[
Jo

VOXEU / COLUMNS

In this section \4

LABOUR MARKETS

Revisiting the consequences of job displacement
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Decades of research have confirmed that job displacement causes significant and persistent earnings losses. This column presents new
evidence from workers displaced during firm closures in West Germany between 2000 and 2005 which suggests that these losses are
in fact much more heterogeneous than previously documented, and that the large average losses documented in previous work are
heavily influenced by a minority of workers who experience catastrophic earnings declines.
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A recurrent and urgent policy debate revolves around the long-term consequences workers face after job displacement events like firm
closures or mass layoffs. Historically, studies have shown that such displacements trigger substantial and persistent earnings losses for
affected workers. An extensive literature - dating back to Jacobson et al. (1993) and including influential recent studies by Davis and von
Wachter (2011) for the U.S. and Schmieder et al. (2023) for Germany - documents persistent earnings losses of 15-25% following
displacement, with older and less-educated workers disproportionately affected.

Much of this literature, however, has concentrated on average effects within and across groups of different workers, leaving a significant gap
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differences in how workers adjust after losing their jobs and masks the fact that roughly a quarter of displaced workers come out ahead after
five years.

The skewed distribution of earnings losses

We examine workers displaced from all firm closures in West Germany between 2000 and 2005. Our analysis employs a novel combination of
matching and synthetic control methods at the individual worker level, which enables us to capture the full distribution of displacement
losses rather than just average effects.

Our central finding is that the distribution of earnings losses is highly skewed, meaning that focusing solely on average outcomes gives an
incomplete and potentially misleading view of workers' actual experiences. The large average losses documented in previous work are
heavily influenced by a minority of workers who experience catastrophic earnings declines. In fact, the modal worker’s cumulative earnings
loss over five years amounts to just three months of pre-closure earnings - a significant but manageable reduction. A relatively large number
of displaced workers earn even more than comparable non-displaced workers following displacement. This finding is consistent with
Farber's (2017) finding that many displaced US workers quickly secure better-paying jobs.

Figure 1 illustrates the point graphically; the dots plot mean earnings differences between displaced and a comparable group of non-
displaced workers in the years before and after the displacement, while the grey/red shaded regions plot the full distributions. While the dots
demonstrate a steep and persistent decline in earnings for the average displaced worker, the distribution of these losses is quite wide. Large
losses are concentrated among a relatively small number of workers and many workers experience little disruption, or even earn more than

would have been expected absent the displacement.

Figure 1 Distribution of relative earnings losses after firm closure
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Notes: The figure displays the distribution of displaced workers' earnings losses throughout a period of five years before until five years after a firm
closure. The earnings losses are measured relative to the individual worker's average earnings in the three years before the displacement. The dots
represent the mean earnings losses for each period. The shaded areas represent the distribution of the displaced workers’ earnings loss estimates.

Source: IEB.

Limited predictive power of observable characteristics

Previous studies document differences in displacement effects for workers from different demographic groups - older workers, women, and
those with lower educational attainment typically suffer larger average losses. This literature also highlights the loss of firm-specific wage
premia as a primary driver of losses following displacement (e.g. Lachowska et al. 2020). Our findings align with these average patterns but



Even among displaced workers from the same firm, in identical roles, and with similar demographic characteristics, we find strikingly
divergent outcomes. Some quickly transition to new employment with stable or even improved wages, while others face protracted
unemployment or severe wage penalties. This within-group heterogeneity poses challenges for policymakers designing unemployment
assistance programmes, as targeting based on worker or firm characteristics alone may fail to direct resources to those who most need
them. Instead, ex ante unobservable factors and luck seem to drive a substantial portion of the heterogeneity in workers’ post-displacement
outcomes.

Distinquishing ‘adjusters’ from ‘casualties’

To further illustrate the heterogeneity in displacement outcomes, we classify workers into two groups based on the severity of their losses:
‘adjusters’ (lowest quartile of losses) and ‘casualties’ (highest quartile of losses). Although these groups are similar demographically, their
post-displacement labour market trajectories differ profoundly.

Adjusters react quickly. They switch occupations, industries, and even regions immediately after displacement. Adjusters stabilize quickly in
these new positions and typically regain or exceed their pre-displacement wage levels within five years. In contrast, casualties struggle to
regain stable employment, experiencing prolonged unemployment and unstable, low-paying jobs. Figure 2 documents this divergence
across a variety of different margins of adjustment:

Figure 2 Fraction of workers who switch firm, industry, occupation, and region after firm closure
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Notes: The figure compares the frequency of different margins of response to firm closure for Adjusters and Casualties around firm closures (time =
0). All changes are conditional on being employed during that year. The boxes in the upper-left corner summarize the average cumulative number of
changes during the five-year period post-displacement for each group.

Source: IEB.

Interestingly, both groups exhibit similar overall mobility - changing industries, occupations, and regions multiple times - but adjusters
make decisive moves immediately after displacement, while casualties experience delayed and unstable transitions. This finding echoes
recent research by Fallick et al. (2025), who emphasise the role of extended unemployment spells in exacerbating displacement losses.
Consistent with work by Minaya et al. (2023), we do not see large numbers of workers pursuing continuing education as a means of adjusting
to the displacement.

The effect of firm-specific factors is also nuanced. Casualties go to lower paying firms and receive wages significantly below average in these
firms. Adjusters go to slightly higher paying firms but then see wages significantly above the average worker in these firms.

Conclusion



policymakers may miss the substantial variation in displacement experiences among observably similar workers. Navigating a layoff
involves personal circumstance, resilience, and luck. These unpredictable factors complicate the design of effective assistance programmes,
as it remains difficult to anticipate who will adjust successfully and who will endure lasting disruption.
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