firmspecific hunan

capital is valued only by the current enployer, and is not transferabl e across
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enpl oyers. Vdérkers acquire these specific skills through on-the-job traini ng
or in classroomtraining provided by the enpl oyer, and as the stock of these
skills rises wth tenure wth the firm earnings also rise. If firmspecific
skills are an inportant determnant of earnings, then workers displaced from
their jobs are likely to experience | arge and perhaps persistent earnings

| osses. O course, the |ine between specific and general hunan capital is not
conpletely firm specific capital nmay al so be transferable to a limted
degree. This notion of specific, yet partially transferable, hunan capital has
been around in the human capital literature for sone tine. For exanpl e,
Becker (1975, p. 26) wote: "Mich on-the-job training is neither conpl etely
speci fic nor conpl etely general but increases productivity nore in the firns
providing it and falls wthin the definition of specific training."

Thus, the question of whether and why earnings rise wth tenure is
inportant for understanding the reasons for the costs of job di spl acenent.
Haner nesh (1987) provided one of the first estinates of the social costs of
di spl acenent that was tied to the loss of firmspecific human capital. He
constructed a neasure of this |oss fromwage-tenure profiles for a sanpl e of
di spl aced workers drawn fromthe Panel Survey of |ncone Dynamcs. |f workers
lose the returns to tenure, their starting wages on the postdi spl acenent job
shoul d depend only on years of experience, education, and other non-firm
specific characteristics. Hanernesh estinated that the present val ue of |ost
job-specific capital for the average worker is $7000 (in 1980 dol | ars).

There have been a nunber of challenges to the interpretation of rising

earnings-tenure profiles as representing the inportance of specific skills
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(Abrahamand Farber, 1987, 1988; A tonji and Shakotko, 1987), which in turn
have rai sed sone skeptici smabout the nagnitude of these estinates of | ost
hunan capital. There are a variety of difficult-to-neasure differences across
individuals and firns, the existence of which provides reason to suspect that
the positive relationship between job tenure and earnings is either
overestinated or a statistical artifact. For exanpl e, because an individual's
abilities influence both the decision toremanwth afirm(and thus job
tenure), as well as earnings, it is difficult to di scern whether earnings that
rise wth tenure are because the individual is accumul ating firmspecific
capital, or because it is a good natch between enpl oyer and enpl oyee.
Interestingly, job displacenent offers a natural control for sone of the
difficult-to-neasure factors that may be produci ng an upward bias in the
returns to job tenure. The practical question here is the extent to which job
tenure is useful in explaining patterns in predi spl acenent and
post di spl acenent earni ngs. Sudies using the D spl aced Vrker Surveys reveal
that tenure affects both types of earnings, although its inpact is
quantitatively snaller follow ng di spl acenent (Addi son and Portugal , 1989ab;
Qossl ey, Kuhn, and Kukuk, 1994; K etzer, 1989, 1991a; Ruhm 1991a; Topel,
1991). For exanpl e, before displacenent, a blue collar worker wth the
average anount of predispl acenent tenure (5.9 years) earned about 20 percent
nore than a simlar worker wth zero years of tenure. Postdispl acenent, the
worker wth 5.9 years predi spl acenent tenure earned 6.4 percent nore than the
worker wth zero years tenure. For a skilled white collar nmale worker wth

average tenure of 6.1 years on the job | ost, the predi spl acenent earni ngs
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difference over a simlar worker wth zero years tenure was 22.5 percent and

t he postdi spl acenent earnings difference was 19.1 percent (K etzer, 1989). The
far larger dropoff in the contribution of predisplacenent tenure to

post di spl acenent earnings for blue collar workers reveal s the inportance of
factors such as specific human capital and job natch effects for these
workers. In contrast, individual ability and transferable skills are a nore
inportant part of the returns to tenure for the skilled white-collar group.

Another way to ook at these issues is to see how predi spl acenent job
tenure is related to earnings | osses. The evidence fromthe D spl aced Vérker
Surveys is that each year of job tenure is associated wth an additional
earnings loss of 1.0-1. 3 percent (Farber, 1993). Wsing a different techni que
to address possi bl e sources of bias in the rel ati onshi p between tenure and
earni ngs, Topel (1991) estinmates that when a worker with 10 years tenure is
di spl aced, postdi spl acenent wages w Il be 25 percent | ower.

Qne conplication for these sorts of studies is the difficulty of
separating industry, occupation, and regional effects that arise fromthe
uneven distribution of displacenent across geographic regions. As a
consequence of regional industrial concentration, sone areas experience
pai nful periods of enpl oynent | oss and economc restructuring, while other
areas experience increases in |abor denand and/or popul ation growth.® S nce
di spl aced workers are not randonty distributed in the econony, their earnings
| osses nay reflect characteristics such as industry, occupation, and | ocation,
along wth experience and tenure. GCarrington (1993) enphasi zes the inportance

of both job tenure (which can be thought of as firmspecific skills) and | ocal
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| abor nmarkets. He finds that the higher earnings | osses of highly experienced
workers (workers wth general skills) are due prinarily to conditions in their
pre-di spl acenent industry, occupation, and state of residence. Hgh tenure
workers (workers wth firmspecific skills) suffer |arge | osses even when the
| ocal |abor narket, defined by industry and state, is doing well. Qe
interpretation of these results is that the skills enbodied injob tenure are
indeed firmspecific and thus are | ost to the worker when di spl aced, even in
an otherw se healthy |abor narket. An additional insight is the finding that
job tenure is of varying inportance across industries. In services
industries, earnings | osses fromdi spl acenent are nodest as |long as the | ocal
service industry is doing well, and these | osses are not strongly related to
pre-di spl acenent job tenure. In contrast, the earnings | osses of displaced
transportation and public utility workers do rise wth pre-di spl acenent
tenure, and those | osses are | arge even when the local industry is in good
shape.

D spl aced worker studi es have al so reveal ed that industry (or nore
broadly sector) nmay be an inportant di nension across which skills are
transferable. A nunber of papers find that the post-displ acenent earni ngs of
i ndi vidual s who change industry are |lower than the earnings of otherw se
conpar abl e i ndi vidual s who stay in the sane i ndustry (Podgursky and Snai m
1987; Addison and Portugal , 1989ab; K etzer, 1991a; Ohg and Mar 1992
Garrington, 1993; Ohg and Lawence 1993). Larger earnings | osses for workers
who change industry nay not necessarily reflect |ost specific hunan capital .

Industry wage effects due to efficiency wages, union rents, incentive pay
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schenes, or internal |abor narkets nmay partially account for the earni ngs
losses. In aearly study using the 1984 O spl aced VWrker Survey, Krueger and
Sumer s (1988) found earni ngs i ncreases for workers who swtched to hi gher
wage industries, and earnings | osses for workers | eaving hi gher wage
industries. For manufacturing workers, Jacobson, Lalonde, and Sullivan (1993)
found | arger earning | osses for workers reenpl oyed outside of nanufacturing
than for workers who renmai ned in nanufacturing after displacenent (see al so

G bbons and Katz 1991 and Garrington and Zanan 1994).

Wth these studies as notivation, nore conpl ete examnations of industry
or sector-specific skills consider post-displacenent nobility. An
individual's ability to retain hunan capital or a share of industry rents
(rents due to unionization or incentive pay premuns) or to retain
hi erarchi cal standing that was due to pronotion-fromwthin policies (internal
| abor nmarkets) depends a great deal on the "new' industry and occupati on.

Vér kers who regai n enpl oynent in the sane, or simlar, industry and/ or
occupation are nore likely to retain their human capital. Thus, where workers
becone reenpl oyed is unlikely to be random and it is likely related to

post di spl acenent earni ngs potenti al .

A snal | nunber of studies have estinated nodel s of industry nobility
followng job displacenent. The approach of these studies is usually to
characterize industry nobility as reenpl oynent in either the "same" industry
or ina"different" industry (generally defined as the two-digit SClevel).
These studies find that nobility between industries depends on wages in the

different industries, the job opportunities in different sectors (K etzer,
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1992a; Fallick, 1993; Seitchik and Zornitsky, 1989), if the education | evel of
the di spl aced worker is high enough to al |l ow novenent into a broader range of
expandi ng sectors (Fallick, 1993); and whether the benefits of job tenure
wthin an existing job or industry are high and transferable wthin the
industry (Neal, 1995, K etzer, 1996). In general, these results underscore
earlier findings of Topel (1991), Carrington (1993) and Jacobson, LalLonde, and
Sl livan (1993) that a substantial share of earnings | osses result fromthe
loss of highly firmspecific earnings conponents.

In terns of the broader debate on why wages tend to rise wth job
tenure, the job displacenent |iterature has enphasized that there is arole
for both firmspecific and i ndustry-specific hunan capital. Earnings rise wth
seniority as aresult of the accumul ation of job-specific or firmspecific
skills. Uoon displacenent, the firmspecific stock of hunan capital
depreciates conpl etely. But industry-specific skills nay retain their val ue
if an individual becones reenployed in a simlar sector where those skills are
in denand. However, the extent to which this occurs wll depend on a variety
of factors about the industry, including the preval ence of efficiency wages,
union rents, incentive pay schenes, and the workings of internal |abor

nmar ket s.

What Causes Job Displacement?
Exi sting research has tended to focus on who gets di spl aced, how soon
they are reenpl oyed, and at what earnings. But we know very little about the

fundanent al causes of why displ acenent occurs. The nearly excl usive focus on
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conseqguences rather than causes is understandabl e, but unfortunate.

Surely, the narrowness of the research agenda is due in part to data
[imtations. The O splaced VWrker Surveys contain information only on the
di spl aced, wth no infornmation avail able on individual s who were at risk of
di spl acenent but who did not experience a job |oss. National |ongitudi nal
data sets such as the Panel Survey of |ncone Dynamcs and the National
Longi tudi nal Surveys do provide such infornation, but their sanpl es of
di spl aced workers are quite snall.

However, one's perception of displaced workers is surely shaped by
whet her the underlying reason for their job | oss is technol ogi cal change,
increasing foreign conpetition, changes in donestic denand, |ow productivity
W thin an otherw se grow ng sector of the econony, poor nanagenent, regional
or national recession, or sone other reason. Several recent additions to the
literature focus on the rel ati onship between foreign trade and job
di spl acenent, and conpl enent the existing literature on the rel ati onship
between international trade and changes in donestic enpl oynent and wages as
surveyed i n R chardson (1995) and Bel nan and Lee (1995). The focus on how
trade affects displacenent is especially inportant in considering the
political econony of free trade.

There is strong evidence that as inports becone nore conpetitive,
donestic industry displacenent rises (Havenan, 1994, K etzer, 1995a; Addi son,
Fox, and Ruhm 1995). For exanpl e, Haverman estinates that a 1 percent decline
inindustry inport price (fromone year to the next) is associated wth a 1. 62

percent increase in industry displacenents. For a subset of inport-conpeting
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industries, Havenan finds that a 1 percent decline in inport priceis
associated wth a 3.5 percent rise in displacenents. The reasonabl y strong
positive rel ationshi p between increases in inport share and job di spl acenent
seens due to the experience of certain industries long identified as inport-
sensitive, such as apparel, footwear and textiles. Aside fromthese
industries, the relationshi p between increasing foreign conpetition and
pernanent job | oss appears | ess systenatic and the effect sonewhat snall.
Wiet her the effect is deened "snal " or "noderate" reflects an uneasy
judgnent; at this stage, it seens at |least |arge enough to warrant further
attention. Accounting for the role of technol ogi cal change and other factors
that may cause job displacenent, and understanding their interactions wth
foreign conpetition, wll be an inportant step for the next stage of this

r esear ch.

Policy Responses to Displacement

Job displacenent brings wth it large and persistent earnings | osses.
MIlions of workers have suffered such displ acenent over the past 18 years
docunent ed by the D spl aced Vérker Surveys, and there is no sign that either
the nagni tude of job displacenent or the | osses fromthat di spl acenent are
likely to decrease.

The plight of displaced workers attracts w despread concern; both
Denocratic and Republ i can admni strations have advanced and advocat ed vari ous
prograns. The nost common prograns have been forns of adj ustnent assistance to

hel p reduce the fall in incone imediately after displacenent. Qe of the
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first prograns was the Manpower Devel opnent Trai ning Act of 1962, targeted at
wor kers di spl aced by advanci ng autonation. The nost extensive prograns were
put in place under the aegis of the Trade Adj ustnent Assistance (TAAY Act,
originally enacted by Gongress in 1962.  TAA incl uded i ncone-repl acenent
support above the | evel s provi ded by unenpl oynent insurance, and it was
targeted at workers displaced fromjobs in industries adversely affected by
inport conpetition that followed the rel axation of trade restrictions. Job
search assi stance, relocation allowances and skill retraining were al so
available to eligible workers. Participation rates were lowuntil anendnents
tothe Act in 1974 relaxed eligibility criteria to include all displaced
workers and not just workers and firns that coul d denonstrate that a "naj or"
cause of job | oss was increased inports followng trade |iberalization (Leigh,
1990) .

The deep recessi on of 1981-82 pronpted the passage of the Job Training
Partnership Act (JTPA). Title Ill of that Act provided funding for training
and job counseling for displaced workers. JTPA Title 111 was anended i n 1988
as the Economc D sl ocati on and Vdrker Adjustnent Assistance Act (EDMA).
EDMA i ncreased the | evel of federal funds to be used by states for services
such as job search assistance and retraining. Mst recently, displacenent
assi stance has been avail abl e through the North Anerican Free Trade Agreenent
Transitional Adjustnent Assistance Program (NAFTA-TAA). NAFTA TAA was
i npl enented in 1994 in response to concerns about job | oss foll ow ng trade
liberalization, and as an anendnent to the 1974 Trade Act, it offers incone

repl acenent and reenpl oynent services to certified workers simlar to Trade
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Adj ust nent  Assi st ance.

These targeted prograns, al ong wth the unenpl oynent i nsurance system
of fer incone repl acenent and reenpl oynent and retrai ning services for a period
of tine follow ng displacenent. As a general judgnent, there is little reason
to be optimstic about the ability of these prograns to alleviate long-term
earnings | osses. Job-search assi stance prograns have produced cost-effective
results in returning displaced workers to work and rai sing short-term
earnings. Retraining prograns have been enphasi zed as a tool for increasing
the Il ong-termearni ngs of displaced workers by enhancing their skills.
Research on exi sting trai ning prograns shows no clear evidence that they hel p
workers earn higher pay on newjobs. There are a large nunber of federal and
and state prograns; interested workers are directed to Leigh (1989, 1990) and
Kodr zycki (1996, 1997).

Anot her source of support for displaced workers is the federally
nandat ed requi renent of advance notification. The VWrker Adjustnent and
Retraining Notification Act (WARN) of 1989 requires enpl oyers to provide their
enpl oyees wth 60 days notice of a plant closing or nass |ayoffs. Available
evi dence shows that the WARN Act has not increased the provision of advance
notice to displaced workers, in part because the requirenents for giving
advance notice are not very strict (Addi son and B ackburn 1994b).

Advance notice is intended to reduce unenpl oynent by all ow ng workers to
begi n the search for a new job sooner, presunably prior to displacenent.

Early research using the 1984 and 1986 D spl aced Vrker Surveys found a

reduction in the probability of experiencing any jobl essness associated wth
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recei ving notice (see Ehrenberg and Jakubson 1988). Thi s research was
hanpered by two data limtations: a failure to distingui sh between fornal
witten notice and other infornal nethods of notification and no infornation
on the length of notice received. Wth the addition of questions about the
type and timng of notice to the 1988 survey, there i s now consi derabl e
evidence that the benefits of receiving advance noti ce are nodest at best.
Both infornmal notice and I engthy (nore than two nonths) fornal notice are
associated wth increased probabilities of avoiding any jobl essness. Qly
informal notice is associated wth shorter average jobl ess durations, although
for certain groups, such as nonwhites, househol d heads and workers in high
unenpl oynent areas, lengthy fornal notice is associated wth shorter jobless
spells (RUhm1992). "Infornmal" notice is still not well-defined in the D/
guestionnai re, except as an expectation of displacenent by neans ot her than
witten notice.

Less attention has been paid to the earnings effects of advance noti ce.
Lengthy witten notice is associated wth hi gher post-displ acenent earni ngs
(RUIhm1994). Wfet her advance notice rai ses earnings by itself however, is
difficult to discern because firns offering formal witten notice frequently
provi de job search assistance, sone skill retraining, or supplenental
unenpl oynent i nsur ance.

There is al so a thorny question about who recei ves advance notice. It
is clear that WARN i s not produci ng w despread advance notice, and before
WARN only three states required advance notice. This neans that nuch of the

advance notice observed in the data is voluntarily provided by firns. |If
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firns provide advance notice on a nonrandombasi s, e.g. under collective
bargai ning or in depressed | abor narkets, the estinated advance notice effect
wll be biased. The direction and size of this bias renain in debate, wth
nore research needed on the process by whi ch workers becone i nforned about
future displacenents. For a nore detail ed review of the advance notice
literature, interested readers are directed to Addi son and B ackburn (1994a)
and Fal lick (1996).

Attenpting to hel p dislocated workers seens to nany like a natter of
fairness or of social insurance; since dislocationis specifically not due to
the actions of the worker, there is no economc incentive to be served by the
reduction in their incone, and a society nade up of risk-averse people wll be
interested in insuring against the risk that it happens to them Mreover,
prom si ng conpensation and adj ust nent assi stance to the dislocated nay be a
necessary ingredient for the political econony of a narket-oriented society
whi ch w shes to encourage economc restructuring, since it reduces the
incentives of adversely affected interest groups that mght take political

steps to bl ock such changes.

Conclusion

Jobs are created and destroyed in dynamc economes, and the nagnit ude
of jobloss is likely to remain unchanged. Research activity over the past 15
years has inproved substantial |y our understandi ng of the costs of job
di spl acenent. To better informpublic debate and deci si on-naki ng, we need to

know nore. Wth all the attention paid to corporate dowsizi ng, we need nore
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information to isolate downsizing as a reason for job loss. Hant-level data
wth infornmation on turnover (quits, layoffs, firings, recalls, hiring )woul d
hel p us answer questions about firns' decisions to |ayoff workers and that

woul d further our understandi ng of the causes of job di spl acenent.
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Endnot es

1. This understandi ng characterizes virtually all studies of job
di spl acenent. One exception is the approach in G bbons and Kat z
(1991), who analyze the consequences of displacenent in the
context of an adverse selection nodel. They reason that when
enpl oyers have sone discretion over whomto |lay off, workers

di spl aced due to "slack work" (layoff w thout recall) are subject
to selection and therefore are potentially | ess productive. In
the 1984 and 1986 Di spl aced Wbrker Surveys, they find that

wor kers di spl aced under "slack work" conditions experience | onger
j obl ess durations and | ower post-di splacenent earnings than do
workers laid off when a whol e plant closes and sel ection
possibilities are absent.

2. To be specific, this is the definition used in the 1994 and
1996 surveys. In the 1984-92 surveys, the official BLS count (and
fol l omup) of displaced workers included individuals who responded
that their job |l oss was due to the end of a seasonal job or the
failure of a self-enployed business, or other simlar reasons.

3. See Topel (1990), Farber (1993, 1997), Evans and Lei ghton
(1995), and Fairlie and Kl etzer (1996) for discussions of
retrospective bias in the DW5s.

4. The 1994 and 1996 surveys ask about the nost recent three
years, while the 1984 to 1992 surveys had a five-year recal
period. As with the definitions discussed in note 2, this change
rai ses issues of conparability.

5. The DWS does not provide information about the at-risk group,
so Farber uses the nunber of workers enployed at the survey date
as a proxy for the pool of workers at risk of job displacenent.
See Kl etzer (1995b) for an alternative neasure of the nunber of
"at risk" workers. In addition, direct conparability across
surveys requires adjusting for the change in the recall period
fromfive years to three starting with the 1994 survey, as
mentioned in note 4. Based on his own cal culations of nmultiple
job loss captured in the Panel Study of Inconme Dynam cs, Farber
cal cul ated adjusted three-year job loss rates for the 1984-92
surveys.

6. These unenpl oynent spells are inconplete, as they were
reported by workers unenpl oyed at their survey date.

7. Their sanple consists of all workers who were enployed in the

aerospace sector and a random sanple of 20 percent of non-
aerospace durabl e goods manufacturing workers. They do not have
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a long enough tine period to restrict the sanple to workers with
Six or nore years tenure, but they can define a group of workers
simlar to JLS s "mass | ayoff separators.”

8. Ruhm (1991b) and Topel (1990) are earlier studies of the |Iong-
termcosts of displacenent using the PSID

9. See Shel burne and Bednarzi k (1993) for a study of the
geogr aphi c concentration of trade-sensitive industries.
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Tabel
Percant of Workerswith Job Lassin 3-year period, by education, ocoupation, and industry

1981-83 1983-85 1985-87 1987-89 1989-91 1991-93 1993-95

Pand A - Education
High Schodl Graduetes
Men 75 139 128 108 159 154 168
Women 121 101 90 91 12 116 153
Cdlegeor higher degree
Men 85 70 73 65 929 109 119
Women 59 54 52 52 73 79 106
Pand B - Occupetion
Manegers, Executives 82 70 74 64 9.3 97 78
Professond & Tedhnicd 51 53 43 35 54 55 59
Sdes& Adminidraive Support 85 6.7 75 69 92 91 9.3
Savice 59 57 56 48 6.8 65 73
Crdts Oparatives Leborers 212 168 128 11 173 137 135
Pand C - Indudry
Manufacturing 210 174 122 107 156 138 118

Trangportation, Communications 99 92 60 51 74 74 81
Public Utilities

Whdesde& Reall Trade 101 77 101 92 s 12 10
Hnance Insrance & Red Egate 40 33 58 58 91 91 95
Nonprofessond Sarvices 27 13 87 77 127 107 108
Professond Savices 26 23 28 24 38 39 46

Note Taken from Farber (1997), Appendix Tebles4a, 4b, 5, 6.
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Table3
Percat eanployed a the aurvey date, by yeer of digolacament

1981-83 1983-85 1985-87 1987-89 1989-91 1991-93 1993-95 All Years

580 626 6/0 689 598 657 709 649

Source: Farber (1997), Table6.
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