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Chapter 1

Changes in Job Stability and Job
Security: A Collective Effort to Untangle,
Reconcile, and Interpret the Evidence

David Neumnark

t a symposium at the Federal Reserve Bank of New York in the fall of

1996, various researchers presented their findings on changes in
long-term employment relationships in U.S. labor markets. The re-
searchers focused on two dimensions of these relationships: “job stabil-
ity,” meaning the duration of jobs or the probability of retaining or leav-
ing a job; and “job security,” referring to the likelihood of experiencing
involuntary job loss. The disparity of the conclusions was striking. Some,
myself included, reported that there was “nothing new under the sun.”
Despite intense media attention, culminating in the 1996 New York
Times series “The Downsizing of Amecrica,” overall changes in the stabil-
ity of jobs during the 1970s and 1980s were trivial or nonexistent.
Others, in contrast, reported substantial declines in job stability. Similar,
if slightly less sharp, disagreements emerged over job security, with some
research indicating large declines and other research reporting only mod-
cst declines or speculating that the increased job loss reflected changes in
survey methaods rather than real changes in the economy.

Toward the end of the day, Eric Wanner, president of the Russell Sage
Foundation, which helped fund the symposium, wondered what research
foundations could do to help resolve these contradictions and provide a
clear picture of labor market developments in the United States. Some-
what facetiously, I suggested that the foundation lock the various re-
searchers in a room and not let us out until we figured out exactly what
the data really say about these issues.

Sometime later, substituting comfortable surroundings, nice meals,
and nominal financial inducements for a lock on the door, many of the
researchers active in this debate convened and embarked on just this task.
The process began with a conference at which researchers presented pa-
pers that pursued two goals: first, to present the most up-to-date and
accurate assessment of their evidence on changes in job stability and job
security; and second, to reconcile their evidence with the findings of
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2 On the Job

other research, including both carlier papers and those presented at the
conference. In addition, some papers began to explore possible explana-
tions of changes in the employment relationship emerging from the on-
going research, adding a vital component to what to that point had been
largely a debate about empirical facts—a necessary first step, but an in-
complete research agenda. Following the conference, the usual process
of review and revision of the papers was accompanied by a deliberate
effort to push the contributors in the direction of reconciling, whenever
possible, contradictory findings, both among the papers and with respect
to other rescarch on job stability and job security. The final product of
this process is represented in this volume.

As the title of this chapter suggests, this process was unique in its col-
lective cffort to establish a consensus on the empirical evidence across
numerous papers using a variety of data scts. Besides assembling a set of
new papers that would generally advance our knowledge about changes
in job stability and job security, we also set out to push a research
“model” that focuses a number of papers simultaneously on the same
topic, with a strong emphasis on delineating points of reconciliation,
points of continucd disagreement, and, wherever possible, the reasons
for each. This emphasis gives this conference volume a unique flavor. It is
hard to read its chapters and not come away believing that as a whole—
but in some sense only as a whole—it substantially advances our knowl-
edge of changes in the employment relationship.

In this introductory chapter, I briefly summarize the original findings
presented in each chapter and then move on to what each has to say
about findings in the previous literature and in the other conference pa-
pers. My purpose is to provide a synthesis that is somewhat difficult for
the reader to obtain from reading the individual chapters without engag-
ing in his or her own detailed process of comparing and contrasting
them, since they are filled with a rather bewildering array of discussions
about data issues, measurement problems, alternative estimates, and ref-
erences to other research findings. I hope this synthesis helps the reader
absorb the contributions of this research more easily.!

In addition to the contribution this volume makes to the debate over
the changing employment relationship, I believe readers will also find in
it a wealth of useful suggestions and insights regarding the measurement
of worker-employer attachments (tenure, job separations, job loss, and
s0 on) in many of the main data sets that labor economists use in a variety
of applications. These contributions have resulted from what is probably
the most serious attention such issues have received. This volume may
prove indispensable not only in future research on changes in the em-
ployment relationship but also in a much wider body of research on job
mobility, job attachment, and job loss.



Changes in Job Stability and Job Security 3

JOB STABILITY
UNTANGLING THE EVIDENCE

The chapters in part I address the issue that has figured most prominently
thus far in the research and debate over changes in the employment rela-
tionship—whether the distribution of the duration of jobs has changed
appreciably in the U.S. economy in recent years, and in particular
whether jobs have become less stable. Chapters 2 through 5 use the main
secondary data sources available to labor economists to study this ques-
tion and are distinguished from previous research by two main features:
they update evidence through the mid- to late 1990s, and they make
serious attempts to verify and, more important, reconcile the evidence
from earlier studies and alternative data sources. Chapter 6 casts another
look at this question using a proprietary data set on a small sample of
large employers; by taking a narrowcr look at the question, the chapter
addresses the important issue of changes in the employment relationship
at the largest corporations. Table 1.1 summarizes the findings of these
papers in a form that enables easy comparison of data sets, samples, sam-
ple periods, the “definition” of stability, and results. Thus, my summary
of each chapter is brief and restricted to findings on job stability.

In chapter 2, David Jaeger and Ann Huff Stevens study the evolution
of job stability over the 1970s, 1980s, and 1990s using the two primary
data sources exploited in the earlier research: the Panel Study of Income
Dynamics (PSID) and the various tenure supplements of the Current
Population Survey (CPS). Whercas past rescarch has used primarily one
data set or the other, this is the first research to attempt to use both data
sets while doing everything possible to ensure that we are looking at
comparable measures from the two sources. Jacger and Stevens look at
job duration at both the “short” and “long” ends of the distribution by
measuring changes over time in the shares of workers with less than eigh-
teen months of tenure, and of those with less than ten years of tenure.
The former measure is closely related to turnover, since the fraction of
workers with low tenure would increase if workers were leaving or losing
their jobs (and becoming reemployed) at higher rates. The ten-year mea-
sure, which captures the extent to which workers are accumulating high
amounts of tenure on the job, is not as closely related to turnover per se,
since average tenure could be rising while the proportion with ten or more
years of tenure is shrinking.? Jaeger and Stevens find consistent results in
the PSID and in the CPS tenure supplements, indicating that the share of
workers with less than eighteen months of tenure rosc over the early part
of the sample period, but not since about 1983. In contrast, for men the
share with less than ten years of tenure began to increase in the late 1980s.

In chapter 3, my colleagues, Danicl Polsky and Daniel Hansen, and 1



('S “d uo sinn1s0d AGuL)

‘(soAEM
Jse[ Ul IysH
“1oyod -Anmy o3 Al
U251 107 [enbaun aI0Wl W03 pUE PauTpH ‘soAEA 1813
-ap aary Suiduerd qol 03 sumial a8epy ‘sdnosd ur oml-AJusm 661 102§ pue
2INUI) PUE ‘UOTIEINP ‘2Fe SSOIE SISTIE soGuey> 01 U22UNOJ) 01 6461 ASIN  “poopuel
Furpur] "uoyod WESTN I2THR2 UB] LOY0d a8ea ‘soe1 UOT 1g319-Aumyy 1861 ‘SLLIO
ASTIN Suoure a1er uonesedss roydiy Affenueisqng -exedos qol 1eaf-omT 0] waounoj 238y 01 9941 WASIN ‘aprequiag
"SI0 01 sjmaunsnipe
SMOIWNU 0] ISNAOT SINSIY “SIFYIOM [EUOISS
-oad-Teuafereur pamnusl-atow J0f dreys sgg61
ur Liqess qof ur sumda(q Arqels a1e8aug
-Ge U1 2urpAp pasuaLdxs Os[e SYE(Y SYOEq
10} PUB U T I0] PALIMII0 SISNIOM 9661
2mu33-1oyd1y Suowe souTRIp UayMm SOG4 1 pure
ut AJuo pagIatua sauHap 252D INQ SIMIOM (padordura ‘G661 ST UISTTEE]
J9P[O PUE 2MUII-IPYSTY SUoUIe PauTPap sajel satel -J[2% 10U ‘[ ‘1661 -a1ddns yiom pue
oY [ S91e1 UonuNA Jeak-14T12 0661 uonuaz qol reak -[Moudeuou) ‘86T 1ngunuod ‘Axstoq
Ajrea uy paSueyoun sajer uonjuaar yedk-mog  -Ydw pue gesfano]  s13¥Iom pasorduy ‘861 PUE U] §JD) SYIeuIman
"payead 21U MO[ AT STEYS UIYM
‘8861 YSNOIYl (JISJ PAsT SAPMIS I3TI() "STams
-ue Je[iuns pal sIseq 1u23sisU0d U0 pash §ID)
PUE (JISJ USTIOM O] 2INU] JO STe24 U] Ueyd {padordurs
$83] YIIm 2IeYs Ul puan of 'sdnoif aoer pue STEDA -J[os Jom) syuourajd
“o8e ‘vopesnpa 150Ul SSOIDE JUIISISUOD SUII] 21 ueyd $89f Jo padopdwa ‘auty -dns sigounq
-2 J "S086 T 23e] Ul SuuuT3aq 2Inua) Jo sTedd 2INU3} YIim JIEYS -Ayy 01 A1ram] 9661 sodopdurn
U231 UBYY $59] A ATBYS PISEIUT ‘96K O3 ‘sipuowr Uy 3 sa8e ‘sasnods 01¢/6]  PUE AU D
€861 30U ‘s1eak Al 1240 LU0 Ing ‘2Imual Jo UEIf] $$3] JO 20U pue spjoy 2661 SUAG
S[IUOLT U321 S12 Uelf) $53] YA OJLYS PASLIIdU] I SINfICM JO 2Teyg -SNOY JO SpROY 01 9461 aisd pue raSoe(
sSutpury SOWIOOINQ a8e1350D) pouag §19§ BIR(] UTEIA s1oypNy
spdureg

AIIqeIg qof uo s> ey, SAAPMS Jo suIpul Jo Arewrumg ' J[qEL



(Jd1S) vonedpnreg weidoxg pue 2wodU] jo £Lsang pue (XS TN ) [INoX Jo Asamng eupmufuoy
TeuoneN {WASTIN) Usy 3unoy jo Asamg [eurpnySuo] reucney {SJID) Asng ucnemndog Jusrmyy (IS J) SOTWRUA( Jtuodu] Jo Apmig [dUe] SUOREAAIGQY

‘s1aiosm Jorun{ Suoure
punoj a1asm suy fumord o1 aaneal suuy Jur
-ZISUMOP 1A POIBIDOSSE SAIET UOTIIINT 1aMO]

a1 JO 1S0T 'S066T T2A0 3501 2INUI] JO STEDA
AJU24] UeT) 210W pUe U] UBI} 2JOUT (114
SIJoMm JO 528eIUadI0 “SULIY §SOIDE Ajurroymm

10U YSNOo[e SPgET 1940 2501 2NUI) 2812y

ael

UONUNDT JEIA-DAT]
‘o1nua) Jo syeas
Aluoaa Uyl JJ0W
pue 31 ULyl 2101
s safejuanrad
ur sagueyd ‘armua

ageraae Ut 23uey)

STONIOM [TV

G
-3Tyag pue
SR]D uAY

‘saguey> qol

It pajeosse sureS a8em Ul YUP PIBAMUMOD
ON "Pa1EINPI-§$3[ 10] Paseasdu] Juamwiojdws
-mou Jo wonemp g ouiojdusuou o Tads
Aq panredwodde 3q 01 ApPY1] 210W 219m st
-pua qol 181 20u3ptAs NI 'SQE6T A[Te2 01
SOR6 1 -PIU WO UIIIP Je[ndas IS UT sajer
uoneredss AJUITOW Ul 25B2IDUT PUaTl ON 0861
I2)JE 2s8AIDUT OU {SORET O 5061 Woly ATUo
mq “pasearnur ([1SJ Ut suoneredas Areyunjosuf
"porrad spdures pue ‘SUONIUYIP QELIEA ‘SUOTI
-o1s21 opdures usAId I (IS Ul 10 JJIS

Ul 9SEIIDUT 10U PIp $3381 voneredas 1eak-2uQy

sa8ueq>

qofl uodn sa3uerp
o8em suoneredss
JO $ONISLISIDEIETD
‘uoneedos 10§
TOSEaT JO SUOTIEDT
-I§SE[D> IoY10 pue
suoneredas qol Arey
-UN[OAUI '$338I UOT]
-eredas qol poow

-2UQ pue IEd4-2UQy

padod

-wo ‘om1-A1X18
01 fauom) sade
‘dJIs ut sapew
-3] puE SI[RUI [[B
QIS W spoy
-2§107] JO SpEaY

(pauenr) afe

TMFOW
pue

F[eyos100)

(pasordura-jpos
10u) pakord
WD “Sa3TgM

srredsTE{-uou

sgurpury

SIWOIINQ)

a3eran0D)

spia
-PlICAA 11
-AAA UOSTRAA
30 (swy)
syuaqR
2661 Funmsuod
01 0661 Jo aseqeiR(g
o6l
01 1861 aIsd
5661
o1 €861 ddIS
pousy  $33G BIR(] UTRN
sidureg

sIoyIny

PARULIUOD)

T°'T219¢L



o On the Job

update the evidence on job stability based on CPS tenure supplements by
extending into the 1990s the type of estimates presented in our carlier
work. Rather than looking at point-in-time distributions of tenure or
some transformation thereof (such as the sharc with tenure below some
cutoff), we string together tenure supplements to estimate retention
rates, which are free of the influence of factors such as changes in partici-
pation.® Overall, however, the findings are quite consistent with those of
Jaeger and Stevens. Shorter-term (four-year) retention rates were largely
unchanged for the sample as a whole over the sample period (1983 to
1995). In contrast, longer-term (eight-year) retention rates fell in the
carly 1990s; both rates fell for higher-tenure and older workers, and
more so for higher-tcnure managerial and professional workers. These
results point to a weakened tendency, in the short run at least, for mana-
gerial and professional workers to remain in long-term jobs.

Annette Bernhardt, Martina Morris, Mark Handcock, and Marc Scott
look at job stability in chapter 4 by comparing two-year job separation
rates across cohorts of young white men in the National Longitudinal
Surveys (NLS). This data source, an alternative to the PSID or CPS, of-
fers some advantages that the authors describe (most important, a unique
employer code), but it also presents potential problems of changes over
tume stemming from differences in the survey methods used for the two
NLS cohorts. The authors carefully consider the issues that arise because
of differences between the surveys, and they present a compelling case
that their findings of substantially higher separation rates in the later
NLS cohort reflect a rcal behavioral change. Their results compare one
cohort followed over the period 1966 to 1981 with another cohort fol-
lowed over the period 1979 to 1994. Thus, their findings of higher sep-
aration rates in the more recent cohort to a large extent compare the
1970s with the 1980s and hence are not inconsistent with the evidence
reported in other chapters in this volume that job stability declined some-
what over the 1970s and early 1980s (see, for example, Jaeger and
Stevens) but not during the 1980s. In addition, their data are restricted
to relatively young men, in contrast to most of the other analyses in this
volume.

Bernhardt and her colleagues also broach the interesting question of
whether the consequences of job changing have shifted over time; they
report that the wage returns to job changing have declined and become
more unequal. Although there is not enough material in these chaprers
to reach definitive conclusions on this issue, I would argue that research
along these lines has a valuable role to play. Much of the recent debate
has been about empirical measurement of changes in the employment
relationship, but little if any research has asked, “So what?” To know
what to make of the evidence on changes in the employment relation-
ship, we need a betrer idea of what the consequences of such changes are.



Changes in Job Stability and Job Security 7

The study by Peter Gottschalk and Robert Moffitt is the first to look at
job stability using data from the Survey of Income and Program Partici-
pation (SIPP). The SIPP data offer two advantages. First, monthly data
allow the study of short-term dynamics, thus adding an important di-
mension to the study of job stability, given that a high fraction of workers
(about 20 percent) have less than onc year of tenure in their jobs. Sec-
ond, the SIPP includes thirty-two months of job history data with unique
identifiers throughout each panel. Looking first at one-year separation
rates, the authors reach conclusions similar to those of Jaeger and
Stevens—namely, that one-year separation rates did not increase from
1983 to 1995. Looking at monthly separation rates, Goteschalk and
Moffitt find not only no trend increase but, if anything, a decline from
the mid-1980s through the early 1990s.* Like Bernhardt and her col-
leagues, these authors devote some attention to the consequences of job
changes, finding, in contrast to the findings reported in chapter 4, no
downward drift in wage gains associated with job changes.

Finally, Steven Allen, Robert Clark, and Svlvester Schieber study a
database of consulting clients of Watson Wyatt Worldwide. These data
cover the 1990s only and principally permit comparisons of tenure distri-
butions over this period. The firms in these data display a fairly high de-
gree of downsizing, which may, of course, be related to their selection
into a sample of consulting clients. The key finding that Allen and his
colleagues emphasize is that, putting aside the impact on “downsized”
workers, the average tenure of the workforces in this sample of firms rose
over the 1990s, as did the percentages of workers with more than ten
years of tenure and with more than twenty years. Moreover, although
retention rates were naturally lower in downsizing firms (with downsiz-
ing defined simply as reducing employment), the differential appears for
lower-tenure, rather than higher-tenure, workers. In other words,
whether or not firms are downsizing, in these data we do not observe
declining representation of high-tenure workers. However, because these
data are not representative and cover a relatively short period, this evi-
dence does not necessarily undermine the conclusion from representative
samples that it was high-tenure, not low-tenure, workers who experi-
enced the decline in stability in the 1990s. One possible reconciliation is
that the types of very large corporations represented in these data may
have experienced different patterns of job scparation.

REcONCILING THE CONFLICTING FINDINGS

A summary of the attempts to reconcile or in some cascs verify the find-
ings reported in these chapters and in other research regarding changes in
job stability is presented in table 1.2.

Jaeger and Stevens address the vexing issue of why past research based
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10 On the Job

on the PSID (Marcotte 1996; Rose 1995) reported declines in job stabil-
ity over the 1980s, while evidence based on CPS tenure supplements
indicated little decrease in job stability from the 1970s to the 1980s or in
the 1980s. As already noted, Jaeger and Stevens conclude that there was
no increase in the share of workers with low tenure over the 1980s or
through the mid-1990s, but that stability fell from the 1970s to the
1980s. They attribute the contrast between earlier and later PSID studies
to changes in the questions in the 1980s that inflated measures of turn-
over in that period, and to sensitivity to the sample period: studies ending
in the late 1980s coincidentally used as their end date the peak in the
share of workers with low tenure (less than eightcen months). On the
other hand, they argue, the PSID studies reveal that, in contrast to CPS
studies comparing the 1970s and the 1980s, some relatively small but
rcal decreases in job stability occurred over this period, and they scem to
have been masked by changes in the CPS tenurc question in 1983. An
important conclusion from this chapter is that, in contrast to the impres-
sion created by the contradictory findings in the earlier research, the
PSID and CPS yield similar findings when used in a comparable manner.
Aside from helping to settle issues regarding trends in job stability, this
insight may reassure researchers who need information on turnover and
might sometimes find the CPS better suited to answering particular ques-
tions while at other times find a better fit in the PSID. Jaeger and Stevens
also present some evidence suggesting that the findings of Bernhardt and
her collcagues and the earlier findings of James Monks and Steven Pizer
(1998) of an increased separation rate from roughly the 1970s to the
1980s, based on the NLS surveys, are reflected in the PSID data, which
indicate what they characterize as a “strong™ incrcasc in the fraction of
young men with low tenure (in their data, from 1976 through 1988).

In chapter 3, Polsky, Hansen, and [ do not focus quite as much on the
reconciliation of conflicting evidence from different data sources. How-
ever, the extension of our earlier research through the mid-1990s pro-
vides a significant check on the consistency between anecdotal and media
reports of declines in long-term jobs and evidence from representative
samples. As suggested in Neumark and Polsky (1998), the “evidence”
from these two types of sources may have seemed contradictory because
the latter—rescarch-based evidence—lagged behind the media and an-
ecdotal reporting and therefore failed to pick up the most recent changes.
In that study, we concluded that the evidencc of declines in job stability
for more tenured workers overall in the 1990s, especially for managerial
and professional workers, was in part consistent with the anecdotal evi-
dence reported in the media, though we cautioned against drawing con-
clusions regarding long-term trends since these changes showed up
mainly in the first part of the 1990s.
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The analysis of Bernhardt and her colleagues of changes in separation
rates largely revisits an earlier paper, using the NLS cohorts, by Monks
and Pizer (1998), who reported rather sharp declines in two-vear reten-
tion rates between the NLS cohorts. After considering the role of mea-
surement issues, differences in attrition (which is plausibly associated
with measured job retention), and some other empirical issues, they
largely confirm the Monks and Pizer results, finding, if anything, an even
larger decline in job stability.

Finally, the Gottschalk and Mofitt chapter is not devoted to reconcil-
ing conflicting evidence but rather to presenting evidence on short-term
dynamics from the SIPP. However, to ensure that any differences they
find are not due simply to differences between data sets, they first en-
deavor to verify that the SIPP and the PSID, when used longitudinally
and in a comparable fashion to study yearly turnover, yvield similar results.
In addition, becausc past rescarch with the PSID did not treat it as a
longitudinal data set but instead as a series of cross-sections, an impor-
tant by-product of their “benchmarking” of the data is showing that
when the PSID data are used longitudinally, they give very similar results
to thosc obtained when using the PSID as a series of cross-sections; al-
though estimated separation rates shift, the time-series pattern of no up-
ward trend remains the same. Again, this finding is of interest to re-
searchers who may be measuring job stability or turnover with other
questions in mind that require longitudinal data.

JOB SECURITY

Although the research on job stability focuses on the duration of jobs,
another critical dimension is what has come to be labeled “job security.”
The distinction between job stability and job security was introduced as a
means of sharpening the interpretation of different types of changes in
the employment relationship.®> A decline in job durations might be con-
strued as negative or positive depending on whether workers are leaving
their jobs involuntarily more often or quitting their jobs more frequently
to take better jobs (such as occurs to some extent in an economic expan-
sion). A decline in job security, in contrast, refers specifically to a decline
in job durations attributable to increased involuntary job loss, an unam-
biguous “negative” from the perspective of workers. Tracking changes in
both job stability and job security is important for understanding how
the employment relationship is changing. As in the previous section, ta-
ble 1.3 presents the evidence on changes in job security in a condensed
form, and table 1.4 summarizes the attempts to reconcile the conflicting
evidence.
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14 On the Job

UNTANGLING THE EVIDENCE

Part IT opens with Robert Valletta’s chapter on the evidence on changes
in the probability of dismissal over the period 1976 to 1992 using the
PSID. Valletta estimates how this probability has changed differentially
for high- and low-tenure workers; how this probability varies (overall,
and with tenurc) in declining versus expanding sectors; and how the lat-
ter relationships have changed over time. These particular empirical an-
alyses are motivated by what is one of the first attempts in this growing
literature to offer a theoretical framework for interpreting the cmpirical
analysis. In particular, Valletta attempts to estimate parameters that
might reflect behavior in the context of implicit employment contracts
that are designed to overcome incentive problems and imperfect mon-
itoring, as well as changes in the terms of such contracts, although he
acknowledges that the theoretical framework does not impose cnough
structure on the empirical analysis to test sharp hypotheses. Nonetheless,
there is cvidence consistent with the general “implicit contracts” ap-
proach, in particular the diminution of the influence of tenure in reduc-
ing the likelihood of dismissal for workers in declining sectors, dismissals
that Valletta interprets as cmployer default on delayed payment contracts
in the face of adverse shocks. In light of this framework, the upward
trend in dismissals for high-tenure workers and a similar upward trend in
quits suggest some change in the incentives or behavior underlying long-
term implicit contracts. Valletta’s chapter clearly establishes a case for
incorporating more theoretical analysis into what has until now been a
purely empirical research agenda.

Jay Stewart’s contribution to the job security literature is to develop a
time series on job loss that can be used as an alternative to those based on
the PSID and Displaced Workers Surveys (DWS), which have been used
to date. As Stewart points out, neither of these two data sources provides
consistent measures of job loss over time. The changes in questions over
time in the PSID have received careful attention in previous research
(see, for example, Polsky 1999). The changes in the DWS are more re-
cent, but their impact on estimates of changes in job loss in the 1990s is
potentially serious (see Polivka and Miller 1998; Farber 1998b; Polivka
1998). Stewart looks instead at the rate of employment-to-unemploy-
ment transitions in the CPS over a thirty-year period. Although such
transitions are not synonymous with job loss—some job-losers go di-
rectly to other jobs—they offer an alternative perspective. Stewart then
reports findings that draw some potentially interesting contrasts with the
existing literarure. He finds that the rate of transition to uncmployment
increased in the 1980s relative to the 1970s but did not increase in the
1990s. For example, for most groups this rate was lower during the 1990
recession than during the more severe 1982 recession. However, this was
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reversed for some groups that typically are quite insulated from reces-
sion-induced spells of unemployment, including morc educated workers,
more experienced workers, and white-collar workers. This finding may
provide some support for the greater media attention and, in my view,
hyperbole regarding decreased job stability and job sccurity in the 1990s.
In particular, those in the media may have increased the attention they
paid to these issues in part because their peers were experiencing far
greater dislocation than they had at other times.*

Stefanie Schmidt presents a different kind of evidence altogether,
namely, estimates of how workers’ perceptions regarding job security have
changed over time. Using the General Social Survey (GSS) from 1977 to
1996, Schmidt studics changes over time in the perceived likelihood of
job loss or layoff (in the next twelve months) and the perceived likeli-
hood of job loss coupled with the perceived difficulty of finding a job
with similar income and benefits; she refers to the latter combination as
“costly job loss.” It is useful to consider what these unconventional data
can tell us about changes in job security. There are at least three ways to
interpret the GSS data, all of them potendally informative. One is as a
check on the objective findings from other data sources. If workers’ per-
ceptions parallel evidence on job loss from the PSID, DWS, and CPS,
then the strength of that evidence would be bolstered. On the other
hand, we might attribute any undue pessimism in workers’ subjective
assessments to exaggerated claims in the media and elsewhere regarding
the decline of long-term employment relationships. Second, these data
may be informative about changes in the distribution of the probabilitics
of job loss as they measurc the ex ante probabilities that workers face job
loss rather than ex post measures of actual job loss. For example, an em-
ployer could lay off a higher-than-normal fraction of its workforce but
commit to lifetime job security for the remaining workers, in which case
we might observe more job loss but increases in perceived job security for
many workers. Third, “security” is a subjective characteristic, and a
change in workers’ subjcctive assessments of their job security—whether
validated or not in observed behavior for the same period—may still have
implications for labor market behavior. For example, as Schmidt sug-
gests, drawing on testimony by Federal Reserve Board Chairman Alan
Greenspan, a grcater perceived threat of job loss could moderate wage
inflation demands, yet if this perceived threat does indeed moderate
wage demands, the threat may never be realized.’

Schmidt’s evidence suggests that, in terms of workers’ perceptions of
job security, the 1990s were different from the earlier decade and a half.
Perceived risk of job loss, especially costly job loss, rises during a reces-
sion, but workers were more pessimistic in the period following the re-
cession of 1990 to 1991 than in earlier comparable periods, although the
perceived risks of both types of job loss declined following the recession.



16 On the Job

In common with the other work on both job stability and job security,
these findings point to some unique developments in the early to mid-
1990s but do not cstablish any long-term trends. More important, per-
haps, Schmidt’s research suggests that more careful analysis of data on
workers’ perceptions of job security can further our understanding of la-
bor market developments generally, not just changes in job stability and
job security.®

ReconcILING THE CONFLICTING FINDINGS

There is not as much conflicting evidence in the prior literature on job
security as there is in the literature on job stability. Most papers, includ-
ing those in this volume, report some evidence of declining job security.
The disagreements focus more on the timing of the changes, in particular
whether job security declined in the 1990s. This is, of course, an impor-
tant issue, since tests of explanations of changes in job security to some
extent hinge on the coincidence of the timing of changes in job security
and the causal factors under consideration.

Gottschalk and Moffitt’s replication of some PSID results on changes
in involuntary terminations, although not central to their analysis, is
based on careful consideration of how best to use the PSID in a consis-
tent manner over time. These replications lead them to conclude that the
findings from the PSID reported by Johanne Boisjoly, Greg Duncan, and
Timothy Smeeding (1998 )—that involuntary terminations rose over the
1970s and 1980s—were driven by increases from the 1970s to the
1980s, but not by increases over the 1980s. Note that this conclusion
squares with Stewart’s conclusion that, in his data, there was little change
in job security from the mid-1970s through the mid- to late 1990s (see
table 1.4).

Aside from addressing the evidence in the paper by Boisjoly and his
colleagues (1998), Stewart also carefully explores two other sets of find-
ings on changes in job security from the previous literature. He devotes
most of his attention to Henry Farber’s (1997b) conclusion, based on
the DWS, that thc rate of job loss increased over the 1990s (from the
period 1991 to 1993 to the period 1993 to 1995), a finding not repli-
cated in Stewart’s data. Stewart is cognizant of the fact that his employ-
ment-to-unemployment transitions do not necessarily measure the same
thing as job loss in the DWS. But following careful consideration of dis-
crepancies between the two measures, and the effects of changes in the
DWS questionnaire, he concludes that changes in the questions in the
1996 DWS (covering the 1993 to 1995 period) resulted in more job-
leavers being classified as job-losers than in previous surveys, and that the
job-loss rate actually did decline in this period.

Finally, Stewart also revisits the evidence in Monks and Pizer (1998),
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reporting an increase in the rate of job loss across the NLS cohorts. Stew-
art finds consistent evidence in the CPS data for some education groups
(those with only a high school education), but no rise for other groups
(college graduates or those with some college). Whereas other authors
have speculated that the NLS findings (including possibly those reported
in this volume by Bernhardt and her colleagues on job stability) may be
driven by differences between the survey methods used for the different
NLS cohorts, Stewart suggests that such an cxplanation is unlikely since
it would tend to apply across all schooling groups, not just isolated ones.

INTERPRETING AND UNDERSTANDING SOURCES OF
CHANGE IN THE EMPLOYMENT RELATIONSHIP: A BEGINNING

The chapters discussed to this point parallel the existing research on job
stability and job security in that they focus on the measurement of
changes in these characteristics of the employment relationship. Al-
though an accurate description of changes in job stability and job secu-
rity is, of course, critical, especially in light of the disagreements in past
research, it is equally imperative to develop an understanding of why any
changes have occurred. Job stability and job security are, after all, only
symptoms of underlying behavioral changes. Among the previously dis-
cussed chapters, only Valletta’s emphasizes this point explicitly, but his
focus is theoretical. The four chapters in part I, in contrast, seek to
understand which changes in the behavior or decisions of employers and
in the choices of workers underlie changes in job stability and job secu-
rity. Because this inquiry is new and not as focused on a previous litera-
ture, these chapters are a bit morc cclectic in terms of the types of behav-
iors, decisions, and outcomes studied. They are summarized in table 1.5.

Alec Levenson focuses on changes in part-time and temporary work
(that is, employment in the temporary staffing industry). He considers
both voluntary and involuntary part-time work because the latter in par-
ticular is thought to correspond more to the “menu™ of jobs that firms
offer workers in the labor market (a presumption that he questions).
Overall, the rate of involuntary part-time employment has grown since
the 1970s, although this growth occurred principally between the 1970s
and 1980s. (For a thorough analysis of overall trends in part-time em-
ployment, see Levenson 1996.) The rate of temporary employment in-
creased sharply after the 1970s, though it grew from a very small basc
and therefore remains low. Levenson first documents that involuntary
part-time work has grown faster for low-skill men and women than for
high-skill men and women, and that voluntary part-time work and tem-
porary employment has increased faster for low-skill men. These findings
provide the jumping-off point for his inquiry. The growth in involuntary
part-time and temporaty work appears to be part of the shift toward the
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increasingly “bad” jobs oftered to low-skill workers. Although not docu-
mented in this chapter (see, however, Henry Farber’s chapter in this vol-
ume), these jobs arc probably less stable and secure, suggesting a link
between the types of jobs some firms are offering and changes in job
stability and job security.

However, Levenson considers an important alternative hypothesis. We
know that the wages of low-skill workers have fallen over the past couple
of decades, both absolutely (in real terms) and relative to high-wage
workers, and that this decline is in part responsible for the relative de-
clines in labor-force participation among low-skill individuals (see, for
example, Katz and Murphy 1992; Juhn 1992). Levenson builds on this
research by asking whether the rclative rise in involuntary part-time and
temporary work among low-skill workers in fact reflects a voluntary labor
supply response to lower wages. With respect to part-time work, this
would imply, of course, that the “involuntary” distinction used in the
CPS is not meaningful; it may reflect an inability to find full-time work at
the wage at which the individual would choose to work full-time rather
than an inability to find such work per se. Levenson finds that for men,
but not for women, the relative increase in involuntary part-time work
among the less skilled can be partly understood as a labor supply re-
sponse, and that only a small amount of the relative increase in temporary
employment among low-skill men can be explained as a labor supply re-
sponse. This finding injects an important perspective into the debate
about changes in the employment relationship broadly defined—namely,
whether some of the changes reflect market responses to relative wages,
or changes in workers’ prefcrences or constraints, rather than changes in
the nature of the employment relationship per se driven by corporate
restructuring, management strategies, and so on.

Henry Farber looks at a different source of the flow of workers into
temporary and involuntary part-time employment. He defines temporary
employment more broadly to include on-call and contract work. Match-
ing data from the DWS to the 1995 and 1997 Contingent and Alterna-
tive Employment Arrangements Supplements (CAEAS) to the CPS, he
finds that workers who lose jobs arc more likely to be in temporary or
involuntary part-time jobs than workers who have not lost their jobs.
Farber goes on to characterize these jobs and the workers who fill them
in more detail. In particular, he finds that the relationships between job
loss and temporary or involuntary part-time employment weaken with
time, suggesting that these jobs are to some cxtent used as workers make
transitions back to full-time, regular employment following a job loss.
Indeed, his evidence suggests that those in temporary jobs specifically are
of two types: job-losers using them as transitions back to full-time, regu-
lar employment; and voluntary part-time workers who prefer these jobs
over other alternatives.
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Although the nature of Farber’s evidence is different, the perspective it
yields is in some ways similar to Levenson’s. In particular, we should not
necessarily view involuntary part-time or temporary employment as
“bad” employment relationships foisted on workers who would other-
wise have full-time, regular jobs. Job loss is a persistent phenomenon,
and the availability of transitional jobs may serve a useful function. More-
over, as Levenson points out, some workers may prefer some types of
flexible or nonpermanent employment relationships. The evidence Far-
ber presents is cross-sectional, but coupled with some other cvidence
suggesting that the rate of job loss has increased it could explain part of
the growth in involuntary part-time employment and temporary employ-
ment. If the relationship between job loss and employment in these types
of jobs has been stable over time, then higher rates of job loss would lead
to a higher incidence of these types of employment. However, this can-
not be established with the data Farber has available; data on most forms
of temporary employment, in particular, are available beginning only
with the CPS contingent work supplements in 1995.

Susan Houseman and Anne Polivka study flexible employment ar-
rangements, broadly defined. They begin by presenting evidence from an
Upjohn Institute employer survey on why employers use flexible staffing
arrangements. They focus on the reasons that are likely to have implica-
tions for job stability, in particular whether employers use these arrange-
ments to screen workers for more permanent positions, and whether they
actually move cmployees in flexible arrangements into regular positions.
Houseman and Polivka conclude that employers sometimes use flexible
arrangements for screening—most notably agency temporaries—but
that other factors are generally more important in determining em-
ployers’ reliance on these employment arrangements.”

The main part of their analysis exploits the CPS contingent work sup-
plement, matching the 1995 supplement to other CPS files to obtain
evidence on job turnover among workers in flexible and regular employ-
ment relationships. Their principal finding is that workers in these flex-
ible employment relationships are less likely to remain in their jobs for an
additional ycar (or an additional month) than workers in full-time em-
ployment. Among workers in such flexible arrangements, this is espe-
cially true for agency temps, on-call workers, direct-hire temps, and con-
tract workers. IHouseman and Polivka are naturally concerned with the
possibility that workers in these latter types of jobs are simply higher-
turnover workers—that it is not the nature of the jobs per se that reduces
job stability. Although more complete panel or work history data might
address this issue better, they argue—based on controls they can include
(measures of very recent job loss, turnover, unemployment, and non-
employment), as well as on other evidence from longitudinal data for
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temporary services workers (Segal and Sullivan 1997)—that there is a
causal cffect of employment in these types of arrangements on job stabil-
ity.

On the assumption that their evidence points to such a causal effect,
Houseman and Polivka also attempt to answer the question of whether
the growth of flexible staffing arrangements can explain part of the mod-
est decline in job stability in the 1990s. Because of data limitations and
the lack of evidence on the relationship between flexible employment
arrangements and job stability in earlier years, this exercise must be
viewed cautiously. But based on their estimates, the authors’ calculations
suggest that the growth in flexible employment arrangements from 1986
to 1996 may explain nearly one-third of the modest decline in job stabil-
ity over this period.

Finally, Peter Cappelli seeks to shed light in chapter 13 on the corpo-
ratc downsizing phenomenon, which has been fingered by the media as a
prime cause of the decline in job stability and job security in the 1990s,
although its contribution to overall trends is difficult to gauge. Cappelli
seeks to accomplish two goals with his analysis of establishment-level
data from the 1994 and 1997 National Employer Surveys. First, he is
interested in understanding some of the characteristics of establishments
and their workforces that are related to the incidence and magnitude of
downsizings. Second, he examines the consequences of downsizing for
productivity and labor costs per employee. To operationalize the concept
of downsizing, Cappelli defines such an event as an employment reduc-
tion that is not associated with excess capacity. Such employment reduc-
tions scem more likely to coincide with events such as corporate reorga-
nizations and management restructurings, which correspond to the
popular conception of a downsizing, than to be associated with slack de-
mand.” To the best of my knowledge, this chapter is the first establish-
ment-level empirical analysis, based on representative data, of the deter-
minants and consequences of downsizing in terms of workforce and
establishment characteristics or outcomes. It is easy to criticize the data
for a failure to capture unambiguous downsizings, specific events, or fac-
tors that might have spurred them. Nonetheless, it presents some new
evidence that helps inform our understanding of downsizing.

Cappelli reports that downsizings are associated not only with reduc-
tions in labor costs per worker but also with declines in sales per worker
(productivity), suggesting that overall performance is unlikely to be ¢n-
hanced by downsizing."* The failure to find beneficial consequences of
downsizing is consistent with the research cited by Cappelli indicating
that financial performance on average declines after a downsizing, al-
though this research also indicates that downsizings accompanied by spe-
cific features—such as restructuring plans—may have more beneficial fi-
nancial effects.'? The apparent absence of beneficial performance effects
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implies that the motivations for the downsizings, which are believed to
have gencrated at least some of the increased job loss in the 1990s, re-
main somewhat of a mystery. Of course, a strong possibility is that the
existing studies, including Cappelli’s, fail to capture the right countertac-
tual through regression controls. That is, what might have happened to
establishments or firms had they not downsized could have been far
worse than what happened to other establishments or firms that are simi-
lar in terms of the control variables available to researchers. In this case,
downsizings are driven by idiosyncratic factors that are unobserved by
the researcher, and regressions such as those reported by Cappelli and
elsewhere in the literature could be biased against finding positive effects
of downsizing. Although Cappelli’s use of the National Employer Sur-
veys to study employment reductions in the absence of excess capacity
ought to reduce any such bias, this is a difficult issue to resolve fully.
More important, however, this chapter should spur other researchers to
attempt to better understand the decision to downsize and its conse-
quences and to figure out how to gauge the aggregate role of downsizing
in generating changes in job stability and job security.

CONCLUSIONS

Although readers may draw somewhat different conclusions from the
chapters in this volume, I believe that they point to a relatively broad and
in many cascs consistent set of facts regarding changes in the employ-
ment relationship. Ovcerall, my reading of the evidence is that the 1990s
have witnessed some changes in the employment rclationship consistent
with weakened bonds between workers and firms. Although the magni-
tudes of these changes sometimes suggest sharp breaks with the recent
past, they nonetheless indicate that these bonds have been only weak-
encd, not broken. Furthermore, the changes that occurred in the 1990s
have not persisted long cnough even to earn the label “trends.” This
makes it at least as plausible, based on what we know at this point, to
conclude that these changes are the unique product of changes in the
corporate world in the 1990s rather than longer-term developments that
will necessarily persist or accelerate in the near future. It is therefore pre-
mature to infer long-term trends toward declines in long-term employ-
ment relationships, and even more so to infer anything likc the disap-
pearance of long-term, secure jobs.

One shortfall in our knowledge that this volume tries to ameliorate
concerns what we know about the sources of changes in job stability and
job security in the 1990s. The chapters addressing this question point to
some possible explanations, including relative wage movements, growth
in alternative employment relationships, and downsizing. However, with
the possible exception of the first explanation, this list does not encom-
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pass “fundamental” or exogenous changes that have an impact on the
employment relationship; rather, it suggests how various changes in the
employment relationship may reinforce each other. To the extent that we
can understand the structural changes underlying empirical observations
on changes in job stability and job security, we are in a better position to
make inferences or predictions about future developments. In my view,
this is one of thc most fruitful frontiers for research on changes in the
employment relationship.

This chapter provides a road map to the contributions made by the
authors of the other chapters in this volume, but reading a map is not the
same as taking the trip. In addition to gaining an appreciation of the rich
and detailed analyses that each chapter presents, researchers interested in
exploring the employment relationship will find here many interesting
detours, side trips, and perhaps even a few unmarked highways that invite
further exploration and ultimately a better understanding of this complex
topic.
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NOTES

1. I do not review the previous literature except in cases where its findings are
directly addressed in these chapters. For reviews of that literature, sec
Schmidt and Svorny (1998}, Marcotte (1995), and Dicbold, Ncumark, and
Polsky {1997). For broader reviews of workplace changes extending well
beyond job stability and job security, sece Cappelli and his colleagues
(1997), Cappelli (1999}, and Committee on Techniques for the Enhance-
ment of Human Performance (1999). For a brief overview of a subset of the
papers included in this volume, see Valletta (1999).

2. This emphasizes a more general issue in this research, namely, that we do
not have sufficient data to observe changes over time in full distributions of
completed tenure spells for jobs beginning at different points of time. We
have to choose instead particular metrics that may obscure some of the de-
tails regarding changes in these distributions.

3. Jaeger and Stevens present results that address the issue of changing partici-
pation in another way, by comparing employment-based and population-
based measures.

4. In research released after the earlier versions of this chapter, but apparently
done concurrently, Cynthia Bansak and Steven Raphael (1998) and John
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Fitzgerald (1999) reached the similar conclusion that the SIPP data do not
provide evidence of a decline in job stability.

5. To the best of my knowledge, this distinction was introduced into the re-
cent debate by Robert Valletta (1996).

6. This hypothesis was suggested in Neumark and Polsky (1998). See Kletzer
(1994) for a review of evidence on the changing incidence of displacement
for white-collar workers in the carly 1990s.

7. Greenspan stated in testimony before the U.S. House Committee on Bank-
ing, Housing, and Urban Affairs on February 26, 1997, that “atypical re-
straint on compensation increascs has been evident for a few years now and
appears to be mainly the consequence of greater worker insecurity™ (see
also Aaronson and Sullivan 1998).

8. For another recent attempt to study workers’ perceptions of job security
and probable outcomes in the event of job loss {using the Survey of Eco-
nomic Expectations [SEE]), see Manski and Straub (1999}, a paper that
took some steps toward making theoretical predictions of the patterns of
these perceptions and expectations in the data.

9. They also report some suggestive evidence, based on CPS data discussed
later, that workers are sometimes moved from regular permanent positions
into flexible arrangements.

10. This definition contrasts with the common equating of downsizing with em-
ployment reductions (see, for example, Allen et al., this volume; Farber and
Hallock 1999; and the American Management Association’s annual survey on
downsizing, job elimination, and job creation).

11. This finding parallels the finding in Cappelli and Neumark (1999) that the
introduction of innovative work practices appears to move labor costs per
worker and productivity in the same direction—positive in this case.

12. In a recent study of this issue, Farber and Hallock (1999) reported that the
magnitude of the negative effects of reductions in force on stock prices has
declined over rime, suggesting that more recent reductions in force have
focused on improvements in efficiency (downsizing?) rather than reductions
in product demand.

REFERENCES

Aaronson, Daniel, and Daniel G. Sullivan. 1998. “The Decline of Job Security
in the 1990s: Displacement, Anxiety, and Their Effect on Wage Growth.”
Economic Perspectives 22(1): 17-43.

Bansak, Cynthia, and Steven Raphael. 1998. “Have Employment Relationships
in the United States Become Less Stable?” Discussion paper 98—15. San Di-
ego: University of California, Department of Economics.

Boisjoly, Johanne, Greg J. Duncan, and Timothy Smeeding. 1998. “The Shift-
ing Incidence of Involuntary Job Losses from 1968 to 1992.” Industrial Re-
lations 37(2): 207-31.

Cappelli, Peter. 1999. The New Deal at Work. Boston: Harvard Business School
Press.



26 On the Job

Cappelli, Peter, Laurie Bassi, Harry Katz, David Knoke, Paul Osterman, and
Michael Useem. 1997. Change ar Work. New York: Oxford University Press.

Cappelli, Peter, and David Neumark. 1999. “Do ‘High-Performance’ Work
Practices Improve Establishment-Level Outcomes?” NBER working paper
7374. Cambridge, Mass.: National Bureau of Economic Research.

Committee on Techniques for the Enhancement of Human Performance. 1999.
The Changing Nature of Work: Tmplications for Occupational Analysis. Wash-
ington, D.C.: National Academy Press.

Diebold, Francis X., David Neumark, and Danie] Polsky. 1997. “Job Stability in
the United States.” Jaurnal of Labor Economics 15(2): 206-33.

Farber, Henry S. 1997a. “Trends in Long-term Employment in the United
States, 1979-1996.” Industrial Relations Section Working Paper. Princeton,
N.J.: Princeton University.

——. 1997b. “The Changing Facc of Job Loss in the United States: 1981-
1995.” Brookings Papers on Economic Activity: Microeconomsics 1: 73-119.

. 1998a. “Are Lifetime Jobs Disappearing?: Job Duration in the United

States: 1973-1993.” In Labor Statistics Measuvement Issues, edited by John

Haltiwanger, Marilyn Manser, and Robert Topel. Chicago: University of Chi-

cago Press.

. 1998b. “Has the Rate of Job Loss Increased in the Nineties?” Proceed-
ings of the fiftieth annual meeting of the Industrial Relations Rescarch Asso-
ciation, Madison, Wisc. (vol. 1, pp. 88—98).

Farber, Henry S., and Kevin F. Hallock. 1999. “Have Employment Reductions
Become Good News for Shareholders? The Effect of Job Loss Announce-
ments on Stock Prices, 1970-1997.” Unpublished papcer. Princeton Univer-
sity, Princeton, N.J.

Fitzgerald, John. 1999. “Job Instability and Earnings and Income Conse-
quences: Evidence from SIPP: 1983-1995.” Unpublished paper. Bowdoin
College, Brunswick, Me.

Gottschalk, Peter, and Robert Moffitr. 1994. “The Growth of Earnings Stability
in the U.S. Labor Market.” Brookings Papers on Economic Actevity2: 217-72.

Hipple, Steven. 1998. “Contingent Work: Results from the Second Survey.”
Montbly Laboy Review (November): 22-35.

Juhn, Chinhui. 1992. “Decline of Male Labor Market Participation: The Role of
Declining Market Opportunities.” Quarterly Journal of Ecomomics 107(1):
79-122.

Katz, Lawrence F., and Kevin M. Murphy. 1992. “Changes in Relative Wages,
1963-1987: Supply and Demand Factors.” Quasterly Journal of Economics
107(1): 35-78.

Kletzer, Lori G. 1994, “White-Collar Job Displacement, 1983-1991.” Un-
published paper. University of California, Santa Cruz.

Levenson, Alec R. 1996. “Recent Trends in Part-time Employment.” Contesn-
porary Economic Policy 14(1): 78-89.

Manski, Charles F., and John D. Straub. 1999. “Worker Perceptions of Job In-
security in the Mid-1990s: Evidence from the Survey of Economic Expecta-
tions.” NBER working paper 6908, Cambridge, Mass.: National Burcau of
Economic Research.

Marcotte, David E. 1995. “Declining Job Stability: What We Know and What It
Means.” Journal of Policy Analysis and Management 14(4): 590-98.




Changes in Job Stability and Job Security 27

———. 1996. “Has Job Stability Declined?: Evidence from the Panel Study of
Income Dynamics.” Unpublished paper. Center for Governmental Studies,
Northern Illinois University.

Monks, James, and Steven Pizer. 1998, “Trends in Voluntary and Involuntary
Turnover.” Industrial Relations 37(4): 440-59.

Neumark, David, and Dani¢l Polsky. 1998. “Changes in Job Stability and Job
Security.” IRRA Series (proceedings of the fiftieth annual meeting) 1: 78-87.

Polivka, Anne E. 1998. “Discussion.” TRRA Series (proceedings of the fiftieth
annual meeting) 1: 107-9.

Polivka, Anne E., and Steven Miller. 1998. “The CPS After the Redesign: Refo-
cusing the Economic Lens.” In Labor Statistics Measurement Issues, edited by
John Haltiwanger, Marilyn Manser, and Robert Topcl. Chicago: University of
Chicago Press.

Polsky, Daniel. 1999. “Changing Consequences of Job Separations in the
United States.” Tndustvial and Labor Relations Review 52(4): 565-80.

Rose, Stephen. 1995. “Declining Job Security and the Professionalization of
Opportunity.” Research report 95-4. Washington, D.C.: National Commis-
sion for Employment Policy.

Schmidt, Stefanic R., and Shirley V. Svorny. 1998. “Recent Trends in Job Secu-
rity and Stability.” Journal of Labor Research 19(4): 647-68.

Segal, Lewis M., and Daniel G. Sullivan. 1997. “The Nature of Temporary Ser-
vices Employment: Evidence from State Ul Data.” Unpublished paper. Fed-
eral Reserve Bank of Chicago.

Valletta, Robert G. 1996. “Has Job Security in the United States Declined?”
Federal Reserve Bank of San Francisco Weekly Letter 96(7, February 16).

. 1999, “Recent Research on Job Stability and Security.” Federal Reserve

Bank of San Francisco Weekly Letter 99(22, July 23).







Part |

Job Stability






Chapter 2

[s Job Stability in the United States
Falling? Reconciling Trends in the
Current Population Survey and the Panel
Study of Income Dynamics

David A. Jaeger and Ann Huff Stevens

he degree of job stability in the U.S. economy is of substantial con-

cern to workers and policymakers and has important implications for
a variety of economic applications. Documenting trends in job stability
over the past twenty-five years, however, has become a controversial ex-
ercise. Press reports continue to emphasize deteriorating job stability,
though support for this asscrtion from empirical ¢conomic studies has
been limited. One reason for the continuing ambiguity in the literature
on trends in job stability is the apparent sensitivity of empirical results to
the specific data source used. Results that differ across presumably repre-
scntative and widely used data sets are always a matter of concern to
empirical researchers, but the enormous attention recently paid to job
stability makes resolution of this issue of more than methodological in-
terest. This chapter aims to resolve one arca of ambiguity by examining
whether the Panel Study of Income Dynamics (PSID) and the Current
Population Survey (CDPS) yield systematically different results with re-
spect to comparable measures of employer tenure.

The suspicion that different data lead to different conclusions about
trends in job stability ariscs from both a review of the growing literature
on this topic and specific references within that literature. Several PSID-
based studies report an increase in job mobility since the 1970s, while
most CPS-based work finds no overall trend through the late 1980s.
Dave Marcotte (1995) and Peter Gottschalk and Robert Moffitt (1994),
in particular, have noted that the conclusions of studics based on the
PSID seem to differ systematically from those using the CPS. Examina-
tion of the conclusions of other studies in this area supports the notion of
a relationship between findings and the data used. Despite this pattern,
there has been no attempt to producce a directly comparable set of results
between the PSID and CPS." Moreover, it is not possible to reconcile the
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inconsistencies solely with reference to existing rescarch. The available
studies utilize different measures of job stability, have different sample
coverage, and focus on several different time periods, all of which make it
difficult to judge whether the different conclusions can be explained by
the specific details of each study. Because panel data such as the PSID are
often nccessary to answer questions relating to the consequences of job
instability, it is important to know whether the PSID can produce results
consistent with the CPS when changes to the survey are handled appro-
priately.

Our results suggest that, during the 1980s and 1990s, the two data
sets produce similar measures of the level of and trends in employer ten-
ure. We find little evidence in either data set of a reduction in the share of
workers with employer tenure of one year or less between 1983 and
1996. We find, however, an increase in the share of workers with tenure
of less than ten ycars between 1983 and 1996, concentrated among
older male workers toward the end of the period.

Including the 1970s in our analysis produces greater differcnces in
trends across the two data sets. In the 1970s, the incidence of low tenure
in the PSID is generally smaller than in the CPS. We argue that this is
probably the result of changes in the CPS question following the 1981
survey that may have caused low tenure rates in the 1970s to be over-
stated relative to those in the 1980s. Evidence from similar question
changes in the early years of the PSID is quite consistent with this hy-
pothesis,

Our focus in this chapter is on cross-sectional tabulations of the frac-
tion of workers with employer tenure below a fixed cutoff of either one
year or ten years. This focus is motivated by our desire to have the sim-
plest possible measures of workers” attachment to an emplover that will
be directly comparable across the two data sets. One drawback of focus-
ing on these aspects of the tenurc distribution is that they do not directly
meastire job stability. In particular, the fraction of individuals with tenure
below a fixed cutofl is sensitive to changes in the flows of workers into
employment from out of the labor force or unemployment. An increasce
in the rate at which individuals move from not working to working
would increase the fraction of workers with low tenure but would not
necessarily indicate a change in the degree of job stability. This distinc-
tion between the changes over time in the distribution of employer ten-
ure and in the probability of remaining with a given employer is, in prin-
ciple, an important one. We find, however, that trends in these simple
measures of employer tenure are sensitivce ncither to conditioning on em-
ployment in a previous year nor to other variations in the exact measures
used.
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THE LITERATURE ON TRENDS IN JOB STABILITY

To clarify the degree to which the data source used is related to observed
trends in job stability, we begin by summarizing a number of recent
studies of job stability and tenure. Among studies using the tenure data
from the CPS, Henry Farber (1998) found that there was no overall
change in the distribution of job duration between 1973 and 1993. He
did, however, find evidence of a rcduction in job duration among less
educated men, particularly those with less than a high school education.
The results presented by Frank Diebold, David Neumark, and Daniel
Polsky (1996, 1997), who also used the CPS tenure data, arc generally
consistent with these findings of little or no change in job stability. These
authors reported a small reduction in four-year job retention rates for
men from 1983 through 1991 of just over two percentage points after
controlling for the business cycle. Between 1973 and 1991, a sample
period more comparable to Farber’s, Diebold, Neumark, and Polsky
found a small increase in the ten-year job retention rate for men, al-
though the change is essentially zero after controlling for the business
cycle.? Jay Stewart (1997), employing data from the March CPS to calcu-
late job mobility rates, also found little overall change in job mobility
among men.

However, results from several PSID-based studies have presented a
different pattern. Marcotte (1999) found reductions in one-year job re-
tention rates for men from the period 1976 to 1978 to the period 1985
to 1988 of just over two percentage points. Although the estimated over-
all change in this study is relatively modest, Marcotte reported very large
increases in mobility for several demographic groups, including blacks
and young workers. Two other studies using the PSID have also sug-
gested declining job stability. Steven Rose (1995) reported that the pro-
portion of workers with “strong employment stability,” defined as having
changed employers no more than once in a decade, fell both overall and
for a variety of subgroups from the 1970s to the 1980s.° A similar finding
of a possible increase in rates of job changing during the late 1980s was
reported in Gottschalk and Moffitt (1994). Job changing was not the
focus of their study, but they did report an increase in rates of job turn-
over from the 1970s to the 1980s in the PSID and noted that such an
increase “is in contrast to tabulations based on the January CPS” (241).

Also using the PSID, Polsky (1999) reached substantially different
conclusions. His point estimates of the change from the 1976 to 1981
period to the 1986 to 1991 period in the probability of job separation
were generally one percentage point or less and were statistically signifi-
cant and positive only for workers in scrvice occupations. Polsky ident-
fied changes over time in the “reason for job change” question as a po-
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tentially important reason for some of the carlier findings of increased
turnover in the PSID.* Changes in the questionnaire skip pattern and
question wording in the 1984 through 1987 surveys make the responses
to this question inconsistent over time. From 1984 through 1987, the
“reason for job change” question was asked of all respondents who re-
ported that their current job started after January of the previous year,
rather than within the past twelve months, as in prior years.® This change
artificially inflated the job-changing rates based on this question for these
four years. Polsky argucd that the discrepancy between his work and the
findings of some other PSID-based studies could be attributed to the
failure of the earlier work to take the change in the “reason for job
change” question into account.

A final set of papers on job stability that deserve some mention here
are those focusing exclusively on involuntary job changes, as opposed to
all job changes or low tenure. The findings in this literature are some-
what more consistent across different data sets. Johanne Boisjoly, Greg
Duncan, and Timothy Smeeding (1998), for example, found an increase
between the 1970s and early 1990s in the probability of job displace-
ment, or iavoluntary job changes, using PSID data. Similarly, Farber
(1997) used the Displaced Workers Survey (DWS) (a supplement to the
main CPS survey) and found a similar increase in displacement rates from
the early 1980s through the mid-1990s. This finding of increased rates of
involuntary job changes could be consistent either with no overall change
in the distribution of employer tenure implied by several CPS studies (if
there was an offsetting decrease in voluntary employer changes) or with
increases in the total number of employer transitions suggested by some
of the PSID studies.

Overall, our reading of the literature on job stability (considering both
voluntary and involuntary employer changes) points to many discrepan-
cies across data sets and, to a lesser extent, across studies using the same
data set. We next attempt to resolve some of these discrepancies and to
understand how they have arisen. Specifically, we consider whether elim-
inating differences in sample composition, measures of job stability, and
time periods also eliminates differences in the measured trends in the
PSID and CPS.

DATA AND SAMPLE CONSTRUCTION

In both data sets, we restrict our samples to include heads of household
and their spouses, between the ages of twenty and fifty-nine, who were
employed but not self-employed at the time of the survey. The restriction
to household heads and spouscs is driven by data limitations in the PSID;
we attempt to generate a comparable CPS sample by including “refer-
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ence persons” and their spouses.® Information on job tenure for persons
other than heads and spouses is not available in the PSID, and for
spouses it is available only in 1981 and after.” Because samples are ex-
tremely small for those reporting their race as neither black nor white, we
also restrict the male sample to blacks and whites only.* Additional vari-
able definition and construction is described next for each data source.

THE PAaNEL STUDY OF INCOME DYNAMICS

The PSID is used here primarily as a series of repeated cross-sections, and
waorkers are included in any year in which they meet the other sample
requirements. Our primary analysis uses PSID data from the 1976
through 1996 surveys.” We use the entire PSID sample, including the
low-income sample, and use PSID sample weights throughout. We ob-
tain similar results using only the random sample without weights.

The PSID variable of primary interest reports the time that a worker
has been with his or her current employer. We usc this question to con-
struct the fraction of individuals who have employer tenure below some
level. Qur choicc of a measure of job stability is dictated largely by the
desire to have as close a counterpart as possible in the CPS tenure supple-
ment data. Thus, we must rely on a cross-sectional measure and ignore
the panel dimension of the PSID, although we do consider later in the
chapter whether measures that use the longitudinal nature of the PSID
show different trends. Our initial measure of job stability is the share of
workers in “new” jobs, that is, with employer tenure of less than eighteen
months. We also present results on the fraction of workers with tenure of
less than ten years to capturc potential changes at a higher point in the
tenure distribution.

The choice of a time frame of less than eighteen months is dictated by
our desire to have a comparable measure of low tenure in the PSID and
CPS. In the CPS, employer tenure is generally reported in years rather
than months, as in the PSID. Because we use a threshold for employer
tenure in the CPS of less than or equal to one year and assume that
respondents follow a simple rounding rule, we believe the definition in
the PSID of low tenure as less than eighteen months is the most compa-
rable. In the results for tenure of less than ten years, we use a cutoff of 9.5
years in the PSID, or 114 months. For the survey years 1976 through
1977 and 1981 through 1992, this information is taken directly from
questions about how long the worker has been with his or her current
employer.*® There are two important disadvantages of using the employer
tenure question: it was not asked in the 1979 and 1980 surveys, and it
was asked only of those under the age of forty-five in 1978. Although
some previous work has used alternative measures to get around this gap
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in coverage of the employer tenure question, we prefer to use the em-
ployer tenure question, the most straightforward measure of employer
tenure, in those years for which it is available.

There has been one potentially important change to the employer ten-
ure question in the PSID during the period used here. Prior to 1984, the
survey asked respondents how long they had worked for their present
employer without distinguishing between total time with the employer
and the respondent’s most recent spell of employment. Beginning in
1984, respondents were explicitly asked to provide the total time they
had been with their employer. For respondents who have had multiple
spells with a given employer, separated either by nonemployment or em-
ployment with other firms, this change in question wording prompts dif-
ferent answers.

Some information is available on the potential effect of this change
because, starting in 1988, the PSID collected information on both
length of total employment and time in the most recent spell with the
current employer. Using data from 1988, we have calculated median ten-
ure and low tenure rates based on total time with employer and time in
the most recent spell of employment. Median total tenure is approx-
imately two months higher than median tenure in the most recent spell.
The probability of having tenure of less than eightcen months is approx-
imately two percentage points lower when using the total time with cm-
ployer measure. This comparison, however, is very sensitive to the tenure
cutoff used because the total measures are far more concentrated at six-
and twelve-month increments.”” When we calculate the probability of
having less than twelve months of tenure, for example, the total time
measure actually produces a slightly Zigher turnover rate than the mea-
sure based on time in the most recent spell. In 1996 the CPS also col-
lected information on total tenure and tenure in the most recent spell
with an employer. In these data, the fraction of workers with total tenure
of one year or less is also very close to the fraction with current tenure of
onc year or less.

All of these results provide an upper bound on the impact of this ques-
tion change in the PSID. The effect depends on both the difference be-
tween the two measures and the assumption of earlier PSID respondents
that the old question referred to time in the most recent spell. It seems
unlikely, therefore, that this change would produce a noticcable distor-
tion in the trends. To the extent that this change is important, however,
we would expect to see a spurious decrease in the fraction with low ten-
ure in the PSID beginning in 1984.

The difficulties in using the PSID tenure variables to measure job
changes have been explored by James Brown and Audrey Light (1992).
Noting the substantial difficulties in identifying employer changes in the
PSID, they suggested and tested a number of alternative schemes for
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partitioning the data into jobs. Their preferred method was to define a
job change as having less employer tenure than the time elapsed since the
previous interview. We follow Brown and Light in relying exclusively on
the employer tenure variable from 1976 forward, but we focus on tenure
below a fixed cutoff rather than the time since the prior survey. This again
is a function of our utilization of the PSID as a series of cross-sections.

Finally, there is at least one major alternative to the employer tenure
question in the PSID, and it has been used by other researchers in this
literature for discerning employer changes. This is the “position” tenure
question used by Polsky (1999). One advantage of using this question is
that it was asked in every year from 1976 through 1996. The problem, of
course, is that low position tenure may reflect a recent position change or
promotion, not a change in employer. Polsky (and others) used addi-
tional information on the reason for the job change to find promotions
and eliminate these from job change counts. The detection of promo-
tions, however, is itself a difficult task. The primary source for identifying
promotions is the “reason for job change” question, which distinguishes
promotions from other types of job changes. Detecting promotions this
way is likely to leave some within-employer moves identified as job
changes, not only because some responses to this question may be miss-
ing but because some of the other possible responses could also reflect
within-employcr movements.* To counteract this, Polsky also compared
position tenure to employer tenure and eliminated job changes for work-
ers whose employer tenure was greater than their position tenure.

An additional concern with the position tenure variable for our pur-
poses is that between 1983 and 1984 the question wording was changed:
from asking about how long a worker has been in his or her present posi-
tion, to asking when the current position started (calendar month and
year)." As a result of this change from a response in terms of a number of
months to a response designating a calendar month, the heaping of re-
sponses around multiples of six months is much more common prior to
1984. Thc cmployer tenure question, in contrast, has always been asked
in terms of the length of employment rather than the calendar month
when the employment began.™

Because the exact variable used in the PSID may be crucial to reconcil-
ing differences in the literature, we first present results comparing these
alternative low tenure measures in the PSID. Figure 2.1 illustrates trends
in several alternative low tenure serics. First, the figure shows two series
based on responses to the PSID question involving position tenurc.
Using the position tenure variable, we constructed a series of dummy
variables equal to one if (1) position tenure is less than or equal to one
year and (2) the individual’s reason for changing jobs was not promo-
tion. This series, labeled “position less than thirteen months,” shows a
downward trend over time. We also include a comparably defined scrics
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Figure 2.1 Alternative Tenure Series—PSID, 1970 to 1996
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for “position less than twelve months.” If heaping at twelve months be-
comes substantially less important following the change in question
wording (from months in position to calendar month position started},
these two scrics should be closer together starting in 1984. This is pre-
cisely what is shown in figure 2.1, with the “less than thirteen months”
measure showing a slight downward trend and the “less than twelve
months” measure showing a slight upward trend.*®

Another important comparison in figure 2.1 is that between measures
based on position and employer tenure. A comparison of the series for
employer and position tenure of less than twelve months suggests that
eliminating position changes identified by respondents as promotions
lcaves a substantial number of position changes that do not have a corre-
sponding employer change. We also show the main series used for our
comparisons with the CPS, representing employer tenure of less than
eighteen months.*

A final example of the sensitivity of low tenure rates to the particular
question used comes from inspection of the early years of the PSID data,
in which data arc available on time in the current job rather than with the
current employer, or in the current position. For the years 1972 through
1975, we shaw the probability of having job tenure of less than twelve
months.”” This is relevant to our analysis because, as explained later, the
carly years of CPS data we use refer to “job” rather than “employer.”
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The comparison is made difficult because the same questions were not
asked in the PSID in the same years, but figure 2.1 suggests that the job-
based question results in significantly higher turnover rates than those
based on employer tenure. In 1975 the fraction of men with job tenure
of less than twelve months was 0.18. In the following year, the fraction of
men with employer tenure of less than twelve months was only 0.13. If
the job versus employer tenure distinction is not important, this would
imply an implausible reduction in the fraction of workers with low tenure
of more than 25 percent in one year. We interpret this result as a caution
against combining series on job and employer tenure.

THE CURRENT POPULATION SURVEY

The CPS data we employ come from the tenure supplements included in
the CPS in January of 1973, 1978, 1981, 1983, 1987, and 1991. We also
use the employee benefits supplements from May 1979 and April 1993
and the Displaced Workers Survey from February 1996, which asked
about cmployer tenure.’ All data are weighted by the supplement
weights, when available, or by the basic CPS weight when supplement
weights are not available.” In practice, however, weighting makes very
little difference to the results.*

Our mecasurc of low tenure in the CPS is based on the tenure question
asked in the various supplements. In 1973, 1978, and 1981, this ques-
tion asks what vear individuals started working in their current job. In
these years, we record individuals as having tenure of one year or less if
they started working in their current job in year t or in year t — 1. Because
the question was asked in January, this definition measures the incidence
of low tenure within a thirteen-month window. Also note the emphasis
on “job” rather than “employer.” As suggested by the carlier comparison
of alternative PSID series, measured tenure could be less than actual em-
ployer tenure if individuals give their tenure in a particular position rather
than their tenure with a particular cmployer.

In 1979, and from 1983 forward, the CPS question asks about the
length of time individuals have worked for their current employer. The
shift from calendar to clapsed time, however, may cause the share of
workers with low tenure to increase. The CPS measures tenures of longer
than one year in integer years. If individuals follow a simple rounding
rule, the “one year or less” tenure variable in the CPS includes all individ-
uals who started working for their current employer in an eighteen-
month window.” Given our interpretation of the questions and responses
over time, the series we report based on the “new” question represents
the fraction of individuals with employer tenure of less than eighteen
months, the “old” series refers to job tenuve of less than or equal to thivteen
mmonths.
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Several authors who used the CPS have noted the question changes
over time and limited their analyses to the post-1981 data. Farber
(1998), however, found that the share of individuals with low tenure
remains stable using both the old and new tenure questions to examine
trends spanning the change in question. We think it likely, however, that
the simultaneous shifts from job to employer tenure and from calendar to
clapsed time were roughly offsetting in their impact on our measure of
low employer tenure. It may therefore be difficult to distinguish changes
in job stability between the 1970s and 1990s using CPS data. In the
results that follow, we show a break in series based on the old and new
questions to highlight that the series may not be consistent over time.

Evidence from similar question changes in the PSID also provides sup-
port for the contention that these two simultaneous changes in the ques-
tion may be roughly offsetting. In figure 2.1, the “job less than twelve
months” series available through 1975 and the “employer less than eigh-
teen months” serics available beginning in 1976 are fairly similar in mag-
nitude. Under the assumption that there was no change in the distribu-
tion of employer tenure from 1975 to 1976, the switch from “job tenurc
of less than twelve months” to “employer tenure of less than eighteen
months” produces a spurious reduction of approximately two percentage
points in the fraction with low tenure. This is roughly the magnitude by
which the CPS and PSID results for men differ during the 1970s. Al-
though it does not show definitively the magnitude of the distortion pro-
duced by the CPS question change, this evidence from the PSID is con-
sistent with the change producing a small effect on the trend that could
alter conclusions about relatively subtle patterns in employer tenure.

TRENDS IN THE SHARE OF WORKERS WITH LOW TENURE
SHARE OF WORKERS WITH ONE YEAR OF TEMURE OR LESS

We focus first on the share of employed individuals with one year or less
of tenure. Figures 2.2 and 2.3 present trends in the fraction of men and
women with low tenure for the period 1973 to 1996. Error bands are
twice the standard error of each annual estimate.” For men, this figure
evinces little systematic difference, either in level or in trend, between the
CPS and PSID, particularly after 1983. We find a slight increase in both
data sets in the early 1980s, a decline during the early 1990s, and an
increase in the middle 1990s. The peaks and valleys arc somewhat more
pronounced in the PSID (particularly the decline between 1988 and
1992), but the overall pattern of the incidence of low tenure is quite
consistent between the two data sets.

In the years prior to 1983, the consistency across data sets is less clear,
both because of some apparent deviations in the trends and because of
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Figure 2.2 Probability of Tenure of Less Than or Equal to One Year
for Male Household Heads, Ages Twenty to Fifty-Nine,
1972 to 1996 (Two Times Standard Error Bars)
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Note: CPS: Tenure and employee supplements; PSID: Weighted full sample.

fewer observations available in the PSID. Recall that the break in the CPS
series between the old and new questions coincides with a change in the
relevant question reference from “job” to “employer.” Thus, our expec-
tation is that the CPS observations using the old question may be ele-
vated as individuals report changes in jobs that could have occurred with-
out a change in employcer. Of course, the change in the time period over
which tenure is reported (from thirteen to eighteen months) would
counter this tendency. The evidence in figure 2.2 is consistent with the
hypothesis that, on balance, the change from “job” to “employer” domi-
nates, resulting in slightly elevated low tenure rates in the early years of
the CPS. The major exception to this hypothesis is 1979, when, despite
using the new qucstion, the incidence of low tenure would appear to
have been substantially higher than in the surrounding years in the CPS
and the PSID. Unfortunately, this comparison is based on only three an-
nual observations in each data sct, and the data points are not for the
same years, Thus, our main conclusion from figure 2.2 is that the two
overall series are very consistent from 1983 forward, but somewhat less
consistent when the 1970s are considered.

Figure 2.3 shows the fraction of all employed women with tenure of
less than cighteen months. The fraction of women with low tenure is
generally three to six percentage points lower in the PSID, but the trends
are comparable. Neither data set shows strong evidence of an increase in
the fraction of women with low tenure during the 1980s and 1990s. The
CPS shows a slight increase in this fraction in 1996, and the PSID shows
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Figure 2.3 Probability of Tenure of Less Than or Equal to One Year
for Female Houschold Heads or Wives, Ages Twenty to
Fifty-Nine, 1972 to 1996 (Two Times Standard Error Bars)
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a slight decline if we consider the entire period from 1981 through 1996.
As was the case for men, the 1979 observation from the CPS is substan-
tially higher than any of the surrounding years and remains somewhat of
an anomaly.”

Because the tenure distribution may differ substantially by age, figures
2.4 and 2.5 show trends in low tenure by age group. There is evidence
from the PSID of an increase in the incidence of low tenure among
young men, particularly from 1976 to 1990. For the twenty- to twenty-
nine-year-old males in the PSID, low tenure rates increase from an aver-
age of .32 between 1976 and 1982 to an average of .37 between 1986
and 1996. In the CPS, the low tenure share is quite stable near .36, with
the exception of 1979 and 1996, when it is closer to .41. Similarly, in the
CPS the low tenure share for thirty- to thirty-nine-year-olds is roughly
constant near .20 for the whole sample period, with perhaps a slight
movement upward in 1996; a similar pattern appears in the PSID. For
forty- to forty-nine-year-olds, the incidence of low tenure in the CPS is
consistently higher than in the PSID, although the series are quite close
in 1993 and 1996, and the trends are similar to those of the two younger
age groups. For the oldest age group of men aged fifty to fifty-nine, both
the PSID and CPS show a very slight increase in the incidence of low
tenure through the early 1990s, with a subsequent decline (more pro-
nounced in the PSID) in the mid-1990s. Across all age groups there is
little evidence from either data set of an upward trend in rates of low
tenure from 1983 onward.
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For women (figure 2.5), there is little evidence of any significant
changes in the fraction of different age groups with low tcnure between
1981 and 1996. Among the youngest women, there is a decline in the
fraction in new jobs from 1981 through the early 1990s, and then an
increase in the last few years of our sample. For the older age groups, the
fractions with low tenure are relatively flat over time.

For education subgroups, results from the two data sets are quite con-
sistent.” Presented in figures 2.6 and 2.7, those results show a divergence
between less and more educated workers in the proportion with low ten-
ure. We find a substantial upward trend for men with less than twelve
years of education. Trends for the middle two education groups are rela-
tively flat, although there may be some divergence between the data sets
in the 1990s. In particular, the CPS figures show an increase between
1993 and 1996 in the incidence of low tenure, while the PSID figures
show a decline. The trend for men with sixteen or more years of educa-
tion is slightly negative in both data sets. Results for women by education
level are similar to those for men (see figure 2.7). Both data sets show an
increase in the fraction of female high school dropouts with low tenure
berween 1981 and 1992. Over the same time period, there is a reduction
in the fraction of employed women with at least some college education
who are in new jobs.*

We have also tabulated fractions of low tenure for men separately by
race. Results for white men are quite stable over time and remarkably
similar across data sets, The results for blacks are more variable, reflecting
the small sample sizes available in both data sets. Both sources suggest an
increase in the incidence of low tenure among black men from the 1980s
to the 1990s. The PSID results show a marked increase in rates of low
tenure among employed black men from 1988 through 1991, followed
by a decline. Although wc cannot explain the temporarily large increase
in the incidence of low tenure for blacks between 1988 and 1991 in the
PSID, it suggests that studies ending during this peak period would be
very likely to report divergent trends in the PSID and CPS. Using the
longer sample period, however, we do not find such a discrepancy.

THE SHARE OF WORKERS WITH LESS THAN TEN YEARS OF TENURE

To ascertain whether the trends and comparisons described here are
unique to the very low end of the tenure distribution, we next consider an
alternative measure to capture changes in a wider range of the distribution.
In figure 2.8, we show the fraction of workers in each year with tenure of
less than ten years for different age groups. This focuses attention on
higher points in the tenure distribution and, particularly for older workers,
may capture more of the potential changes in the overall distribution.

(Text continmes on p. 55.)



Figure 2.4

Probability of Low Tenure, by Age Group, for Male
Household Heads, 1972 to 1996 (Two Times Standard
Error Bars)
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Figure 2.5 Probability of Tenure of Less Than One Year, by Age Group,

for Female Heads and Wives, 1972 to 1996 (Two Times
Standard Error Bars)
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Figure 2.5 Continued
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Figure 2.6  Probability of Low Tenure, by Education Group, for Male

Household Heads, Ages Twenty to Fifty-Nine, 1972 to
1996 (Two Times Standard Error Bars)
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Figure 2.7 Probability of Tenure of Less Than One Year, by Education
Group, for Female Heads and Wives, Ages Twenty to
Fifty-Nine, 1972 to 1996 (Two Times Standard Error Bars)
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Figure 2.7 Continued
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Figure 2.8 Probability of Tenure of Less Than Ten Years, by Age and

Sex, 1972 to 1996 (Two Times Standard Error Bars)
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Figure 2.8 Continued
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The results for men are shown in the upper panels of figure 2.8. The
CPS gives consistently higher estimates than the PSID of the share of
malc workers with employer tenure of less than ten years, particularly for
men thirty to thirty-nine years old.* Figure 2.8 also shows, however, that
the trends in these measures are comparable across data sets. For workers
age thirty-nine and under, neither data set shows a sustained trend in this
mcasure through the entire sample period. From 1983 forward, the series
for workers in their thirties exhibit a shallow U-shape in both data sets. In
contrast, for workers over age forty both data scts show an increase in the
fraction of workers with less than ten years of employer tenure. Unlike
the results for the fraction of workers with one year or less of tenure,
using this measurc suggests an upward trend from the early 1980s
through the end of the sample that is found in both data sets. This trend
is particularly strong during the 1990s, suggesting that the change in the
tenure distribution is a fairly recent phenomenon.

The results in the lower panels of figure 2.8 show a decline over time
in the percentage of women with tenurc of less than ten years. We find
this decline in both data sets for all groups except for the thirty- to thirty-
nine-year-olds in the PSID; it is stronger in the PSID for the oldest
women. Using this measure, we find no evidence consistent with a re-
duction in job stability for women.

We have also compared the full distributions of tenure in the CPS and
PSID samples. To summarize these distributions over time, we followed
Farber (1998) and calculated interpolated quantiles of the distributions.
Medians and ninetieth percentiles were calculated separately by the age
groups shown in figure 2.8. This comparison results in much the same
story as the probabilities of tenure of less than ten years.?

MULTIVARIATE TREND REGRESSIONS

The characteristics of our samples change somewhat between the 1970s
and 1990s. In particular, both samples are more educated and slightly
older by 1996 than in the 1970s or 1980s. These changes in the sample
composition over time could mask changes in the underlying incidence
of low tenure for workers with a fixed set of characteristics. To examine
changes in the adjusted incidence of low tenure, holding individual char-
acteristics (age, education, and race) constant, we performed regression
analysis of the incidence of low tenure. The regression results presented
here arc for men only since we have the necessary education and race
information for men in all years. Controllir.g for age and education did
not alter our conclusion that there was no increase in rates of low tenure
among women.

The estimation proceeded in two steps. In the first step, we estimated
a logit model on the probability of having employer tenure of less than
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one year or less than ten years and controlled for age, age squared, race,
education, and calendar year.”® Using the calendar year coefficients, we
then calculated year-specific probabilities.® In the second step of the esti-
mation, these probabilitics were regressed on a time trend using ordinary
least squares. Because the error term in this second-stage regression is
heteroskedastic, we present heteroskedasticity-consistent standard crrors
estimated using the jackknife.* We have estimated the model for the full
sample as well as separately for each age, education, and race group; the
rcsults are presented in table 2.1,

The first four columns of table 2.1 show the cstimated trends in the
regression-adjusted probabilities of tenure of one vear or less for the two
data sets. We show results for both the full periods and for 1983 through
1996 only, but we focus our attention on the latter period, in which we
view the measures as more comparable to one another. Between 1983
and 1996, for the full sample, neither data set produces a statistically
significant trend in rates of tenure of less than or equal to one year.
Within certain subgroups, the estimated trend in the CPS is larger, al-
though often not statistically significant. In the PSID, there are statis-
tically significant trends only for forty- to forty-nine-year-olds, high
school graduates, and blacks. The trends for forty- to forty-nine-year-olds
(as well as for fifty- to fifty-nine-year-olds) and high school graduates are
also statistically significant in the CPS. This analysis largely confirms the
visual evidence in the previous section of little movement in the proba-
bility of having tenure of less than one year.

The results for the period beginning in the 1970s are substantially dif-
ferent from those beginning in the 1980s. First, in the PSID, including
the years 1976, 1977, 1981, and 1982 produces a statistically significant
and upward trend for almost every subgroup. The pattern of a smaller
increase in the CPS from the 1970s to the 1980s is consistent with our
hypothesis that the question changes lead to an overstatement of low
tenure probabilities prior to 1983. The PSID data are more consistent
over the entire period from 1976 through 1996 and provide evidence of
a small increase in the fraction of male workers in ncw jobs from the
mid-1970s to the mid-1990s. This evidence also suggests that measured
trends in job tenure are sensitive to the exact time period under consid-
eration.

Columns 5 through 8 of table 2.1 present results for the trend in the
percentage of workers with employer tenure of less than ten years. The
trends here are statistically significant in almost every subgroup from
1983 to 1996. The estimated trend is stronger in the PSID, with the
magnitude of the trend coefficient typically equal to approximately twice
that from the CPS. After adjusting for age, education, and race, we find
strong cvidence from both data sets that workers are more likely to be in
jobs with tenure of less than ten years in the 1990s relative to the 1980s.
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In general, the regression-adjusted probabilities provide stronger evi-
dence of an increase in the probability of having tenure of less than ten
years than did the unadjusted figures in the previous section.” This is not
surprising since the sample is both more educated and older at the end of
the period, and both of these characteristics are associated with lower
probabilities of being in relatively new jobs.

SENSITIVITY OF ESTIMATED TRENDS IN Low TENURE

As noted throughout, fractions of employed individuals with tenure of
less than one year or less than ten years is not an ideal measure of job
stability. Although the two data sets may produce similar trends in these
tenurc-based measures, the question remains whether preferred measures
of job stability would also produce such agreement. We are somewhat
limited by the data available in both data sets, but we have also estimated
trends in several alternative measures of changes in the tenure distribu-
fion,

Our inclusion of only employed individuals may mask business cycle
effects on the tenure distribution. For example, if equal shares of individ-
uals with low tenure and with high tenure become unemployed owing to
a cyclical downturn, our measures would not capture this obvious de-
crease in job stability. To check the robustness of our results for non-
employed individuals (that is, those who are unemployed or out of the
labor force), we present trends in the share of the population (including
both employed and nonemployed individuals) in figure 2.9. These calcu-
lations count nonemployed individuals as having zero months of em-
ployer tenure.

In the PSID, the population- and employment-based fractions with
tenure of less than one year and less than ten years show extremely similar
trends from 1981 through 1996. This suggests that the distinction be-
tween population- and employment-based fractions of workers with low
tenure is unlikely to alter our conclusions. In contrast to the employ-
ment-based series, the CPS population-based series shows a slight in-
crcase in the fraction of men with low tenure. This population-based
trend is mainly driven by the 1979 and 1983 estimated probabilities,
which are lower than in other years (and closer to the employment-based
probabilities). As we noted earlier, the employment-based probability in
1979 is somewhat anomalous and is substantially higher than the CPS
probabilitics from 1978 and 1981.% This pattern is not repeated in the
population-based estimates. Lacking data from the PSID in this year for
comparison, it is difficult to say more about the 1979 CPS observation.
We note, however, that evidence from the population-based CPS series
from 1979 to 1996 is consistent with our finding of an upward trend in
the share of men with low tenure in the PSID from 1976 through 1996.

(Text conitnues on p. 62.)
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Figure 2.9 Employment and Population-Based Estimates of Share of
Low Tenure, 1974 to 1997
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Figure 2.9 Continned
Panel C
Probability of Tenure of Less Than Ten Years for
Male Houschold Heads, Ages Thirty to Fifty-Nine
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More generally, the population-based trends confirm our previous results
from 1983 through 1996: we find reductions in the fraction of women
with one year or less of tenure and increases in the fraction of men with
less than ten years of tenure.

We have also directly controlled for the effects of the business cycle in
regressions like those presented in the previous section. Including the
unemployment rate in these regressions gave estimates that were similar
to those presented earlier. This largely reflects that our measures of the
incidence of low tenure capture the effects of recent job changes due to
both quits and involuntary separations. Because these two categories of
job change generally have opposite cyclical patterns, it is not surprising
that our measures are relatively unaffected by the business cycle.

Our results might also be sensitive to changes over time in the flow of
workers from nonemployment to employment. An increase (decrcasc) in
this inflow would push the share of workers with low tenure up (down),
while the underlying trend in job stability would remain unchanged.
Using the longitudinal aspect of the PSID, we estimated the fraction of
employed individuals in year t who had tenure of Icss than twelve months
in year t + 1. This measure is closer to the retention rate measures re-
ported elsewhere in the literature (see, for example, Diebold, Neumark,
and Polsky 1997) and is not sensitive to changes in the flow of workers
into employment. Like the population-based series cited earlier, this ex-
periment also produced estimated trends that were essentially parallel to
the employment-based results reported in figures 2.2 and 2.3. Condi-
tioning on employment in the previous year lowers the probability of
having tenure of less than one year by 5.5 to 6.5 pcrcentage points but
has no discernible effect on the trends. We find little evidence that elim-
inating those workers who have low tenure following a transition into the
workforce changes our main conclusions.

DISCUSSION AND CONCLUSION

We conclude by returning to the questions that motivated this work: Has
there been a trend toward decreased job stability? Does the answer to this
question differ between the CPS and the PSID? In answer to the first
question, we find that both data scts show a statistically significant in-
crease in the probability of workers having less than ten years of tenure.
We find no similar trend, however, in the fraction of workers with one
year or less of tenure. Because the pool of workers with less than one year
of tenure is quite small, it is difficult to estimate precisely small changes in
this fraction over time, particularly with the sample sizes avaitable in the
PSID. In answer to the second question, and perhaps most central to the
specific goals of this chapter, we find similar trends in the two data sets
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once consistent data series, variable definitions, and time periods are
used.

We find several explanations for the apparent sensitivity of previous
estimates of job stability or turnover to the particular data used. The gen-
eral tendency tor PSID studies to find an upward trend in employment
instability where none is found using CPS data may be explained by three
factors:

1. Tenure estimates or job-changing rates based on PSID data may be
very sensitive to the particular variables used. Some of the incrcasc
found in the PSID, as noted by Diebold, Neumark, and Polsky
(1997), results from failure to account for the major changes made
in the questions regarding job and position changing during the
1980s. As emphasized by figure 2.1, the exact choice and definition
of variables in the PSID can substantially affect the resulting trends.

2. Comparison of the PSID and CPS shows some sensitivity of the
results to the exact time period studied. Many of the previous PSID
studies have included data only through 1988, when the proba-
bility of having tenure of onc year or less appears to have peaked in
thosc data. This is not, however, inconsistent with the CPS findings
once the later years of both surveys are inclizded. The trends we
find over the course of the 1980s and 1990s in the PSID are also
sensitive to whether we begin the period in 1976, 1981, or 1983.%
A related point is that individual year estimates of job tenure or job-
changing probabilities in the PSID are, by virtue of the sample sizes
available, substantially less precise than those in the CPS.

3. Although we cannot say with certainty, our evidence suggests that
the CPS question change prior to 1983 may have had an important
effect on comparisons across data sets. For comparisons starting in
the 1970s, the upward trend in instability found in the PSID for
some groups (young workers, for example) may reflect genuine
changes (although relatively small) in job mobility. These changes
may not have been replicated in the CPS-based studics, cither be-
cause those studies did not include the 1970s or because the CPS
question change masks this increase.

In many cases, a combination of these factors contributes to the appar-
ent differences in findings across data sets. For example, the PSID study
by Marcotte (1999) is based on a relatively young sample of workers
(under age forty-five) and examincs the period 1976 through 1988. Our
results from the PSID are quite consistent with his finding of some in-
crease in job instability for young men over this time period. Panel A of
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figure 2.4 shows a strong increase in the fraction of young men with low
tenure from 1976 through 1988. We should also note that two recent
studies using the National Longitudinal Survey of Youth (NLSY) (Monks
and Pizer 1998; Bernhardt et al., this volume) found an increase in turn-
over among young men from the 1970s to the 1980s. The lack of CPS-
based evidence for such an increase over this period is not necessarily
informative given potential comparability problems related to the CPS
question change.

Despite beginning his analysis in the 1970s, Polsky (1999) produced
the one PSID-based study that found virtually no increase in turnover
rates. It is likely that he achieved this result becausc he included data
through 1991 (when some of the temporary increase in the late 1980s
had been reversed) and based his measure of turnover on the position
tenure question, which measures a somewhat different quantity than em-
ployer tenure. More important, however, Polsky corrected for changes
over time in heaping patterns; other authors using the PSID position
tenure question did not. The comparison of trends in slightly different
levels of position tenure shown in figure 2.1 suggests that such a correc-
tion may be crucial to making correct inferences based on this question.

Our results from both data sets during the 1980s and 1990s are quite
consistent with the findings of Dicbold, Neumark, and Polsky (1997)
and a recent extension of this work by Neumark, Polsky, and Hansen
(this volume). These studics are somewhat unique among those using
the CPS in that they explicitly adjusted for the question change after
1983. Diebold, Neumark, and Polsky (1997) produced two main sets of
cstimates: one covering the period 1983 through 1991, and a second
covering 1973 through 1991. In our full samples we find, consistent with
Dicbold et al., little evidence of an increased incidence of low tenure
during the period from 1983 to 1991. Finally, as we show in figures 2.6
and 2.7, much of the increase that we report in the fraction of workers
with less than ten ycars of tenure occurs during the early part of the
1990s, consistent with the findings of Neumark, Polsky, and Hansen
(this volume).

Although we view our findings as generally consistent with those of
Diebold, Neumark, and Polsky (1997) from the 1980s to the 1990s, we
find less agreement in the 1973 to 1991 period. Like Diebold, Neumark,
and Polsky, we find no strong overall trend in job stability over this pe-
riod, but results by education and age subgroups differ somewhat across
the two studies. Of course, our PSID results used as the basis for compar-
ison in the 1970s involve only two years in the late 1970s. We are thus
not surprised that results focused on the 1980s and later are far more
consistent with these previous findings.

Using what we view as the cleanest and most consistent variable to
measure tenure in the PSID produces estimates that differ very little from
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comparable CPS estimates from 1983 to 1996. This is an important find-
ing for researchers interested in utilizing either the panel nature of the
PSID or the much larger sample sizes available in the CPS to study issues
related to job tenure or job stability. Although previous work has focused
on the difficulties with the PSID tenure variable, and several recent
studies have produced results seemingly at odds with CPS-based studies,
we are able to produce consistent results across the two data sets once
comparable time frames, variable definitions, and samples are used.
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NOTES

1.

Jay Stewart (1997) used the CPS March supplements and explicitly com-
pared his results to those of Henry Farber (1998) and David Marcotte
(1999). His results are quite similar to those of Farber (who uscd the CPS
tenure supplement), but not very similar to those of Marcotte (who used

the PSID).

Kenneth Swinnerton and Howard Wial {1995, 1996) did find a reduction
in retention rates using the CP'S data, but a revision of their findings in
response to comments by Diebold, Neumark, and Polsky (1996) tempers
their estimated change in retention rates. Remaining differences between
Swinnerton and Wial’s findings and those of Diebold, Neumark, and Polsky
appear to be related to how the authors weight the CPS data to account for
nonresponse to the tenure question.

. Diebold, Neumark, and Polsky (1997) have presented evidence that Rose’s
findings are largely driven by his use of the “reason for job change™ ques-
tion in the PSID. Later in the chapter, we discuss the important changes in
this question during the mid-1980s.

. Evidence on the extent of this problem is documented in Dicbold, Neu-
mark, and Polsky (1997) in their replication of the results of Rose (1995).

. Those who had changed positions within the past twelve months, or since
the beginning of the previous calendar year, were asked, “What happened
to the job you had before—did the company go out of business, were you
laid off, promoted, were you not working, or what?”
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.
20.

On the Job

. Most of the previous CPS studies have not been limited to reference per-

sons and their spouses. Calculation of low tenure probabilities in the CPS
including nonheads and nonspouses, however, does not result in trends dif-
ferent from those reported here.

In the PSID, the male in a two-adult household is automatically considered
the “head of household.”

Because race was asked of wives beginning only in 1984 in the PSID, we do
not similarly restrict the female samples,

PSID data from 1993 to 1996 are “carly release,” so these results may be
subject to revision upon final release of the data.

In particular, prior to 1983 the PSID question was, “How long have you
worked for your present employer?” From 1984 to 1987, the PSID em-
ployer tenure question was, “How many years altogether have you worked
for your present employer?™ and after 1987 it was, “How many years’ expe-
ricnce do you have altogether with your present cmployer?” See the appen-
dix in Polsky (1999) for the complete set of PSID tenure questions.

This is because the total time measure is from a question asking for a re-
sponse in months, while the measure of time in the most recent spell comes
from a question eliciting the month and year the spell started.

Other responses to the “reason for job change” question that might also be
applicable to within-employer changes (in addition to promotion) include
“wanted a change in jobs,” “other or transfer,” and “job completed.”

The exact question changed from, “How long have you been in your pre-
sent position?” to, “When did you start working in your present position?™

Another alternative is to use the “reason for job change™ question in the
PSID. In addition to the problems with using the variable noted by Polsky
(1999), it is triggered from the response to the position tenure question and
s0 has all of the advantages and disadvantages of that question as well.

Recognizing this potential problem, Polsky (1999) adjusted for heaping by
using the longitudinal aspect of the PSID to identify those who round
down to onc year from those who round up. Although this may solve some
of the problem, the patterns shown in figure 2.1 nonetheless suggest that
turnover rates and trends in them that are based on this variable may be
quite sensitive to how the heaping issue is handled.

We do not include a comparable position tenure serics using the eighteen-
month cutoff since it is not generally possible to identify promotions that
occurred more than twelve months before.

We usc less than twelve months as the cutoff for this job-based series be-
cause job tenurc is reported only in bracketed quantities during these years.

Information on tenure is also available in the 1983 and 1988 cmployce
benefits supplements.

Supplement weights are not available in 1978 and 1981.

We also performed the analyses using adjusted supplement weights that rake
into account nonresponse to the tenure questions, This also made very little
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difference to the results. Further details are available from the authors on
request.

Interviewers were instructed to follow this type of rounding rule if the indi-
vidual answered the new question with a non-integer response (U.S. Bureau
of Labor Statistics 1997).

In the CPS, standard errors arc estimated as [p(1 —p)/N |2, where p is the
share of the sample with one year or less of tenure and N is the number of
(unweighted} observations inn the cell. To address sample design issues in
the PSID), standard errors are estimated using balanced half-sample replica-
tion (Wolter 1985).

Farber {1998}, in his appendix tables, showed similar results for 1979. His
cstimated rates of tenure of less than one year were also substantially higher
in 1979 than in the surrounding years.

Because the education question in the CPS changed in January 1992, we
use the recoding scheme proposed by David Jaeger (1997) to define consis-
tent groups across the break in question. In particular, Jaeger showed that
agreement between the old and new questions is increased if individuals
who attended burt did not complete their thirteenth year of school are in-
cluded in the “thirteen to fitfteen” group.

Because we have been unable to recover complete information on wives’
education from the PSID early release data, we have examined education-
based differences for women only through 1992, the last year for which
final-release, fully documentcd PSTD data are available.

Different sample coverage may partially explain the discrepancy. Because of
the nature of its sample, the PSID does not include immigrants who cn-
tered the United States after the first wave of intctviews, and the CPS is a
representative sample of the population in the year of the survey. Unfor-
tunately, immigrants are not separately identified in the CPS prior to 1994
Using the 1996 sample, we find that the share of native men with less than
ten years of employer tenure was .58, while for immigrants it was .75; for
women the shares were .68 and .79 for natives and immigrants, respectively.
For the “one year or lcss of tenure” measure, the differences in share be-
tween natives and immigrants were .04 and .01 for men and women, re-
spectively.

Tables showing these results are available from the authors on request.

We control for education by including dummy variables for the cducation
groups shown in figures 2.6 and 2.7.

In creating these probabilities, the logit function is evaluated at the ob-
served mean of the other covariates.

J. G. MacKinnon and Halbert White (1985) showed that the small-sample
performance (which is certainly relevant here!) of jackknife standard errors is
supcrior to other heteroskedasticity-consistent standard errors, such as
those suggested by White (1980).

In addition to the evidence from the figures in previous sections, we have
also estimated the trend terms shown in table 2.1 without conditioning on
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age, education, and race in the first stage. These “unadjusted” trend coeffi-
cients arc consistently smaller and are often not statistically significant.

32. Recall that in 1979 the CPS asked the new (employer-based) question,
which we would have expected to give somewhat smaller estimates of low
tenure than in 1978 and 1981, when the old {job-based) question was
asked.

33. We do not believe this is the result of different business cycle conditions in
the different years. We have also estimated trends holding constant the un-
employment rate and alternative business cycle controls and obtained simi-
lar results.
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Chapter 3

Has Job Stability Declined Yet?
New Evidence for the 1990s

David Neumark, Daniel Polsky, and Daniel Hansen

U ntil recently, little was known about how the stability of jobs has
changed over time in the U.S. economy, the nature of the changes
(if any), and which groups have been most affected. In the past few years,
however, rescarchers have begun to assemble evidence on these ques-
tions. This research was spurred in part by a wave of corporate downsiz-
ings and accompanying media stories suggesting that workers could “for-
get any idea of career-long employment with a big company” ( Time,
November 22, 1993), and that “the notion of lifetime employment has
come to seem as dated as soda jerks, or tail fins” ( New York Times, March
8, 1996). However, a spate of widely publicized downsizings does not
necessarily imply that the nature of the employment relationship has
changed. The goal of much of the research on job stability is to ask
whether, in fact, such changes are evident in labor markert surveys based
on nationally representative samples.

Earlier work (Diebold, Neumark, and Polsky 1996, 1997) examincd
the temporal evolution of job stability in U.S. labor markets through the
1980s, using data assembled from a sequence of Current Population Sur-
vey (CPS) tenure supplements. In contrast to evidence reported by some
other researchers, we found little or no change in aggregate job stability
in the U.S. economy. Some groups of workers—in particular, the same
lower-skill groups that suffered rclative wage declines in the 1980s—ex-
perienced decreases in job stability in this period. On the other hand, in
contrast to perceptions reflected in the media, white, older, more ten-
ured, more educated, white-collar workers did not cxperience decreases
in job stability in the latter part of the 1980s, and indeed some of these
groups experienced increases.

Resolving the disagreements on changes in job stability through the
1980s is important to our cfforts to measure long-term trends, but the
goal of this chapter is simply to update evidence on job stability through
the mid-1990s, using recently released CPS data for 1995 that parallel
the earlicr job tenure supplements. Updating the evidence from system-
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atic random samples of the population and workforce through this pe-
riod is especially important because the media have painted a stark pic-
ture of declining job stability in the 1990s, based largely on anecdotal
evidence and surveys of subjective assessments of job security (Neumark
and Polsky 1998).

In measuring job stability using the CPS, it is critical to ensure compa-
rability of the data over time. Because the CPS survey eliciting informa-
tion on tenure changed in 1995, we pay particular attention here to the
adjustments to the data that may be needed for comparability, and we
analyze the sensitivity of the results to alternative adjustment procedures
in order to obtain a robust impression of the empirical evidence. Despite
some relatively minor ambiguities, we believe that a relatively consistent
picture emerges in the data for the 1990s, onc that contrasts in some
ways with our earlicr findings for the 1980s.

In the aggregate, there is some evidence that job stability declined
modestly in the first half of the 1990s. Moreover, the relatively small
aggregate changes mask rather sharp declines in stability for workers with
more than a few years of tenure. These sharp declines are partially offset
in the aggregate by gains in job stability for low-tenure workers at the
beginning stages of attachment to an employer. The changes by tenure
group contrast with the 1980s and are more consonant with the increase
in job loss among “career workers” noted in the popular press. The pat-
tern by tenure group is roughly similar for blacks and whites and for
males and females (although changes in overall job stability differ by race
and sex). However, these data do not permit us to infer how stable the
jobs of today’s younger, low-tenure workers will be once they reach
higher levels of tenurc. This factor, coupled with the contradictory results
for the 1980s, implies that the data on job stability do not support the
conclusion that the downward shift in job stability for more tenured
workers and the more modest decline in aggregate job stability reflect
long-term trends.

RELATED LITERATURE

In carlicr work (Diebold, Neumark, and Polsky 1996, 1997), we studied
data from a sequence of CPS tenure supplements, issued periodically by
the U.S. Census Bureau, that ask workers how long they have been with
their current employer or at their current job. By stringing these supple-
ments together, we studied the cvolution of tenure for cohorts, summa-
rized in job retention rates over periods of four and ten years. We generally
tound retention rates to be stable and concluded that there was little or no
change in aggregate job stability in the U.S. economy over the 1980s.
Much of the other research studying this question arrived at a different
conclusion. Using the PSID, Johanne Boisjoly, Greg Duncan, and Timo-
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thy Smeeding (1998), Stephen Rose (1995), and Dave Marcotte (1996)
reported cvidence of declines in job stability through sample periods ex-
tending into the late 1980s or early 1990s. However, Daniel Polsky
(1999) and Diebold, Neumark, and Polsky (1997) examined the evi-
dence from the PSID and concluded that the evidence of decreased job
stability reported in at least the first two of these papers is largely attribut-
able to changes over time in the variables used to measurc job atrach-
ment. Kenneth Swinnerton and Howard Wial (1995) reported evidence
of declining job stability based on essentially the same CPS tenure sup-
plements that we have used, but the differences in the findings appear to
be due in large part to errors they made in using the CPS data (Diebold,
Neumark, and Polsky 1996; Swinnerton and Wial 1996). Comparing
findings in the National Longitudinal Surveys of Young Men (NLSYM)
and of Youth (NLSY), James Monks and Steven Pizer (1998) and An-
nette Bernhardt and her colleagucs (this volume) reported a large in-
crease in the probability of job turnover in the period from 1971 to
1990. It is not entirely clear, however, that we can consistently compare
these probabilities across the surveys: because the NLSY collects informa-
tion on more jobs per year, it may report a greater number of spurious
job changes (relative to the earlier NLSYM); more generally, there are
significant differences between the carly experiences of these two cohorts
(for example, the Vietnam War). Nonetheless, the analyses of the NLSY
are restricted to younger cohorts for whom we also find some declines in
job stability (Diebold, Neumark, and Polsky 1997, table 3). In contrast,
the results in Farber (1995), although based on a diffcrent analysis, are
similar to ours, indicating the overall stability of cross-section tenure dis-
tributions in the CPS tenure supplements.

A second issue raised in recent literature concerns what might be
termed “job security” as opposed to job stability. Most of the studics
cited thus far, as well as the research presented in this chapter, look at the
employment relationship from the perspective of job stability, asking, in
one fashion or another, whether the length of time people remain on
their jobs has declined. However, job security could be declining even if
job stability remains unchanged. For example, Polsky (1999) suggests
that even though overall separations have remained constant, a greater
proportion of recent job scparations may now be involuntary (layoffs,
plant closings, and so on) rather than voluntary (quits). Because we think
that workers quit to improve their well-being, whereas involuntary sep-
arations are more likely to make individuals worse off, a rising proportion
of involuntary separations could make workers feel less secure and more
anxious about their jobs. Using PSID data to compare the periods 1976
to 1981 and 1986 to 1991 (periods chosen because of similar cyclical
behavior), Polsky reports that there were modest increases in the rate of
involuntary job separation, and that these increases were more marked



Has Job Stability Declined Yet? 73

for older and more tenured workers. Parallel findings were also reported
by Boisjoly and his colleagues (1998), Valletta (1996), and Farber
(1996). In addition, Polsky finds that in the 1980s the consequences of
job loss were more severe than they were the 1970s. In particular, the
probability of a large real wage loss following an involuntary separation
had riscn significantly, an increasc that could also have reduced perecived
job security. We think the job security versus job stability question is of
interest, but in this chapter we restrict our attention to evidence on job

stability.

METHODS
GENERAL APPROACH

The metric we use to measure job stability is the retention rate for a
current job, which is the probability of retaining a current job over futurce
periods. Specifically, we define the t-year retention rate, R(t), as the
probability that a worker will have an additional t years of tenure t years
hence. The t-year retention rate may be defined for any subgroup of the
population, such as workers with particular initial tenure levels. Denoting,
current tenure by ¢, and other characteristics by x, we write the t-year
retention rate for workers with initial tenure ¢ and characteristics x in the
base sample year 0 as R, “(t)."! The sequence of retention rates, R, %(t),
t = 1,2, ..., is the survival function, which provides a complete charac-
terization of the probability distribution of eventual tenure.

In the absence of longitudinal data covering workers’ entire careers,
the estimation of the complete sequence of retention rates (that is, the
survival function) requires rather strong assumptions. For example, Rob-
ert Hall’s (1982) estimation of the survival function required the assump-
tion that the employment survival function is stable over time, and that
the overall arrival rate (the number of workers beginning new jobs) is
constant {Ureta 1992); the latter assumption would be violated, for ex-
ample, by the increased labor-force participation rates of women.> How-
ever, given that we are investigating changes in job stability, we cannot
assume a stable survival function. Instead, we link together a sequence of
CPS tenure supplements and use them to characterize tenure distribu-
tions based only on observed historical retention rates across spans of
ycars covered by different supplements.

We then track changes in job stability by examining changes in reten-
tion rates over different periods. This is potentially advantagcous com-
pared with looking at changes in tenure distributions (as in Farber 1995).
The latter can be misleading because mean or median tenure may fall
owing to new labor market entrants—the same arrival rate problem dis-
cussed earlier. Thus, while it is of interest to compare changes in overall
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tenure distributions, more information about changes in job stability can
be obtained from comparing retention rates over time.

ESTIMATING RETENTION RATES

The basic t-year retention rate for workers with ¢ years of tenure is esti-
mated as the ratio of the number of workers with t + ¢ years of tenure
(and t years older) in the tenure supplement t years hence (N, °*") to
the number of workers with ¢ years of tenure in the base year tenure
supplement (N,..%). Formally,

NX C
R A6 = 5 (3.1)

Retention rates can be estimated for any subgroup that is consistently
represented across surveys, Ideally we would like to estimate retention
rates from longitudinal data in which we can observe whether individuals
remain on their jobs in the future. However, as equation 3.1 indicates,
we instead use cross-sectional data sets, studying cohort experiences with
respect to job stability by stringing these data sets together.’

Because the retention rate estimate is based on ratios of numbers of
workers in different CPS samples, the sample of workers from each CPS
must be representative of the population if we are to obtain unbiased
estimates. The CPS is a stratificd sample representative of the U.S. popu-
lation when the weights provided for each sampled individual are ap-
plied. We find, however, that nonresponse to the tenure supplement
causes the sample of respondents with tenure data available to be non-
representative. Therefore, in constructing the Ns in equation 3.1, we ad-
just the standard CPS sample weights by multiplying by the reciprocal of
the response rate to the tenure question for each race-age-sex subgroup,
with age grouped into five-year intervals.* We always use the adjusted
weights in forming the Ns, which are then rescaled to reproduce the ac-
tual sample sizes.

We are also interested in the variance of this estimated retention rate.
If we had true longitudinal data, our estimated retention rate would
comc from the following calculation. We initially draw a sample of size

N,.? (a number on which we condition), and t years later N, tﬂ " obser-
vanons have an additional t years of tenure.” C ondmonmg on N_°
Nyt+c - can be modeled as a binomial random variable (witk Nyerc
the number of “successes” in N,.” trials). Then the estimate of R,.”(t) in
equation 3.1 would just be the estimate of the proportion of “succcsses”
(defined as remaining in the job for t years). The estimated retention rate
would then be asymptotically normally distributed, with

L*
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2 Rxco(t) (1 - Rxco(t))

Ry%(0) ~ N{ Ry (1), N.O (3.2)

Of course, we do not have true longitudinal data but rather estimate
NX,HCO’t from an independent sample. What we do not know, then, is
how many observations from the year 0 sample would have been ob-
served with t + c years of tenure t years later. That is, in contrast to
cquation 3.1, the retention rate cstimate we would like to use (from true
longitudinal data) is

0.t
A Nxt+c ’

Qxco(t) =——5 (33)

We can rewrite the retention rate estimate we actually use (equation
3.1)as

[¢X] 0+1 0.t
Nxt+c Nx,t+c - Nx,t+c

0 0 b]
Ny Ny

(34)

which makes clear that our cstimated retention rate can be interpreted as
a true retention rate in longitudinal data, plus an error (the second term)
that comes from the fact that we estimate the number of individuals with
t + ¢ years of tenure from an independent sample rather than a true
longitudinal sample. This sampling crror generally adds variance to the
estimated retention rate.’ To calculate the variance of the retention rate
we can estimate, NMHO“ can be modeled as a multinomial random
vanable for the number of obscrvations with characteristics x and tenure
t + cout of the entire sample N°**, Using px,HcO+t to denote the true
proportion with x and t + ¢ in the year 0 + t supplement, the variance
of the estimated retention rate is

NO " tpx,t+c0+t( l o px,t +c0 +t)

(N °)?

Var(R, (1)) = (3.5)

We can estimatc this variance consistently using the corresponding
sample moments.
Because

0+t 0+t
N px,t+c

o =RSO, (3.6)

we can write
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0 _ 0+t
Var(, () = (N2 Prere )

Rxco(t)(]- - Rxco(t>) > (1 - PchOH)
Nxco (1 - Rxco(t)) .

(3.7)

When we are esnmatmg the retention rate for the whole sample (that
is, when p;, TS simply the proportion with tenure t + c and we do
not dlStlnnglbh bascd on characteristics x), py_ =2 tand R, O(t) are both
estimates of the retention rate, although they have different expectations
if the survival function is not stable. {Otherwise, we could just use cross-
sectional data to estimate survival functions.) But to a first approxima-
tion, in this case the variance of the estimated retention rate using re-
peated cross-scctions, is no higher. However, when we are looking at a
subsample with particular characteristics x, the variance is higher than it
would be with true longitudinal data, since px,tﬂ.OH, which is the cross-
sectional estimate of the retention rate multiplied by the proportion of
the sample with characteristics x, is less than R,.’(t), as equation 3.6
shows. Intuitively, this occurs because in the year 0 + t sample we also
resample on the characteristics x. The smaller the proportion of observa-
tions with characteristics x (and hence the smaller p, T is relative to
R, (1)), the more the variance is increased because we may get variation
in N,(HcD+t owing to sampling variation in the proportion of observa-
tions with characteristics x, not solely variation owing to the uncertainty
of retaining a job.

We also study changes in retention rates over time. In estimating the
variances of these changes, we consider an additional factor: the potential
for dependence in sampling errors in the estimated retention rates for
different periods. This can arise because in some cases we use the same
supplement in the denominator of one retention rate and the numerator
of the earlier retention rate. For example, using the surveys in years 0,
0 + t, and 0 + 2t to estimate changes in t-year retention rates from
year 0 to year 0 + t, the estimated change in retention rates is

0+2t 0+t
Nx,t+c Nx,t+c

ARXC(t) = N _0+t o ‘ N ‘0

(3.8)

The variance of this expression involves the covariance of the two esti-
mated retention rates. Depending on the tenure groups we spcc1fy thcrc
may be some overlap between the observations counted in N, °** and
those counted in N, + ¥t 7 However, as explained earlier, in computing
each retention rate we condmon on the number in the dcnommamr of
cach rate (the number of individuals with characteristics x and tenure ¢ in
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the “base” year for calculating the retention rate). Under this assump-
tion, the overlapping observations between the denominator of the first
expression and the numerator of the second does not generate a covari-
ance between the two expressions. Obviously, however, the existence of
the overlap suggests that this conditioning assumption is not entirely sat-
isfactory, and that the standard errors for the changes in retention rates
that we computce arc likely to be somewhat understated if we ignore the
negative covariance between the estimated retention rates that is gener-
ated by the overlapping observations. On the other hand, retention rates
may be positively correlated over time as, for example, increases in reten-
tion rates affect employers’ expectations regarding worker turnover, lead-
ing to changes in behavior (such as increased human capital investment)
that in turn reduce turnover further. This positive covariance would tend
to reduce the variance of the difference in equation 3.8. For these rea-
sons, we must regard statistical inferences regarding some of our esti-
mated changes in retention rates quite cautiously. However, when we
compute changes in eight-year retention rates, we use different surveys
for the end of the first span over which we compute these rates (1991)
and the beginning of the second span (1987), so the problem of negative
covariance from overlapping observations does not arise. Similarly, there
are some changes in the four-year retention rates we estimate for which
this problem does not arise because the periods are nonoverlapping—
specifically, changes from the period 1983 to 1987 to the period 1991 to
1995,

Aside from these factors, we make numerous corrections and adjust-
ments to the data in an attempt to obtain more reliable comparisons of
job stability over time. These adjustments probably contribute further
variance to our estimates of levels of and changes in retention rates. On
balance, therefore, we suspect that our estimated variances understate
the true variances, which strengthens the evidence when we find no sig-
nificant changes in estimated retention rates and weakens the evidence
when we find significant changes.

DATA

The empirical analysis in this chapter first updates estimates of changes in
four-year retention rates, using 1983, 1987 1991, and 1995 CPS data.
Thus, we estimate and compare retention rates for 1983 to 1987, 1987
to 1991, and 1991 to 1995; estimates for the first two spans were re-
ported in our earlier work. In addition, the 1995 tenure data enable us to
estimate and compare eight-year retention rates for 1983 to 1991 and
1987 to 1995; we also report evidence on these rates. For 1983, 1987,
and 1991, we use the January CPS tenure supplements. For 1995, we use
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tenure data from the February contingent work supplement. As in our
carlicr work, there are some problems with tenure data reported in all
years in the CPS. We first mention how we handle these, relegating the
details to the appendix. We then go on to discuss specific additional
problems that arise in the new 1995 data that we use.* For all years, we
study nonagricultural, non-self-employed workers,” either currently
working or with a job but not currently at work, age sixteen or older.

Our approach to the data is to attempt to ensure comparability be-
tween the different time spans. Comparability may be particularly influ-
enced by different rounding patterns and by changes in the survey instru-
ment.'” We next describe how we address each of these issues.

RouNDING AND HEAPING

The empirical probability distributions of reported tenure for each of the
four years are shown by the dark bars in figure 3.1. The rough shape of
these distributions is the same in each of the four years, with the highest
proportion reporting tenure in the range of zero to one year, and the
proportion declining nearly monotonically in subscquent years."! How-
ever, the empirical distributions reveal some other features.

First, for 1983, 1987, and 1991, the proportion reporting tenure of
one to two years is lower than the proportion reporting tenure of two to
three years. This almost surcly ariscs because the wording of the tenure
question has led to a phenomenon we call rounding. In each of these
surveys, the tenure question asks how long a person has worked for the
present employer. If the answer is less than one year, the respondent is
queried as to the length of tenure in months; otherwise, the answer is
recorded in years. Thus, if respondents have worked more than one and a
half years, they may very well respond that they have been working for
two years. So we might expect that approximately one-half of the respon-
dents with twelve to twenty-four months of tenure are coded as having
two (that is, two to less than three) years of tenure rather than one (one
to less than two). On the other hand, this problem is much less apparent
for 1995 because individuals could choose to respond in terms of weeks,
months, or years."”

A second feature of the empirical tenure distributions is that they have
spikes at multiples of five years, which we call heaping. The problem,
originally identified by Manuelita Ureta (1992), presumably arises be-
cause of rounding with regard to the number of years for which a respon-
dent has worked for the present employer. Our method for adjusting for
rounding and heaping is described in the appendix. The graphed lines in
figure 3.1 show the adjusted distributions for each year.
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THE PROBLEMS WITH 1995 TENURE DATA

The 1983, 1987, and 1991 tenure supplements used a uniform question,
in particular, “How long has [ ] been working continuously for his
present employer [ 1?” Unfortunately, in 1995 the Census Bureau
did not continue to elicit information on tenure in the same way for the
same four-year interval between earlier supplements. Because the primary
results of our analysis involve comparisons over time, ensuring compara-
bility of the data over time is critical to being able to attribute changes in
retention ratcs to changes in job stability rather than changes in the data
instrument. In particular, there were two potentially quite important
changes in the tenure questions in the 1995 supplement."

The first important change is that the tenure questions take different
forms for individuals classified as contingent workers. Table 3.1 lists the
various ways the question is asked, depending on the classification of the
worker; in the appendix, table 3A.1 provides the questions and defini-
tions used to classify alternative types of contingent workers. As a general
matter, the questions try to clcar up somc ambiguitics that might arise in
using the general tenure question from earlier years for contingent work-
ers. For example, if an individual is a temporary worker in an agency (type
4 in the table), defining how long he or she has been working continu-
ously for his or her present employer is ambiguous, since this could refer
either to the agency itself or to the present placement. Thus, the contin-
gent work supplement first asks about the amount of time worked at the
current place of work. It then asks how long the worker has been accept-
ing assignments from a temporary help agency, although it might be pref-
erable to ask how long the worker has been accepting assignments from
the temporary help agency from which he or she now accepts assign-
ments, were there only one. Similarly, contractors are asked about tenure
at the place to which they are currently assigned as well as at the company
that contracts out their services."

Although these more detailed questions provide less ambiguous infor-
mation on tenure for contingent workers, it is not immediately obvious
which types of answers are most comparable to the tenure responscs such
workers would have provided on the earlier tenure supplements. Our
guess is that the responses that refer to the current place of work are
more comparable. Furthermore, we are least likely to reject erroneously
the widely held view that job stability has declined if we use these lower-
bound responses, which scems the appropriate strategy given that our
previous work is at odds with this view. The changes for contingent
workers may also have a minor overall impact on the estimates because
these workers represent only about 10 percent of the workforce, al-
though this depends, of course, on how much the measurement of ten-
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Table 3.1 Tenure Questions in the February 1995 Contingent Work

Supplement
Percentage
Type-Question Answering
1. Imcorporated self-employed: “How long have you been self-employed?” 3.87
2. Independent contracior: “How long have you worked for the employer 98
where you worked last week?™ (low) or “How long have you been an
independent contractor”? (high)
3. Temporary worker, no agency: “How long have you worked for (il in 3.29
employer’s name from the basic CPS)”
4. Temporary worker in an agency: “How long have you worked (where .94
you are cuvrently wovking/fill in employer’s name from the basic CPS)”
(low) or “How long have you been accepting assignments from a
temporary help agency? If there have been long periods when you have
been turning down assignments for reasons such as attending school,
only include the time since the last interruption.” (high)
5. Contractor with employer: “How long have you worked for (fill in .00
emplover’s name from basic CPS/the place wheve you weve assigned)?”
{(low) or “How long have you worked for the company that contracts
out your services?” {high)
6. On-call worker: “How long have you worked for the employer where 1.40
you were working last week?” (low) or “How long have you been an
on-call worker?” (high)
7. Day laborer: “How long have you been a day laborer?” .00
8. Noncontingent worker: “How long have you worked for (fill in 8951

employer’s name from the basic CPS)?” or “Excluding your time as a
temporary worker, contractor, consultant, free-lancer, or on-call
worker, how long have you worked for (2l in employer’s name from the
basic CPS§)?”

ure is affected. Nonetheless, we proceed by defining low and high values of
tenure in the 1995 survey, based on the workplace-specific and more gen-
eral tenure responses, respectively, and report some results both ways.”®
The second and most important difference in the 1995 tenure data is
that in the earlier tenure supplements the question referred to “contin-
uous” work for the same employer, while the question in 1995 drops the
word “continuous.” Because some employer separations arc tcmporary,
this introduces a comparability problem between reported tenure in
1995 and reported tenure in the previous supplements. For example, if
we are calculating a four-year retention rate from 1991 to 1995, because
people will appear to have higher tenure in 1995 than they actually do
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(based on the ecarlier definition), it will appear that more people have
stayed on their job for four years. This upward bias would, of course,
tend to obscure any decrease in job stability through 1995.

We correct for this bias by using alternative available data sources to
adjust the 1995 CPS data. In February 1996, the CPS included the Dis-
placed Worker, Job Tenure, and Occupational Mobility Supplements,
which included both “continuous” and “total tenure” questions. In par-
ticular, in the 1996 CPS the question pertaining to total tenure asked
how long the respondent had been working for his or her present em-
ployer. The question pertaining to continuous tenure asked how long he
or she had been working continuously for that employer. (The latter is
the same question asked in the 1983, 1987, and 1991 supplements.) Our
basic strategy is to adjust the 1995 CPS total tenure distribution to repre-
sent continuous tenure based on adjustments computed from the 1996
CPS.re

These adjustments include three steps. We first calculate the fraction
of individuals whose total tenure exceeds continuous tenure. We then
calculate the amount of the difference for this subset of individuals. We
carry out these calculations at disaggregated levels of total tenure, since it
is likely that the two measures diverge more for more tenured workers.
Next, we apply these adjustment factors to 1995 reported tenure to ap-
proximate the distribution of continuous tenure. Specifically, using the
1996 CPS data for specific tenure groups (encompassing sufficiently
large sample sizes), we first estimate the proportion for whom the two
measures differ. We then calculate the difference between total and con-
tinuous tenure at four quartiles of the distribution of this difference (al-
ways weighting the data).” In the appendix, table 3A.2 reports these re-
sults for the 1996 CPS data. In the final step of the adjustment, we
randomly choose this same proportion of respondents in the correspond-
ing total tenure group in the 1995 CPS, divide this chosen group into
four equally sized groups, and then adjust tenure by the estimated ratio
for one of the quartiles."

The top left-hand panel of figure 3.2 displays the distributions of total
and continuous tenure in the 1996 CPS tenure data, as well as the esti-
mated distribution of continuous tenure that results if we apply this pro-
cedure to the distributions of total tenure in the 1996 CPS. The top
right-hand panel summarizes this information in terms of the implied
differences in the distributions of total and continuous tenure. The bot-
tom panels display similar information for the 1995 CPS data (having
alrcady applied the deheaping procedure for the 1995 CPS explained in
the previous subscction), although in this case there is no actual contin-
uous tenure variable. As we would expect, the adjustment based on the
1996 CPS data moves some individuals from higher tenure to lower ten-
ure; this is reflected in the right-hand panels as a negative difference be-



Figure 3.2 Frequency Distributions of Total Job Tenure and Estimated
Continuous Job Tenure Based on the CPS Adjustments
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Figure 3.2 Continued
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tween the proportion with, for example, total tenure of onc to two years
and the proportion with continuous tenure in this range, and positive
differences at higher tenure levels. Obviously, this adjustment leads to
lower retention rates through 1995 than we obtain in the absence of this
adjustment.

As a check on the robustness of our results to this adjustment to the
1995 CPS data, we have carried out a similar exercise using adjustment
factors estimated trom the PSID, which, for the waves covering 1988 to
1992, asks workers to report current tenure in two ways: total time with
employer and total time since most recent hire. Although using these
data to perform the adjustment is considerably more complicated, the
results are qualitatively similar. (For a description of the results, seec Ncu-
mark and Polsky 1997.)

Finally, as an additional check on the robustness of the results to the
tenure correction, we report limited findings in which we simply pretend
that the 1996 CPS supplement was administered one year earlier and
substitute it for the 1995 supplement. Strictly speaking, this procedure
requires that the 1996 sample come from a stable population with a sta-
ble survival function for job tenure and a constant arrival rate. Although
we do not believe that cither of these assumptions holds, violations of
this assumption over such a short period may be sufficiently minor that
substituting the 1996 data for the 1995 data provides at least an informa-
tive check on whether the more complicated adjustments using the 1996
CPS data (or the 1988 to 1992 PSID data) are providing misleading
estimates of job retention rates.

A natural question that arises given the preceding discussion is
whether we can learn anything reliable from cxtending the analysis to use
the 1995 data, and more significantly, whether there are alternative data
sources that might not be plagued by changes in the survey instrument
and might provide enhanced comparability of job stability over time. As
noted carlier, some of the other data sources that may address this issue
are also affected by changes in the survey questions. Problems with the
PSID were noted earlier, although Polsky (1999) has demonstrated that
it is possible to use the PSID to look at changes in job stability on a
consistent basis over time; in addition, however, the much smaller sample
size of the PSID prevents much disaggregated analysis. Farber (1996)
has used the Displaced Worker Surveys (DWS) to study job loss, in con-
trast to overall job stability. It turns out, however, that this data source
also underwent changes that make comparisons of the 1994 DWS with
carlier surveys problematic. Specifically, the recall period covered
through the 1992 DWS was five years, compared with three years in the
1994 DWS. Farber used information from the PSID to adjust the data.
Thus, researchers interested in measuring changes in job stability or job
security over time appear to have little choice but to use data sets that are
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not entirely consistent over time, and to attempt to develop procedures
for making these sources consistent. In our view, it is important to try to
update the evidence on changes in job stability, while being cautious
about drawing strong conclusions from somewhat different data sources.
Finally, we would express the hope that uniform methods of tracking job
stability over timc will be pursued.

RESULTS

We first report, in table 3.2, estimates of four-year retention rates for
1983 to 1987 and 1987 to 1991 for all workers in our sample, classified
by initial tenure; this provides a brief overview of the results reported by
Diebold, Neumark, and Polsky (1997). Table 3.2 reveals that taking ac-
count of heaping, the estimated four-year retention rate fell modestly,
from .561 in 1983 to .539 in 1987." The qualitative pattern by tenure
group is similar with or without the adjustments for heaping (and round-
ing). In particular, job stability fell for those with two to nine years of
tenure and for those with nine to fifteen years of tenure, but rose for
those with fifteen or more years of tenure. Also, notice that the heaping
adjustment has considerably less effect on the estimated changes in reten-
tion ratcs, although it affects their estimated levels. Thus, in what follows
using the 1995 data, we focus on results with adjustments for heaping.

Table 3.2 Estimated Retention Rates for All Workers by Tenure Group,
in Four-Year Spans: 1983 to 1987 and 1987 to 1991

Time Span Inirial Tenure Group Raw Data Dcheaped
1983 to0 1987 Zero to less than two 425 344
Two to less than nine 554 611
Nine to less than fifteen 777 861
Fifteen or more 682 653
Total 566 561
1987 to 1991 Zero to less than two 422 .348
Two to less than ninc 508 552
Nine to less than fifteen 747 821
Fifteen or more 724 706
Total .545 .539
A 1983-1987 to Zero to less than two —.002 004
1987-1991 Two to less than nine —.046* —.059*
Nine to less than fifteen —.031* —.040*
Fifteen or more 042* 0537
Total -.021* —.021*

*Denotes that the estimated difference in the retention rates is significant at the 5 percent level.
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As discussed earlier, the tenurc questions in the 1995 supplement, on
which estimated retention rates through 1995 are based, are not entirely
comparable with earlier tenure questions. In table 3.3, we first report
estimated retention rates without the adjustments to the 1995 data de-
scribed earlier. We present results using the upper- and lower-bound ten-
ure responses. We then report results based on the adjusted data. The
comparison across the estimates is useful in gauging the degree of uncer-
tainty in the cstimates through 1995 stemming from the changes in the
tenure questions. However, our preferred estimates arc based on the
lower-bound tenurc question in the 1995 CPS supplement, using the
1996 CPS data to adjust the 1995 data; these are reported in the second
column. We also report the estimated changes in retention rates from
1983 and 1987.

The first column of table 3.3 reports results using total tenure in 1995
(that is, unadjusted tenure), based on the lower-bound variables for
1995 tenure; these latter variables correspond to the tenure questions
labeled “low” in table 3.1, when there are two questions. As table 3.3
shows, the estimated retention rate for 1991 to 1995 (.571) is higher
than for either 1987 to 1991 (.539) or 1983 to 1987 (.561). Although
this suggests an increase in aggregate job stability, the total tenure vari-
able in 1995 probably overstates tenure as defined in earlier years and
hence biases the cstimated retention rates for 1991 to 1995 upward.

The second column therefore adjusts the 1995 data using information
on total and continuous tenure in the 1996 CPS supplement. As ex-
pected, this lowers estimated retention rates for 1991 to 1995. Nonethe-
less, aggregate job stability still appears not to have fallen, with an csti-
mated four-year retention rate of .551, a shade higher than for 1987 to
1991, and a shade lower than for 1983 to 1987.

When we disaggregate by tenure, some rather sharp contrasts with the
picture of aggregate job stability emcrge. Workers with less than two
years of tenure experienced significant estimated increases in four-year
retention rates (053 relative to 1983 to 1987, and .048 relative to 1987
to 1991). On the other hand, workers with ninc to fifteen years of tenure
expericnced significant and somewhat larger declines, and for the com-
parison with 1987 to 1991 the same is true of workers with fifteen or
more years of tenure. In contrast, in comparison with 1983 to 1987,
workers with two to nine years of tenure experienced smaller but still
significant declines in job stability.*® The qualitative difference between
less tenured and more tenured workers is striking. Some of these qualita-
tive findings show a reversal of the evidence through 1991. Specifically,
as reported earlier, the four-year retention rate for workers with fifteen or
more years of tenure rose from 1983 to 1987, and the four-year reten-
tion rate for workers with nine to fifteen years of tenure fell by considera-
bly less over this period. Although the adjustments to the 1995 data
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strengthen the declines in retention rates for more tenured workers, the
qualitative conclusion is the same with or without the adjustment. The
evidence of recent declines in job stability for those with nine to fifteen
years of tenurc and with fifteen or more years of tenure indicates a shift
toward less job stability among long-term, career workers in the first half
of the 1990s.

In the next two columns of table 3.3, we show the differences that
result from using the upper-bound tenure variables in the 1995 contin-
gent work supplement; these latter variables are based on the tenure
questions labeled “high” in table 3.1, when there are two questions. As
we would expect, estimated retention rates for 1991 to 1995 are higher
using these alternative tenure variables, in the aggregate and for each
tenure group, and hence any declines in retention rates are moderated.
However, the differences in the results are small. As a consequence of the
small differences, and because the lower-bound estimates correspond
mare closely to tenure with an employer, we focus on the lower-bound
estimates in the remainder of the chapter.

Finally, the last column substitutes the 1996 tenure data for 1995, a
simpler (but admittedly crude) method of accounting for problems with
the 1995 contingent work supplement. By tenure group, the results are
qualitatively similar to those based on adjustments to the 1995 data, with
increased stability for less tenured workers and decreased stability for
more tenured warkers. The only difference is that using the data this way
indicates a more substantial but still modest (.027) increase in aggregate
job stability from the 1987 to 1991 period to the 1991 to 1995 period;
this difference hints at an improvement in job stability between 1995 and
1996, since the 1996 tenure data arc now used directly rather than to
adjust the 1995 data. We have more confidence in the estimates based on
explicit adjustments to the 1995 CPS data. But regardless, we have what
we regard as robust evidence of essentially no decline in aggregate job
stability based on four-year retention rates, modcrate increases in job sta-
bility for less tenured workers, and sizable decreases in job stability for
more tenured workers.”

With the tenure data for 1983, 1987, 1991, and 1995, we can also
estimate cight-year retention rates for 1983 to 1991 and for 1987 to
1995. These longer-term retention rates may be of particular interest in
light of the popular perception that longer-term jobs are becoming more
rare; it is possible that the four-year retention rates miss changes in the
likelihood of holding longer-term jobs. Table 3.4 reports estimates of
these rates, in all cases adjusting for heaping and using the lower-bound
tenurc variable for 1995, We first report estimates using 1995 total ten-
ure, and then estimates using the adjustment to continuous tenure,
based on the 1996 CPS supplement. As expected, this adjustment lowers
estimated retention rates for 1987 to 1995. With the adjustment, the
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evidence suggests a non-negligible decline in aggregatc job stability, with
the estimated retention rate falling by .032 (based on the adjusted data).”
Note that the longer the span over which a retention rate is computed,
the larger percentage change a given decline represents, because the re-
tention rate over a longer span is lower in the first place; for example, the
eight-year retention rate from 1983 to 1991 is .386, whereas the four-
year retention rate from 1983 to 1987 is .561. The pattern of changes in
eight-year retention rates by tenure group partly mirrors that obtained
from four-ycar retention rates, with job stability increasing for workers
with zero to two years of tenure and falling for those with nine to fiftcen
years of tenure or with fifteen or more years of tenure. However, here
stability also falls for those with two to ninc years of tenure, providing a
relatively consistent picturc of decreases in job stability for more tenured
workers. Although not reported in the table, using the 1996 CPS file
directly gives qualitatively similar (but slightly weaker) results by tenure
group and in the aggregate.

We next tumn to evidence disaggregated by race, sex, and age. In the
disaggregated analysis, we report results using the same adjustments and
tenure questions as in table 3.4. Table 3.5 first reports results for four-year
retention rates broken down by race. For whites, there is little evidence of
an aggregate decline in job stability as measured by four-year retention
rates over this period. For blacks, the same is true for the change in the
retention rates from the period from 1987 to 1991 to the period from
1991 to 1995. However, over the longer period, between 1983 to 1987
and 1991 to 1995, blacks experienced a relatively sharp decline in aggre-
gate job stability, with the retention rate falling by .066. For both races, at
least some groups of more tenured workers suffered sizable declines in job
stability over this period, although for blacks, given the sharper aggregate
decline, the declines for more tenured workers are larger and more wide-
spread. Less tenured white workers experienced incrcases in job stability
over the longer period, while for less tenured black workers this increase
was smaller and not statistically significant.

Similar to race, the results disaggregated by sex reveal rather distinct
differences in changes in job stability over the longer period (between
1983 to 1987 and 1991 to 1995), but these differences are due for the
most part to changes from the period from 1983 to 1987. Thus, the last
column, which computes changes in job stability between 1983 to 1987
and 1991 to 1995, reveals some substantial sex differences. Among both
sexes, workers with nine to fifteen years of tenure expericnced declines in
job stability. But for women, in contrast to men, the job stability of those
with fifteen or more years of tenure rose; the changes in aggregate rates
are also quite different, falling for men (by .033) but rising for women
(by .018). However, the results for men and women are much more sim-
ilar in comparing the period between 1987 to 1991 and 1991 to 1995.
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Table 3.4 Estimated Retention Rates for All Workers by Tenure Group,
in Eight-Year Spans: 1983 to 1991 and 1987 to 1995

Retention Rate Retention Rate
(with 1995 (Continuous
Time Span Initial Tenure Group Total Tenure) Tenure)
1983 to 1991 Zero to less than two 183 183
Two to less than nine 433 433
Nine to less than fifteen .650 650
Fiftcen or more 485 485
Total 386 386
1987 to 1995 Zero to less than two 216 209
Two to less than nine 384 .368
Nine to less than fifteen 617 585
Fifteen or more 477 454
Total 370 354
A 1983-1991 to Zero to less than twao 034+ 026>
1987-1995 Two to less than nine - .049* —.065*
Nine to less than fifteen —.033* —.065*
Fifteen or more —.008 —.032%
Total —.01l6* —.032*

Npze: All retention rates are adjusted for heaping.

* 1995 total tenure is adjusted to continuous tenure using the 1996 CPS; the lower-bound tenure
variable from the 1995 CPS is used.
*Dcnotes that the estimated difference in the retention rates is significant at the 5 percent level.

The second panel of table 3.5 also reports aggregate retention rates
disaggregated by race and sex. We see that the overall sex differences
appcar among whites also, with white men experiencing a decline in re-
tention rates and white women an increase between the periods from 1983
to 1987 and 1991 to 1995, although the latter increase was sharper for
white women (.029) compared with all women (.018). We also see that
among blacks, both men and women expericnced declines in retention
rates over the longer period, of similar magnitudes. Thus, it is only white
women who experienced an increase in job stability over this period, while
both black men and black women fared worse than white men.

Thus, although the most recent four years have not witnessed strong
race or sex differences in changes in job stability, a longer view suggests
that blacks have been hit hardest, and that job stability has actually in-
creased for white females. The differences in results for men and women
in particular indicates that a rather strong convergence in job stability
among men and (white) women underlies the approximate stability in
aggregate four-year retention rates over the 1980s and the first half of the
1990s. One might interpret the cup as either half full or half empty de-
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pending upon one’s perspective (or perhaps on one’s sex or race). De-
clines in job stability among more tenured men in the first half of the
1990s may have dominated the media, but this has been coupled with
some longer-term gains among women that appear to have received con-
siderably less attention.

The third panel of table 3.5 reports results disaggregated by age group
instead of by tenure. The estimates reveal declines of about .02 to .03
across all age groups. Curiously, estimated retention rates for each sub-
group declined by more than the aggregate retention rate (unlike the
results when we disaggregated by tenure). This can be explained by the
combination of two facts. First, the workforce is aging; the decline in the
proportion of workers age sixtecn to twenty-four is particularly sharp.
Second, for the three youngest age groups retention rates increase with
age. Thus, age-specific retention rates have declined, but this decline is
masked to some extent by population shifts toward older workers, whose
jobs are more stable. This implies that aggregate changes in job stability
tell us what is happening to jobs overall, while the age-specific changcs
are more informative as to what is happening to particular types of work-
ers. As the third panel suggests, this distinction can be of some impor-
tance. In particular, the evidence of declines in job stability is a bit
stronger when we ask how job stability has changed relative to what
workers at similar points in their careers used to experience.

Table 3.6 reports similar disaggregated evidence for the eight-year re-
tention rates. Because these eight-year rates cover the longer period from
1983 to 1995, we might expect the results in this table to parallel the
changes between the periods 1983 to 1987 and 1991 to 1995 from the
previous table, although this need not be true considering that eight-year
and four-year retention rates can behave differently. This expectation is to
some extent confirmed. In particular, blacks experienced considerably
sharper declines in aggregate job stability than did whites (.068 versus
.027), and men experienced considerably sharper declines than women
(.041 versus .020); all of these estimated declines are statistically signifi-
cant. For males and especially for blacks, sharp declines are evident for
those with nine to fifteen years of tenure. As in table 3.5, the second
panel of table 3.6 reports aggregate retention rates disaggregated by race
and sex. Although in this case all groups experienced at least some de-
cline in retention rates, the decline is negligible for white women, and
again, black men and black women fared worse than either white women
or white men.

The results in the third panel, disaggregated by age, also largely paral-
lel those in table 3.5. These estimates indicate statistically significant de-
clines for all age groups except those age fifty-five and older, although
the estimated declines are not sharper for the older “carcer” employees
about whom much has been written.
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Table 3.6 Estimated Retention Rates for Selected Race, Sex, and Age
Subgroups, in Eight-Year Spans: 1983 to 1991 and 1987 to

1995
1983 1987 1983-1991
to to to
Specification 1991 1995 1987-1995
Initial tenure group
Race
White
Zero 1o less than two 181 209 028*
Two to less than ninc 430 365 —.065*
Nine to less than fifteen 634 592 —.042*
Fiftcen or more 483 454 —.029*
Total 381 .354 —.027*
Black
Zero to less than two 184 196 013
Two to less than nine 471 414 —.057*
Nine to less than fifteen 766 544 —.222*
Fifteen or more 514 456 —.058
Total 434 .366 —.068*
Sex
Male
Zero to less than two 195 230 .035*
Two to less than nine 469 .384 —.085*
Nine to less than fifteen 699 619 — 080~
Fifteen or more 489 448 —.041*
Total 420 379 —.041*
White 420 .380 —.039*
Black 429 371 — 058+
Female
Zero to less than two 170 188 018*
Two to less than nine 397 351 —.046*
Nine to less than fifteen 585 542 —.043*
Fifteen or more 476 465 - 011
Total 345 325 —.020*
White 334 322 —.012*
Black 439 361 —.078*
Initial age group
Al workers
Sixteen to twenty-four 190 154 —.036*
Twenty-five to thirty-nine 454 404 —.050*
Forty to fifty-four 527 484 —.043*
Fifty-five or older 188 .188 .000
Total .380 .354 —.032*

Note: All retention rates are adjusted for heaping. 1995 total tenure is adjusted to continuous tenure
using the 1996 CPS; the lower-bound tenure variable from the 1995 CPS is used.

* Denotes that the estimated difference in the retention rates is significant at the 5 percent level.
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Finally, we report results disaggregated by broad industry and occupa-
tion groups; changes in four-year retention rates are presented in table 3.7,
and changes in eight-year rates in table 3.8. Looking first at the four-year
retention rates, the dara indicate that aggregate job stability declined in
manufacturing industries (by .046) and rose slightly in nonmanufacturing
industries (.012) from the period from 1983 to 1987 to the period from
1991 to 1995. However, evidence of declines in job stability among more
tenured workers from 1987 to 1991 appears in both industry groups; over
the whole period, this decline is strong only in manufacturing and is partic-
ularly pronounced for those with nine to fifteen years of initial tcnure.

Turning to occupational differences, the data are broken into blue-collar
workers and three subgroups of white-collar workers: managerial-profes-
sional workers, clerical workers (technical, sales, and administrative), and
service workers. Aggregate job stability fell only for blue-collar workers,
and this change occurred between the periods from 1983 to 1987 and
1987 to 1991; four-year retention rates for the period between 1987 to
1991 and 1991 to 1995 are similar across the four occupational groups.
The results for more tenured workers, however, point to some more inter-
esting findings. Although there is fairly consistent evidence of declines in
job stability for more tenured workers among blue-collar, clerical, and ser-
vice workers from the periods from 1983 to 1987 and 1987 to 1991, for
managerial-professional workers it is only for the latter time span that de-
clines in job stability appear. In particular, from the period between 1987
to 1991 and 1991 to 1995, four-ycar rctention rates for more tenured
managcrial-professional workers tell sharply, by .081 for those with nine to
fifteen years of tenure, and by .106 for those with fifteen or more years of
tenure. Only because job stability moved in the opposite direction from
the period between 1983 to 1987 and 1987 to 1991 for these workers is
there evidence of considerably less change over the longer period. None-
theless, the decline in job stability for this group in the first half of the
1990s is consistent with media stories regarding changes experienced by
more tenured managers and related workers, as well as with research based
on specialized samples or case studies indicating that management is being
streamlined (see, for example, Cappelli et al. 1997).

Table 3.8 presents changes in eight-year retention rates disaggregated
in the same fashion. As with the four-year rates, job stability declined
relatively sharply for workers in manufacturing and blue-collar workers.
Also, for workers in these groups the declines among the more tenured
(those with nine to fifteen years of tenure) are apparent, as in the aggre-
gated results. Among managerial-professional and clerical workers, there
were modest declines in aggregate job stability (significant only for cleri-
cal workers) and no evidence of sharper declines among more tenured
workers.” In contrast with table 3.7, table 3.8 shows the changes in
eight-year retention rates masking the decline in job stability for more
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Table 3.8 Estimated Retention Rates for Selected Industry and
Occupation Subgroups, in Eight-Year Spans: 1983 to 1991
and 1987 to 1995

1983 1987 1983-1991

to to to
Specification Initial Tenure Group 1991 1995 1987-1995
Industry
Manufacturing Zero to less than two 238 258 .020*
Two to less than nine 484 401 —.084*
Nine to less than fifteen 707 595 —.112*
Fifteen or more 460 428 —.037*
Total 449 .395 —.054*
Nonmanu- Zero to less than two 162 190 028~
facturing Two to less than nine 406 351 —.055*
Nine to less than fifteen 611 578 —.033*
Fifteen or more 507 479 —.028*
Total .351 .332 —.019*
Occupation
Bluc-collar Zero to less than two 171 192 021*
Two to less than ninc 424 340 - 084*
Nine to less than fifteen 640 530 —-.110%
Fifteen or more 432 424 —.009
Toral 376 332 —.044*
Managerial- Zero to less than two 337 400 .063*
professional Two ta less than nine 569 497 —.072*
Nine to less than fifteen 793 743 —.050*
Fifteen or more 558 533 —.024
Total 546 518 —.027*
Clerical Zero to less than two 159 188 .029*
T'wo to less than nine .387 326 —.061*
Nine to less than fifteen 564 526 —.037
Fifteen or more 460 417 —.043*
Total 334 .308 —.025*
Service Zero to less than two 101 .095 —.006
Two to less than nine 313 268 —.045*
Nine to less than fifteen 498 422 — .076*
Fifteen or more 515 .338 —.177*
Tortal 2438 205 —.043*

Noie: All retention rates are adjusted for heaping. 1995 total tenure is adjusted to continuous tenure
using the 1996 CPS; the lower-bound tenure variable from the 1995 CPS is used.

* Denotes that the estimated difference in the retention rates is significant at the 5 percent level.
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tenured managerial-professional workers that occurred over the 1991 to
1995 period relative to the 1987 to 1991 period.

Locking at the evidence disaggregated by subgroups does not provide
us with a behavioral explanation of why job stability may have declined
for certain groups, although it may provide evidence more consistent
with some explanations than with others. One hypothesis discussed by
Diebold, Neumark, and Polsky (1997) is that many of the changes that
are believed to underlie changes in the wage structure—in particular,
shifts in relative demand away from less skilled workers—also underlie
changes in job stability. Indced, we found through 1991 that although
aggregate job stability was largely unchanged, those workers who experi-
enced declines in job stability were the same workers whose relative
wages had suffered (young, unskilled, minorities, and so on), perhaps
consistent with technological change biased against such workers driving
down both their wages and job attachment. There is not yet enough
work on changes in wage structure in the 1990s to ask whether in this
period some of the other groups that experienced declines in job stability
{such as more tenured workers) also began to experience declines in rela-
tive earnings. Additionally, a prominent theme in the management litera-
ture (for example, Cappelli et al. 1997) is that the 1990s witnessed a
good deal of restructuring of organizations, entailing, among other
things, streamlined managerial structures. This view is consistent with
the declines in job stability for managerial-professional workers that we
find in the 1990s.*

CONCLUSIONS

We update evidence on job stability in the U.S. economy through 1995
by combining information from the 1995 CPS contingent work supple-
ment with earlier CPS tenure supplements. Using these somewhat differ-
ent data sources requires that we make adjustments to achieve compara-
bility over time. But the general robustness of results across alternative
adjustment procedures suggests that we have successfully transtformed
these supplements into a set of cross-section data sets with comparable
tenure data, which we can string together to provide a reasonably accu-
rate empirical description of changes in job retention rates. These reten-
tion rates provide measures of job stability that arc immune to both
changes in the underlying distribution (or survival function) for job ten-
ure and changes in new arrivals in the labor market.

In the aggregate, there is some evidence of modest declines in job
stability in the first half of the 1990s, differing somewhat from the 1980s,
during which time aggregate job stability remained stable. However, the
drop in aggregate job stability might appear somewhat worse if the work-
force were not shifting toward ages in which jobs are typically more sta-



102 On the Job

ble. More significantly, in the first half of the 1990s more tenured work-
ers experienced significant and perhaps rather large declines in job stabil-
ity, although less tenured workers experienced gains in job stability. This
contrasts with the 1980s, when the declines in job stability that did ap-
pear were concentrated among younger, less skilled, and less tenured
workers.

There are some rather prominent differences in these results by race
and sex. White women appear to have had either an increase or a small
decrease in job stability, depending on the period over which we com-
pute job retention rates. White men, in contrast, have experienced mild
declines in job stability in the aggregate, and rather sharp declines among
those with higher tenure. Looking at race, blacks have experienced the
strongest declines in job stability, with rather pronounced declines
among more tenured workers and in the aggregate.

Disaggregating workers by broad industries and occupations, we find
that declines in job stability occurred among manufacturing workers and
among blue-collar workers. Among these workers, the aggregate find-
ings of sharp declines in the first half of the 1990s among more tenured
workers are apparent. We also find that, relative to the immediately pre-
ceding period, the job stability of more tenured managerial-professional
workers fell sharply in this period, representing a reversal from the 1980s.

The main goal of this chapter has been to present new evidence on job
stability through the mid-1990s. Other research has claimed to find evi-
dence of substantial declines in job stability during the 1980s, although
we have disputed many of those findings. On the other hand, looking
through the mid-1990s, we find evidence of more recent declines in job
stability, especially for older, more tenured workers, and more so for
blacks and men than for women. This is consistent with two other studics
that have also looked at recent data. Farber (this volume), using the CPS
tenure supplements, reported declines in the proportions of male workers
with ten or more years of tenure and with twenty or more years of tenure,
cspecially after 1993; for women, in contrast, these proportions did not
decline. Similarly, using data from both the PSID and the CPS, Jacger
and Stevens (this volume) reported an increase in the fraction of male
workers aged thirty or older with fewer than ten years of tenure in the
1990s. Thus, the broad trends we find are consistent with this research.
Also, these two papers, as well as ours, point to the emergence of declin-
ing stability in the 1990s and hence are in agreement that the decline in
job stability (measured in different ways) is recent. Thus, at this point we
view the evidence as pointing mainly to a drop in job stability for some
groups of workers in the first half of the 1990s. Based on the evidence
available thus far, we do not see this decline as part of a longer-term trend
and can only speculate as to whether it reflects a temporary or pcrmancent
change in U.S. labor markets.
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APPENDIX: ADJUSTMENTS FOR HEAPING AND ROUNDING

Following procedures developed by Diebold, Neumark, and Polsky
(1997), we adjust the data for rounding and heaping by estimating a
mixture model for reported tenure, the estimates of which we then use to
reallocate the rounded and heaped data. For this purpose, we model true
tenure with a Weibull distribution, and we assume that individuals report
true tenure with probability p and report a nearby multiple of five with
probablhty (Ql - p).! The corresponding Weibull survival function is
exp[ — (at')"], where t' denotes true tenure in years. We expect heaping
to be more severe the longer the true length of the tenure spell, so we
allow p to depend linearly on reported tenure t, p = v + 8t, where we
expect to find 8 < 0. We treat the problem of half-year rounding, dis-
cussed in the main text, in a similar fashion—Dby assuming that indepen-
dently of reported tenure (as long as it exceeds twelve months), individ-
uals report true tenure with probability 8 and report one year more than
true tenure with probability 1 - 6.

Under these assumptions, the reported tenure distribution differs from
the true probability distribution for three rcasons—rounding, heaping,
and sampling variation. We use the minimum chi-square method to esti-
mate the parameters a, 3, <y, 8, and 0 for each of the four years. First, we
divide the possible values of reported tenure into J cells, and then we find
the values of the parameters that minimize

20 — E)/E; (3A.1)

where O; is the actual number of observations in cell j, and E; is the
expected number of observations given the parameters. We estimate the
paramecters using a grid search.”

We use the estimates of the parameters of the mixture model to adjust
the data for heaping and rounding. With respect to heaping, for each
multiple of five years for reported tenure, we calculate the probability
that respondents have reported the truth, using the estimates of v and 8.
We then redistribute to adjacent values of tenure the number of respon-
dents estimated to have rounded. The redistribution is in proportion to
the percentage shortfall between the expected number of observations at
each of the adjacent values based on the estimated Weibull distribution
and the expected number of observations based on the mixture of the
Weibull distribution and the heaping mechanism.’ To handle rounding,
we shift reported tenure down by one year for the proportion estimated
to have rounded up by one year.
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Table 3A.1 Classification of Workers in the February 1995 Contingent
Worker Supplement

Pereenrage

Type-Identification Answering

1. Incorporated sclf-employed 3.87
S8IC = “Something Else”

2. Independent contractor 98
S1=Y, S7 =Y, or $81C =Independent contractor, independent
consultant, or free-lance worker

3. Temporary worker, no agency 3.29
S1=Y,82=N,84=N,8=N,and S6=N or STEL=Y

4. Temporary worker in an agency 94
S1=Nand S2=Y or S1=Y and S2INS=Y

5. Contractor with employer .00
S1=Y,86=Y

6. On-call worker 140
§1=Y,84=Y

7. Day laborer 00
S1=Y,S5=Y

8. Noncontingent worker 8951

81=N,S81SCR=Y,82=N,84=N,56=N, S7TEL=N, and 7 =N; or
in universe for $28 (N: 95.4 percent, Y: 4.6 percent)

81: Some people are in temporary jobs that last only for a limited time or until the completion of a
project. Is your job temporary?

S$1SCR: Provided that the economy docs not change and your job performance is adequate, can you
continue to work for your current employer as long as you wish?

§2INS: Are you paid by a temporary help agency?

§2: Even though you told me your job is not temporary, are you paid by a temporary help agency?
$4: Some people are in a pool of workers who are only called to work as needed, although they can
be scheduled to work for several days or weeks in a row, for example, substitute teachers and con-
struction workers supplicd by a union hiring hall. These people are sometimes referred to as on-call
workers. Were you an ox-call worker last week?

$5: Some people get to work by waiting at a place where employers pick up people to work for a day.
These people are sometimes called day laborers. Were you a day laborer last week?

§6: Some companies provide employees or their services to others under contract. A few examples of
services that can be contracted out include security, landscaping, or computer programming. Did
you work for a company that contracts out you or your services last week?

S7EL: Are you paid by an employee leasing company?

§7: Last week, were you working as an independent contractor, an independent consultant, or a
free-lance worker? That is, someone who obtains customers on their own to provide a product or
service.

S8IC: Are you self-employed as an indcpendent contractor, independent consultant, free-lance
worker, or somcthing clse? (1 = independent contractor, independent consultant, or free-lance
worker, 2 = somcthing else)

§28: Did you ever work as 2 temporary worker, contractor, consultant, free-lancer, or on-call worker
for {fill: employer’s name from basic CP'S)?
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NOTES

1.
2.

Current tenure, ¢, can refer to a range of tenure levels.

These assumptions enabled Hall to estimate the survival function using the
1978 CPS tenure supplement because they imply that we can estimate the
survival function from synthetic cohorts constructed from a single cross-
section; specifically, the t-year retention rate for workers with current tenure
¢ can be computed as the ratio of workers with t + ¢ yecars of tenure to
workers with ¢ years of tenure.

. When x refers to age, it is increased by t years in cach subsequent survey to
follow the right cohort over time.

The CPS sample weight is the reciprocal of the probability of being sam-
pled, adjusted for non-interview and variation in the sampling of race-age-
scx and residence subgroups.

Note that here the superscript on Ny, is 0,t, indicating the number of
workers in the longitudinal sample (drawn in year 0) with characteristics x
and t + c years of tenure t years later. This contrasts with the earlier sub-
script 0 + t, which indicated the number of workers with characteristics x
and t + ¢ years of tenure in a new cross-section sample drawn t years after
year 0.

. In Dicbold, Neumark, and Polsky (1997, we ignored this additional varia-

tion. However, accounting for it would only have reinforced our statistical
inference that aggregate job stability had not declined.

For example, if we calculate retention rates for those with between one and
ten years of tenure in the base year, and t equals 4, then some observations
counted in N, > ** also are counted in N,(’H_CO“, where t + ¢ is the range
of five to fourteen years of tenure.

. The February 1996 tenure supplement is more comparable to the earlier

surveys, but because it comes five years after the 1991 supplement, it cannot
be used directly to estimate four-year retention rates that are comparable to
those we estimate for earlier years. Nonetheless, as explained later in the
chapter, we do consider some cvidence from this supplement.

. Specifically, the unincorporated self-employed are excluded.
10.

In previous work (Diebold, Neumark, and Polsky 1997 ), we also attempted
to correct for the effects of the business cycle. Our cyclical adjustment,
which had only minor effects on the estimates, focused on the influence of
the cycle on estimates of retention rates as fluctuations in unemployment
affect the probability of termination, independently of underlying changes
in job retention rates. However, reviewers of this chapter correctly pointed



11.

12,

13.

14.

15.

i6.
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out that “quits” also have a cyclical dimension (moving procyclically), in
contrast to terminations. Indeed, evidence presented in Jaeger and Stevens
(this volume) and Gottschalk and Moffitt (this volume) suggested no clear
cyclical pattern to overall separations. We therefore omit the business cycle
adjustment in this chapter, although incorporating it had little influence on
the qualitative conclusions.

Qur convention is that when a tenure interval is specified, the first value is
included in the interval and the second excluded. For example, “0 to 17
means “tenure is greater than or equal to zero and less than one.”

In fact, the Bureau of Labor Statistics (BLS) recognized this problem and
changed the subsequent February 1996 tenure supplement in a similar way
to reduce rounding.

A third change, while most apparent, is inconsequential. Whercas tenure
information for 1983, 1987, and 1991 comes from January, the information
for 1995 comes from the February 1995 contingent work supplement,
Since there is always some risk of losing one’s job in any month, defining
workers’ tenure as of February leads to downward bias in estimates of reten-
tion rates through 1995. However, it is easy to show that this bias is trivial.
If we assume a constant risk of losing onc’s job cach month, this biases the
estimated four-year retention rate through 1995 downward by 1,/48 = .02
(because there are forty-nine months). Of course, the actual risk is much
higher in the carly months on a job, and much lower in later months, sug-
gesting that the bias from using data from February is much smaller. For
example, if we use estimates of the Weibull parameters of ¢ = .22 and

B = .80, based on the estimates obtained in the deheaping procedure, the
downward bias is .006.

We experimented with using the 1995 data to identify a large number of
industry and occupation cells with few or no contingent workers, and with
using the tenure data from all of the years to study these cells only. But it
turned out that contingent workers were distributed across a wide array of
industry and occupation cells,

Susan Houseman and Anne Polivka (this volume) reported that 57 percent
of temporary workers in the 1995 contingent work supplement claim their
temporary agency, rather than their current client, as their employer on the
main CPS. This suggests that, for this category of contingent workers, ac-
tual tenure as it would be measured in the carlier CPS tenure supplements is
most likely to be near the middle of the range given by the high and low
values of tenure. On the other hand, Polivka has reported to us internal BLS
results indicating that most contractors report their most recent assignment
as their main cmploycr on the basic CPS, suggesting that the lower tenure
number is most comparable to past tenure supplements for these workers.

There is some evidence suggesting that this adjustment may go a bit too far.
Jay Stewart has reported to us the results of an internal BLS “behavioral
coding” study of responses to the tenure questions. After responding to the
continuous tenure question, 13 (of 126 respondents) indicated a previous
span of cmployment with the same employer. Some of these respondents
were then given the option of revising downward their response to the con-
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17.

18.

19.

20.

21.

22.

23.

24.

tinuous tenure question, and some did so. This suggests that a small per-
centage of respondents to carlier tenure supplements (when respondents
were asked about continuous tenure) may have interpreted continuous ten-
ure as total tenure, in which case our procedure would overadjust. Again,
despite the possible ambiguity, we choose to use the adjustment, being
careful not to reject erroneously the hypothesis that job stability declined in
the 1990s, but the reader should keep in mind that our results may be bi-
ased slightly toward finding such a decline.

These calculations are made on the deheaped data in order to preserve the
relationship between continuous and total tenure at the individual level.

The total tenure quesdon in the 1996 CPS is not asked of the self-em-
ployed, but this group is not included in the adjustment since the distine-
tion between total and continuous tenure is not applicable to these workers.

There are slight differences in the sample and estimation method compared
with the results of Diebold, Neumark, and Polsky (1997}, in which the
corresponding estimated four-year retention rate fell from .554 to .530.
With the adjustment for the business cycle used by Diebold and his col-
leagues (1997), the decline is slight, from .539 to .5306.

These tenure groups were chosen in our earlier work by combining more
disaggregated tenure groups with similar experiences over the 1983 to
1991 period.

Although not reported in the tables, these qualitative findings are also ro-
bust to whether or not we adjust for the business cycle.

In our earlier work, the most comparable evidence was on changes in ten-
year retention ratcs from the period from 1973 to 1983 to the period from
1981 to 1991. As reported by Diebold, Neumark, and Polsky (1997), these
rctention rates remained stable or rose over time.

'The data indicate some sharp swings for service workers with fifteen or more
years of tenure in both four-year and cight-year retention rates; although
statistically significant, we are skeptical of these estimates, which arc based
on rather small samples of six hundred to seven hundred individuals.

Tt is difficult to address the more fundamental question of whether the em-
ployment “contract” has changed. For an interesting attempt to interpret
the evidence in light of this question, see Valletta (this volume).

APPENDIX NOTES

1.

For at least two reasons, it is unlikely that the rounding and heaping adjust-
ments depend on the Weibull assumption in any important way. First, the
Weibull is actually a fairly rich functional form, allowing for both an increas-
ing and a decreasing hazard, as well as a flat hazard in the nested exponen-
tial case. Sccond, the Weibull mixture model is used purcly as a smoothing
device, and a comparison of the original and adjusted tenure distributions in
figure 3.1 reveals that apart from the valleys and peaks corresponding to
rounding and heaping—which, of course, hardly appear in the adjusted dis-
tributions—the adjusted and unadjusted distributions agree closely.
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2. The cells used are zero, one to two, three to four, five, six to nine, ten,
eleven to fourteen, fifteen, sixteen to nineteen, twenty, and twenty-one or
more. For the four supplements, the estimates of o ranged from .21 to .23,
while those of B ranged from .79 to .81. The estimates of v and & were
consistent with a very low probability of rounding at low levels of tenure,
but a rising probabiliry with tenure; the estimates of y ranged from .94 to
.99, and the estimates of & ranged from —.005 to —.008, implying that
0 < p <1 for all observed values of tenure. Finally, the estimates of 6
ranged from .33 to 41 for the 1983 to 1991 tenure supplements, consis-
tent with our conjecture that roughly onc-half of respondents round re-
ported tenure upward in these supplements; the estimate was .15 for the
1995 survey, consistent with less evidence of rounding in the 1995 data, as
is apparent in figure 3.1.

3. Because the tendency to heap appears to be approximately three times more
likely at multiples of five ending in zero (that is, multiples of ten) than mul-
tiples ending in five, we use the following adjacent values. For multiples
ending in five, we define the adjacent values as onc year less or one ycar
more of tenure (for example, for five years of tenure, we use four and six).
For multiples ending in ten, we define the adjacent values as one to three
years less, and onc to three years more,
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Chapter 4

Trends in Job Instability and Wages
for Young Adult Men

Annette Bernhardt, Martina Morris,
Mark S. Handcock, and Marc A. Scott

Ithough the perception of increased job instability is widespread,

empirical documentation of this “fact” remains clusive. Data and
measurcment problems have led to a trail of conflicting findings, and the
absence of clear cvidence of rising instability has led some to question
whether the problem lies instead with public perception. A careful review
of the evidence suggests that the question may be premature. The pri-
mary sources of cross-sectional data arc the tenure and pension supple-
ments of the Current Population Survey (CPS) and the Displaced Work-
ers Survey (DWS). Using the CPS, Kenneth Swinnerton and Howard
Wial (1995) found evidence of an overall decline in job stability, whereas
Francis Diebold, David Neumark, and Daniel Polsky (1997) and Henry
Farber (1998) did not. Changes in the wording of the CPS tenure ques-
tion and in nonresponse rates over time hamper the building of synthetic
age cohorts and duration analysis and make it difficult to resolve the dif-
ferent findings. Adding recent CPS data and making better adjustments
for changes in wording and other data problems, Neumark, Polsky, and
Hansen (this volume) did find a modest decline in the first half of the
1990s among older workers with longer tenures. Similarly, using the
DWS, Farber (1997) found a mild rise in involuntary job loss during the
1990s, but changes in wording and time windows make analysis difficult
here as well.

Longitudinal data sets permit more direct measurement of moves be-
tween employers, and initial research on the Pancl Study of Income Dy-
namics (PSID) appeared to provide consistent evidence of a general in-
crease in the rate of job changing (see, for example, Rose 1995; Boisjoly,
Duncan, and Smeeding 1998). But several recent papers tound no such
overall trend, and again the disagreement hinges on how one resolves the
problem of measuring ycar-to-year job changes (Polsky 1999). Because
employers in the PSID are not uniquely identified, a job change must be
inferred using several different questions about length of tenure that have
changed over the years (see Brown and Light 1992). This measurement
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problem does not plague the other main source of longitudinal data, the
National Longitudinal Survey (NLS), which provides unique employer
identification codes that are consistent over time. Although this would
seem to be an important advantage for the analysis of trends in job stabil-
ity, to date only one study has used the NLS for this purpose: James
Monks and Steven Pizer (1998) compared two cohorts of young men
and found a significant increase in job instability between 1971 and
1990.

It is somewhat puzzling that the NLS data have been underexploited
in this research field. Although the term “young men” may convey a
narrow segment of the population, in fact the NLS cohorts are followed
from their late teens to their midthirties. Roughly two-thirds of lifetime
job changes and wage growth occur during these formative years of labor
market experience when long-term relationships with employers are es-
tablished {Topel and Ward 1992). This observation period is particularly
useful because the two NLS cohorts bracket the striking growth in earn-
ings inequality that emerged in the 1980s (Levy and Murnane 1992).
The first cohort is tracked through the ycars just preceding this change
(1966 to 1981), and the second cohort through the years following its
onset (1979 to 1994). Comparing the two cohorts thus provides an op-
portunity to explore whether there have been changes in job instability
and whether they have contributed to the growth in carnings inequality.

In this chapter, we take another look at the NLS data. In part, we seek
to subject the Monks and Pizer {1998) findings to closer scrutiny, since
the history of this field suggests that differences in measurement and
methods can lead to different conclusions. Monks and Pizer made a
number of analytic choices that we find questionable: they did not con-
sistently use the employer codes provided by the NLS; they neither chose
an equivalent set of years for each cohort nor used the full range of years
available; and they restricted their sample to full-time workers. We ad-
dress these measurement issues in our analysis, model the job change
process differently, and add several important covariates. Our findings
suggest that, if anything, the rise in job instability is greater than that
estimated by Monks and Pizer.

In addition to critically reanalyzing the NLS data, we seek to integrate
our findings into the larger debate in several ways. "The first is by validat-
ing the NLS data as a source of sound information on job stability. The
three main data sources on job instability (CPS, PSID, and NLS) need to
be reconciled so that we have a thorough understanding of the limita-
tions of each. The recent papers by Neumark, Polsky, and Hansen (this
volumc) and Jaeger and Stevens (this volume) have made considerable
headway on this task for the CPS and PSID. We take up this task for the
NLS data, finding strong agreement between NLS and PSID estimates
of instability, but less with the CPS cstimates; over time the latter echoes
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some of the findings of Jaeger and Stevens (this volume). Since the po-
tential bias associated with permanent attrition is always a key problem
for longitudinal data, we also conduct an extcnsive attrition analysis.
Even under the most conservative assumptions, we find that the effect of
attrition on our estimates appears to be small.

Second, the focus of the field has so far becn on identifying a general
trend in instability for #// workers, and this is where the controversy re-
sides. But we also have cvidence that specific groups in the labor mar-
ket—Iless educated workers, black workers, and older men with long ten-
ures——may in fact have experienced an increase in instability, though the
results differ by whether the 1990s are included in the analysis and by
whether the analysis is restricted to involuntary job loss (for example, see
Diebold, Neumark, and Polsky 1997; Jacger and Stevens, this volume;
Polsky 1999). This evidence suggests that researchers should engage
more carefully in group-specific analyses, which we do here by focusing
on young adults in depth.

Finally, regardless of whether job instability is on the rise, it is impor-
tant to ask whether the wage outcomes associated with leaving or not
leaving an employcr have changed. Only a few researchers have ad-
dressed this question because resolving data and measurement problems
has dominated so much of the effort (but see Polsky 1999; Stevens
1997). As these problems are resolved, however, wage outcomes should
increasingly become the focus of study, since wages help to inform us
about the welfare consequences of instability. We therefore test for co-
hort difterences in the wage gains that young workers capture as they
engage in job shopping and then eventually settle with one employer. We
find that the returns to job changing have declined and become more
unequal for the recent cohort, mirroring trends in their long-term wage
growth.

DATA

We use two data sets from the National Longitudinal Surveys, both of
which provide nationally representative samples of young men age four-
teen to twenty-two in the first survey year. From the National Longitudi-
nal Survey of Young Men (NLSYM) we use the sample of young men
born between 1944 and 1952, surveyed yearly from 1966 to 1981 except
tor 1972, 1974, 1977, and 1979. From the National Longitudinal Sur-
vey of Youth (NLSY) we use the sample of young men born between
1957 and 1965, surveyed yearly from 1979 to 1994. Throughout we
refer to the former as the “original cohort” and to the latter as the “re-
cent cohort.” We sclected non-Hispanic whites only, because attrition
among nonwhites was extreme in the original cohort. We also excluded
the poor white supplemental sample and the military supplemental sam-
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ple from the recent cohort, because there are no comparable supplemen-
tal samples available for the original cohort. Monks and Pizer (1998)
used the same two cohorts in their research but with a different sample:
they included nonwhites but excluded part-time workers.

It is important to note that the NLS data are not representative of the
entire population over time, unlike the other main longitudinal data set,
the PSID. Instead, the NLS data comprise a representative sample of a
moving eight-year age window: from the ages of fourteen to twenty-two
at the beginning of the panel to the ages of thirty to thirty-eight at the
end. The power of this rescarch design lies in the fact that we observe
both cohorts across a full sixteen years, at exactly the same ages, with
comparable information on schooling, work history, and job characteris-
tics. This enables us to isolate the impact of potential differences in the
cconomic context of their early career development: the original cohort
entered the labor market in the late 1960s at the tail of the economic
boom, while the recent cohort entered the labor market in the early
1980s after the onset of economic restructuring.

We conducted a serics of analyses to establish the representativeness
and comparability of the samples, as well as the impact of differential
attrition bias (for details, see Bernhardt ct al. 1997). Comparing the ini-
tial vear samples of the two cohorts (1966 and 1979) to corresponding
CPS samples and to each other, we found no problems with represen-
tativeness or comparability. The attrition rate, however, is considerably
higher for the original cohort than for the recent cohort (25.8 percent
versus 7.8 percent).! This discrepancy is primarily due to differences in
retention rules in the two pancls. In the original cohort, any respondent
who missed two consecutive interviews was dropped from the survey;
such respondents in the recent cohort remained cligible and were pur-
sued for future interviews with great effort.” The NLS revised the original
base-year weights in each subsequent survey year to account for perma-
nent attrition and nonresponse within any given year, and we use these
weights throughout. However, these adjustments were made only along
the main sampling dimensions (for example, racc), not along the out-
come dimensions that are the focus of this chapter. It may be, for exam-
ple, that respondents who dropped out during the course of the sixtcen-
year survey period were also more unstable, so that the sample that re-
mains is artificially stable. Later in the chapter, we investigate the extent
to which the differential attrition rates between the two cohorts might
have affected the cohort differences that we estimate. We also investigate
the effect of attrition on wages and find that controlling for age and edu-
cation rcmoves any attrition bias in wages (as is true with other key vari-
ables such as employment status and work experience). We thercfore
control for age and education in all models.
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Finally, about one-third of the original cohort respondents served in
the Vietnam War at some point during the survey years. Surprisingly, the
timing and rate of attrition is similar for veterans and nonveterans. Of
course, the veterans lost several years of experience in the civilian labor
market during their military service. They therefore show a clear time lag
in their entry into the labor market, with shorter tenures and less accu-
mulated work experience by their early thirtics. We adjust for this in the
analyses presented here. Beyond this time lag, however, and consistent
with other rescarch (Berger and Hirsch 1983), we found no significant
bias on other dimensions (for example, employment rates, hourly
wages).

MEASURES

The NLS data have a distinct advantage for this field, because unique
employer identification codes allow us to mcasure directly whether an
employer change occurred over a given time span. (In the remainder of
the chapter, we use the term “job change” to refer to a separation from
an employer). James Brown and Audrey Light (1992) found that these
employer codes are the best source of employer identification, not only
for the NLS data but also compared to the other longitudinal data sets.
We use the employer codes for both cohorts, in contrast to Monks and
Pizer (1998), who uscd them only for the recent cohort and relied on
other questions for the original cohort. We focus on the respondent’s
main “CPS” employer at the time of the survey.* In the original cohort,
the CPS emplover is assigned an employer code that is unique across all
intervicw ycars. In the recent cohort, unique identification of the CPS
employer is only possible between any two consecutive years. By suc-
cessively linking pairs of years, however, we can trace a unique CPS em-
ploycr over any time span as long as that employer is present in each year.
We have restricted our use of the employer codes in the original cohort to
match this constraint.

Four noncontiguous years were skipped in the original cohort follow-
up surveys, This means that we cannot construct an unbroken series of
year-to-year employer comparisons. We therefore construct a series of
two-year employer comparisons. These are strictly matched between the
two surveys, so that we are comparing job changes at exactly the same
ages and at exactly the same time during the survey period. There are six
such comparisons for each cohort, and they arc cvenly spaced across the
survey time span. Table 4.1 shows the years that we use for our analyses
and defines the six comparisons being made for each cohort. Monks and
Pizer (1998) also used two-year employer comparisons, but they con-
structed only four of them and did not select the same survey years from
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Table 4.1 Years Used for Job Change Analysis
Year of NLS Survey

Years Used
Original Recent Year for Two-year
Cohort Cohort Number Comparison
1966 1979 1
1967 1980 2 2t04
1968 1981 3
1969 1982 4 4to 6
1970 1983 5
1971 1984 6 6to 8
1985 7
1973 1986 8 8to 10
1987 9
1975 1988 10
1976 1989 11 11to 13
1990 12
1978 1991 13 13t0 15
1992 14
1980 1993 15
1981 1994 16

cach cohort. (For example, the fourth and sixth years were used as a com-
parison for the original cohort but not for the recent. )

We define a job separation as follows. For cach two-year comparison,
the risk sct in year t is all employed respondents, not selt-employed or
working without pay, who arc also observed in year t + 2. If the respon-
dent is unemployed or out of the labor force in year t + 2, an employer
separation occurred. If the respondent is employed in year t + 2, then
the employer code for the CPS employer in year t is compared to the
CPS employer code in year t + 2. An employer separation occurred if
these codes differ. The empirical two-year separation rate is thus calcu-
lated as the number of respondents who have left their year t employer by
year t + 2, divided by the total number of respondents in the risk set in
year t. After the risk set was defined, we dropped person-year observa-
tions outside the sixteen-to-thirty-four age range to ensure adequate
sample sizes within age groups. The resulting sample sizes and mean
number of observations contributed by respondents are given at the top
of table 4.A1.

We do not disaggregate voluntary from involuntary job changes be-
cause data on this variable are missing for a significant fraction of the
original cohort person-years and exploratory analysis suggests that there
is bias in the missingness. But changes in job stability per se remain an
important trend to document, and not only because of the current con-
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flicting findings on this measure. Job stability can confer access to firm-
specific training, internal promotion ladders, and health and pension
benefits. Similarly, wage growth in the middle and later working years
generally accrues from tenure with one employer, rather than from job
changing, which may in fact become detrimental. Changing employers
thus has potentially strong implications for skills, job security, and
wages.

Our second dependent variable, wage, is measured as the respondent’s
hourly wage at his CPS job at the datc of the interview. This measure is
constructed by the NLS using direct information if the respondent re-
ported his earnings as an hourly wage, and from questions on the weeks
(or months) and hours worked in the last year if the respondent reported
in other units. We focus on hourly wages rather than yearly earnings be-
causc the latter are confounded by hours and weeks worked and the
number of jobs held during the year. Analyses are based on the natural
log of real wages in 1992 dollars, using the Personal Consumption Ex-
penditure (PCE) deflator. Cleaning and imputation of missing wages af-
fected less than 6 percent of person-year wage observations in cach co-
hort.

Later in the chapter, we examine the two-year wage changes that cor-
respond to the two-year job changes for the subset of respondents in the
risk set who were working in both years. Thus, for any two years that t
and t + 2 were used to compute whether or not a job change occurred,
we compute the corresponding wage change: (Inywage ., — (In)wage,.
We also compute the total wage growth that each individual experienced
over the entire sixteen-year survey period. Total wage growth is mea-
sured by specifying a model for the individual-specific permanent wage
profile over the sixteen years, smoothed of short-term, transitory fluctua-
tions. Specifically, the smoothed wages are predicted hourly wages for
cach respondent at each age, from a mixed-effects wage model that al-
lows a unique wage profile for each person across his or her work history
(ct. Gottschalk and Moflitt 1994; Haider 1997). The appendix contains
the technical details of the model.

Finally, table 4A.1 shows the independent variables that arc used in
this study. All the covariates are measured identically in the two cohorts,
and all are time-varying—that is, they are measured at year t for any year
t versus t + 2 employer or wage comparison. Although most of these
variables are straightforward—see the NLS Users’ Guide (Center for Hu-
man Resource Research 1995) for details on coding—several require
elaboration. Industry and occupation are based on 1970 census codes,
since these were available for both cohorts. Work experience is not mea-
sured with potential experience but rather with cumulative aciual
months worked since age sixteen. For respondents who entered the sur-
vey after age sixteen, we imputed the missing months of experience using
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a model based on observed experience for those who entered the survey
before age seventecen. For any years in the remainder of the survey where
data on months worked were missing, we imputed the average of the
months worked in the surrounding two years. Finally, education is mea-
sured using information on both years of education completed and de-
gree received.* Thus, respondents coded as high school graduates or col-
lege graduates must actually hold those degrees. (A GED is considered
equivalent to a high school degree in this coding.)

TRENDS [N JOB INSTABILITY

The key point of interest is whether the two-year separation rates differ
between the two cohorts. Figure 4.1 shows the empirical cohort differ-
ences, overall and broken down by age, education, and tenure. With no
adjustments, 46.4 percent of the original cohort and 52.7 percent of the
recent cohort had left their current employer two years later, a 13.6 per-
cent proportionate increase in the rate of job changing. The next three
panels illustrate the well-known fact that job instability declines with age,
education, and time spent with one employer. In each case, however, the
recent cohort shows a higher rate of job changing.

The problem is that all of these dimensions change simultaneously as
the cohorts are surveyed over time. We therefore move directly to model-
ing the separation rates to determine whether there has been a secular
increasc in the rate of job changing, net of compositional shifts. Let Y,
indicate whether individual i in job j in ycar t has left that job by year
t + 2. We specify a logistic regression model of the form:*

logit(P[Y;;e = 1 1 Xy, Jijer Ui, Giy dil) = 0, Xy + (4.1)
O Jie + 02 Ui + 603G + oy, '
where P[Yi]‘tz 11 Xijn le, Uit) Ci, (bi ]) is the probablhty that an individual
in job j in year t has left that job by year t + 2 given that they have
characteristics Xy, Jiir, Ui, C;, and ¢; , described later, and logit(p)
= log[p/(1 — p)]is the log-odds of the probability p. Here X, repre-
sents the time-varying characteristics of the respondent; J;;, represents the
time-varying characteristics of the job, including tenurc; U, represents
the local unemployment rate in the individual’s labor market in vear t;
and C; represents a cohort indicator variable, coded zero for the original
cohort and one for the recent cohort. In their analysis of the two NLS
cohorts, Monks and Pizer (1998) fit somewhat different models, namely,
a series of probits with a different specification of the cohort difference
and with fewer covariates. (In particular they excluded tenure.) We com-
pare our resuits with theirs at the end of this section.
We include an individual-specific effect (ISE), ¢;, to capture un-
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measured characteristics of the individual that are stable over the sample
period. Since the main objective of this term is ro reflect the longitudinal
nature of the sample, we adopt a simple specification, modeling it as in-
dependent of the other regressors (Heckman and Singer 1984).° The
cstimate of the cohort difference was robust to this specification of unob-
served heterogeneity, as well as others.”

Table 4.2 presents the results of several versions of the above model.
In model 1, we control for basic compositional differences. For cxample,
we know that the distributions of age, education, and local unemploy-
ment differ across the two cohorts. Controlling for work experience is
also important-—recall that the Vietnam veterans dclayed their entry into
the labor market, reaching employment stability at a later age and thus
“dragging down” the overall stability of the original cohort. The behav-
ior of these “correction” variables is as expected. The odds of a job
change strongly decline with agc, tenure, and accumulated work experi-
ence as young workers begin to form permanent attachments to em-
ployers. Higher local unemployment has a mild positive effect on the
odds of a job change.® Youth without a high school dcgree are signifi-
cantly more likely to leave their current employer than are high school
graduates, and those with postsecondary education are significantly less
likely to do so.

In sum, after adjusting for key compositional differences, we estimate
that the odds of a job change are 43 percent higher for the recent cohort.
We consider this our best baseline estimate of the increase in job insta-
bility experienced by young white men in the 1980s and early 1990s,
compared to their counterparts in the late 1960s and 1970s.?

In the next four models, we explore several alternative specifications in
order to pursue different substantive questions. In model 2, we examine
the impact of additional sociodemographic variables. It is not surprising
that cnrollment in school raises the odds of a job change, since jobs held
during schooling are often short-lived. The geographic effect of living in
the South works in the cxpected direction, as does the stabilizing eftect of
marriage. The impact of these three variables on the cohort difference is
strong: the odds of a job change are now 28 percent higher for the recent
cohort—still substantial, but clearly lower. Most of this reduction is
driven by lower marriage rates in the recent cohort and its longer periods
of college enrollment (Morris et al. 1998); both trends are evident in
CPS data as well.

In model 3, we ask whether the economywide shift toward the service
sector has played a role. Service industries, as a rule, are more unstable
than the public sector and the goods-producing and traditionally union-
ized industries (with the exception of construction, in which the nature
of work is inherently transient). On both fronts, the young workers in the

(Lext continmes on p. 124.)
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recent cohort are disadvantaged. Mirroring the economywide trend, they
are less likely to be employed in the public sector and more likely to be
employed in the service sector, especially in low-end, high-turnover in-
dustries such as retail trade and business services. Controlling for these
compositional shifts further reduces the cohort differencce, so that the job
change odds are now 19 percent higher for the recent cohort—about
half of the baseline estimate.

In these first three models, all of the variables are constrained to have
the same effect for both cohorts, so that we are capturing the impact of
compositional shifts in the variables, not changes in their impact. We did
test whether the rise in job instability for the recent cohort was partic-
ularly pronounced for those with less education. Surprisingly, we found
no such differential—the rise in instability has been felt by all education
groups. (This is consistent with Monks and Pizer’s [1998] finding for
whites.) There is, however, a further twist to the industry story. In model
4, we fit an interaction between the cohort cffect and the industry effect.
The cohort dummy now captures the cohort difference in job instability
within the baseline industries of retail and wholesale trade and business
services. The first interaction term indicates that the cohort difference is
similar within finance, insurance, real cstate, and other professional ser-
vices. The second interaction term, however, shows a significantly stron-
ger cohort difference in industries that historically have been unionized.
Thus, not only are youth in the recent cohort suffering from greater re-
liance on the “unstable™ scrvice sector, but they are not benefiting as
much when they are employed in traditionally stable industries such as
manufacturing. What we are probably identifying here, albeit indirectly,
is the shedding of employment and declines in unionization in the
goods-producing and to some extent public sectors.™

Finally, we examined whether the greater instability observed in the
recent cohort is simply a function of more volatile transitions to the labor
market; it could be that the cohort differences in job stability are less
pronounced after this transition has been completed. In model 5, we
therefore reestimate model 1, but only for workers after they have fin-
ished their schooling." The focus, thercfore, is on the experience of the
young workers once they have permanently cntered the labor market.
The results are consistent with those from the full sample: in particular,
the cstimated cohort difference remains strong and significant. (The
same finding obtains if we reestimate models 2, 3, and 4.) The increased
job instability we have found does not disappear once the young workers
“scttle down” and is therefore not just a legacy of churning in the labor
market early on.

At a general level, our findings match those of Monks and Pizer
(1998) in that both studies find greater job instability for the recent co-
hort. A direct side-by-side comparison of results is not possible: we use
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different (as well as more) years in our analysis, construct a somewhat
different measure of job change, fit different models, and focus on a dif-
ferent sample. A reasonable approximation to their analysis, however, can
be obtained if we restrict our sample to full-time workers only and fit a
version of model 1 using a continuous lincar time trend instead of a co-
hort dummy and including only education, age, marital status, and the
uncmployment rate as covariates. Monks and Pizer’s (1998) estimate of
this time trend for whites, as given in their table 4, is 0.017 (standard
error: 0.006), and our estimate is 0.022 (standard error: 0.005), within
1.2 standard errors of their estimate.”” Thus, there is solid agreement be-
tween the two studies to this point, and our attrition analysis in the next
section can be seen as commenting on the validity of both.

VALIDATION ANALYSIS

In the context of a research field that has not been able to reach con-
sensus on trends in job instability, the significant increase found above
certainly requires a second look. On the one hand, we might expect the
NLS data to yield different findings: they focus on young adult men only;
they extend from the late 1960s to the early 1990s (thus capturing a
longer time span); and they allow for a direct, clean measure of insta-
bility. On the other hand, other characteristics of the NLS data may be
generating an artificial increase in instability. In particular, the higher at-
trition rate in the original cohort (25.8 percent versus 7.8 percent in the
recent cohort) raises important questions about the interpretation of our
findings. If respondents who attrit are also more likely to be unstable in
their job change behavior, then our cohort effect for job instability may
be upwardly biased by the lower rates of attrition in the recent cohort.
We use two strategics to cxamine the potential confounding effect of
attrition. First, we benchmark the NLS job change estimates against esti-
mates based on the PSID and the CPS. This exercise is also important in
its own right, since it contributes to cross—data sct validation in the field.
Second, we develop several model-based adjustments to our instability
estimates for the impact of attrition.

We begin by comparing job change estimates from the NLS to esti-
mates from the two other main data scts in the field. We use Polsky’s
(1999) scrics for the PSID and Stewart’s (1998) series for the CPS; both
address some of the well-known problems with changes in measures and
question wording over time. If attrition in the original cohort introduces
bias, then the job instability estimates from the original cohort will not
match up well with the other data sets whereas estimates from the recent
cohort will match up well (since attrition in the recent cohort was neglig-
ible).

Two factors complicate a simple comparison. First, neither the PSID
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nor the CPS extend back far enough in time, so they provide only two
time points that we can use to compare with the original cohort. Both of
these years, however, fall toward the end of the series, when the greater
attrition rate in the original cohort is most likely to make itself felt. Sec-
ond, the two NLS cohorts age throughout the sixteen-year survey pe-
riod, and because of the skipped interview years in the original cohort, we
sometimes have to use two-year instead of one-year job change rates.
With these considerations in mind, table 4.3 presents the best compari-
sons that can be constructed, showing the specific age ranges and years
used in each casc. For all three data sets, the samples are white working
men who are not self-cmployed. We also reweighted the NLS and PSID
distributions to the CPS distribution within age and education cells, so
that the analysis is not confounded by differences in composition; in
practice, this reweighting has a minor effect.

The first half of the table gives the NLS-PSID comparison, using ei-
ther one-year or two-year job change rates. For the NLS, these rates are
once again calculated using the unique employer codes; for the PSID,
the rates are calculated using information on job tenure (Polsky 1999}.

Table 4.3 Comparison of Separation Rate Estimates from NLS, PSID,

and CPS

Ycar Age Range Measure Cohort NLS pSiD? NLS-PSID
1978  Twenty-six to Two-year rate Original .3668 .3652 .0016

thirty-two
1980  Twenty-eightto  One-yearrate  Original 2292 2104 .0188

thirty-four
1989 ‘I'wenty-six to Two-year rate Recent 4078 4177 —.0100

thirty-two
1991  Twenty-cight to  One-year rate  Recent 2420 2389 L0031

thirty-four

NLS Cps*
One-year Fourteen-

Year Age Range Cohort rate month rate  NLS-CDPS
1975 Twenty-three to thirty-one Original 2721 3351 —-.0630*
1980 Twenty-cight to thirty-six Original 2108 2591 —.0483*
1988 Twenty-three to thirty-one Recent .3001 .3452 —.0451*
1989 Twenty-four to thirty-two Recent 2042 3198 —.0256
1990 Twenty-five to thirty-three Recent 2653 3228 —.0575*
1991 Twenty-six to thirty-four Recent 2474 2890 —.0416*
1992 Twenty-seven to thirty-five Recent 2546 2705 —.0159
1993 Twenty-eight to thirty-six Recent 2713 2727 -.0014

* Authors’ tabulation of data from Polsky (1991).
" Authors’ tabulation of data from Stewart {1998).
*Difference significant at .05 level.
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For both, the measure is the proportion of respondents working at time t
who had left their time t employer at timet + 1 ort + 2, depending on
which comparison is being made. The two sets of estimates match up
rermarkably well: none of the differences is statistically significant. Note in
particular the close agreement in 1980 for the original cohort, the next to
last year of that panel when the rate of attrition peaks, This is a solid
indicator that the greater attrition rate in the original cohort is not driv-
ing our finding of changes in job stability over time.

The second half of the table shows our comparison of the NLS with
the CPS. This comparison is more problematic because the two data sets
have different measures and risk sets. Stewart’s (1998) CPS measure is
(1) a fourteen-and-a-half-month job change rate that (2) is inferred using
several decision rules for (3) respondents who worked at least one week
in the previous year and who were not students or recent graduates. By
contrast, the NLS measure is (1) a one-year job change rate that (2) is
calculated directly for (3) respondents who were working during the
weck of the previous year’s survey. The results of comparing across these
different measures are not clear. As a rule, the NLS estimates are lower
than the CPS estimates, as we might expect given how the measures are
defined (one-year change rates for the former, fourteen-and-a-half-
month rates for the latter). But the size and significance of the differences
vary considerably, both within and between cohorts. Especially worri-
some is the variability in the differences within the recent cohort, which
has very little attrition. Our sense is that it would be difficult to reconcile
these two data sets without considerably more analysis, along the lines of
Jaeger and Stevens (this volume). It should be noted, however, that these
authors also found a divergence between CPS and PSID estimates in the
1970s, though not in the 1980s and 1990s.

Our second attrition analysis is a model-based sensitivity analysis. Spe-
cifically, we make several adjustments to our estimate of the cohort differ-
ence in job stability, based on potential differences in the behavior of
attriters. First, attriters may have higher levels of job instability than non-
attriters. Second, attriters may also be less likely to be cligible for the risk
set that defines the job change sample. In both cases, attriters do not
contribute enough “unstable” observations to the original cohort sam-
ple, and as a result the cohort effect is overstated. Our strategy in calcu-
lating the adjusted cohort effects therefore is to “add back in” the miss-
ing attriter observations. Since we are conducting a hypothetical
experiment—“what would the cohort effect have been if the attriters had
not attrited?”—we cannot estimate the adjusted cobort effect empirically
from the data. Instead, we derive an expression for this adjusted effect
that allows us both to incorporate any greater propensity among attriters
to change jobs and to equalize the number of observations contributed
by attriters and non-attriters.
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We begin by adding several terms to model 1:

logit(P[Yj; = 11 X, Jijes Uins Gy s, Agge]) = 85 Xyje + 03 Jjie
+ 0, Uit + 83 Ci + 04 Aijt (42)

The model now includes two attrition-related terms: A;j,, a dummy vari-
able indicating whether person i in job j in vear t attrits after year t + 2
given that he has not attrited before, and CAy;, the interaction between
attrition and cohort. Thus, 84 represents the attrition effect for the origi-
nal cohort. (Later we suppress the references to the characteristics Xy, Ji,
U, and 6;.) Under this model, the log-odds of a two-year job change for
a randomly chosen person-year with given characteristics from cohort k
is:

logit(P[Yye = 11 C; = k])
= logit(P[Yy = 11G; = k, Ay, = 0]) P(Ay = 0IC; = k)
+ logit(P[Yy = 11 G = k, Ay = 1]) P(Ay = 1IG; = k)
= 8oXye + 0 Ty + 02 Uy + B3k + & + 8,P(Ay = 1IC, = k)
+ B5kP(Ay, = 1IC;, = k) (4.3)

The attrition-adjusted cohort effect is then simply represented as:

logit(P[Yye = 11 C, = 11) — logit(P[Yye = 11 C; = 0])
+ 95 P(A]]t =11 Ci = 1)

The first term (03) represents the cohort effect for a non-attriter. The
second term represents the differential odds that an attriter experiences a
job separation before being lost, multiplied by the difference in attrition
rates between the two cohorts. If attriters are more unstable, 8, will be
positive, and since the difference in attrition rates is negative, the adjust-
ment will lower the estimate of the cohort effect. The third term repre-
sents the differential in the attrition eflect for the recent cohort, multi-
plied by the attrition rate in the recent cohort. If those who attrit in the
recent cohort are more unstable than those who attrit in the original
cohort, then 05 will be positive and this adjustment will increase the esti-
mate of the cohort effect.

To calculate an adjusted cohort effect based on this derivation, we
need to estimate two sets of quantitics: 83, 64, and 05, and the conditional
probabilities of attrition. We estimated the former using the modified
logistic regression model described earlier; we obtained 6; = 0.3478, 6,
= (.2902, and 8; = 0.0039. Note that attriters in the recent cohort are
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in fact relatively more unstable than attriters in the original cohort. We
might expect this, since the recent cohort was pursued more rigorously
for continued participation in the survey—any respondents who still
managed to drop out of the survey are thus likely to be particularly unsta-
ble individuals.

We next estimated the conditional probabilities of attrition that we
will use in our derivation. The idea here is to construct these probabilities
as though the attriters’ unobserved years had been included in the anal-
ysis. We accomplish this by defining the fraction of attriters at the level of
the individual rather than at the level of person-years, so that the number
of person-year observations contributed by attriters and non-attriters is
equalized. There are three ways these fractions can be defined:

1. The fraction of attriters in the risk set: The fraction of respondents in
the job change risk set who eventually attrit is 0.1603 in the origi-
nal cohort and 0.0545 in the recent cohort. In using these frac-
tions, we are effectively adding the person-years that attriters would
have contributed had they not dropped out of the sample.

2. The fraction of attriters in the visk set, equalized for eligibility: In
addition to the adjustment made in (1), we also need to account
tor the fact that recent cohort attriters were more likely to make it
into the job change risk set than original cohort attriters. We do so
by cqualizing the proportion of attriters eligible for the risk set,
yielding an adjusted attrition fraction of 0.1996 for the original
cohort.

3. The fraction of attriters in the full sample: Finally, the strongest ad-
justment would use the fraction of attriters for each cohort in the
full sample (all available survey ycars). The fraction of persons who
cver worked in the full sample and who are lost to attrition is
0.2323 in the original cohort and 0.0658 in the recent cohort.

The adjustments based on each of these three methods are provided in
table 4.4, along with the unadjusted estimate from model 1 in table 4.2
tor comparison. Although in all cases the attrition adjustment reduces
the estimated cohort effect, the reductions are modest. Under method 1,
the adjusted cohort effect is 0.3172—an 11.31 percent decrease in the
unadjusted value. Under method 2, the adjusted cohort effect is
0.3058—a 14.50 percent decrease in the unadjusted value. We consider
this the most accurate adjustment, since it removes both types of attrition
bias from the job change sample. Finally, under method 3 the adjusted
cohort effect is 0.2996—a 16.23 percent decrease. We feel less comfort-
able with this adjustment, since it uses estimates from the job change
sample (that is, 83, 84, and 05) and applies them to a sample that is not



130 On the Job

Table 4.4 Attrition Adjustments to the Cohort Instability Effect

Adjustments
Unadjusted Method 1 Method 2 Method 3

Fraction of attriters

Original cohort 16 J6 .20 23
Recent cohort 06 06 .06 07
Cohort effect 3577 3172 .3058 2996

Standard error 052 042 042 042
Adjustment — —.0405 —.0114 —.0062
Percentage adjustment — 11.31 14.50 16.23

* Taken from model 1 in table 4.2.

included in the instability analysis conducted here. Even with this most
conservative adjustment, however, the recent cohort still has a 35 percent
higher odds of a job change.

There are two reasons why the adjustments are modest under all
mcthods. First, because the cohort difference in attrition only ranges
from 11 percent (method 1) to 17 percent (method 3), the proportional
reweighting is not substantial in any of the methods. Under these condi-
tions, the estimated attrition effect (8,) would have to be about five and a
half times larger in order to ncgate fully the size of the cohort effect.

Second, the recent cohort attrition differential (85) is positive, thus
offsetting the ncgative adjustment made by the main attrition effect.
That attriters in the recent cohort arc more “unstable” than attriters in
the original cohort makes sense, given the differcnce in retention rules in
the two pancls. In the original cohort, any respondents who missed two
sequential interviews were dropped from the survey; such respondents in
the recent cohort remained eligible and were energetically pursued for
futurc interviews. Those who did manage to drop out of the recent co-
hort therefore likely represent “hard-core” attriters. We found support
for this conjecture by examining respondents in the recent cohort who
would have been dropped from the survey under the rules used in the
original cohort (about 9 percent of the sample). These “hypothetical at-
triters” have attributes and outcomes that fall in between those of the
hard-core attriters and the retained sample. This result suggests that the
additional respondents lost to attrition in the original cohort are a mod-
erate group.

In sum, both the cross—data set comparisons and the modcl-based ad-
justments suggest that although attrition bias exists in the original co-
hort, it does not alter the statistical significance or the substance of our
findings.
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WAGE CHANGES

A rise in job instability among young adults in the American labor market
does not necessarily signal a problem. In fact, a solid body of research has
established that job shopping early in the career is highly beneficial,
vielding greater wage gains than staying put with one employer (Borjas
and Rosen 1980; Bartel and Borjas 1981). Roughly two-thirds of lifetime
wage growth for male high school graduates occurs during the first ten
years of labor market expcericnce, and the bulk of it is the result of job
changes (Murphy and Welch 1990; Topel and Ward 1992). Although it
is in general true that having many employers early on does not impede
wage growth (Gardecki and Neumark 1998), in the long term job insta-
bility becomes harmful to wage growth, and chronically high levels of job
instability are detrimental from the outset (Light and McGarry 1998). In
this context, it is important to examine how the wage returns to job
shopping have changed for the recent cohort. For example, it is possible
that the very nature of career development has changed in recent years.
The recent cohort might be changing jobs morc frequently and accu-
mulating less tenure with one firm but nevertheless be able to capture
consistent wage growth over time. Thus, our appraisal of the rise in job
instability must in the end focus on the wage outcomes— specifically, the
wage gains that young workers capture as they engage in job shopping
and then eventually settle with one employer.

We present a simple descriptive analysis here, not a behavioral model.
There is clearly a serious endogencity problem that must be addressed in
any causal analysis of the role that job changes play in wage growth, and
this kind of full-scale analysis is beyond the scope of this chapter. Our
descriptive findings, however, do provide the first empirical step in estab-
lishing whether the association between job stability and wage outcomes
has changed.

We continue with the sample used in the job change analysis but select
that subsct of respondents who were working in both years tand t + 2,
so that we can construct the corresponding two-year wage changes.” In
the top half of figure 4.2, we have plotted median wage changes for
workers who left their employer and for workers who stayed with the
same employer. This figure contirms that early in the career, job changing
pays off more than staying with an employer—in fact, these wage gains
arc substantially higher than any experienced later on. After the mid-
twenties, there is less to be gained from switching employers, and wage
growth as a whole slows down.

The recent cohort, however, has failed to capture wage growth pre-
cisely where it is most critical: in the early stages of job shopping. This
deterioration first appears between the ages of sixteen and twenty-one.,
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Figure 4.2 Two-Year Wage Changes, by Age and Job Change Status
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Breakdowns by education show thar it is young workers moving directly
from high school into the labor market who receive the lowest returns.
There is also a noticeable drop in the wage gains resulting from a job
change in the early thirties, and this is shared by all except thosc with a
college degree.”* By contrast, when voung workers stay with the same
employer, there is little difference in the absolute wage gains captured by
the two cohorts. In relative terms, however, the recent cohort benefits
more from staying with the same employer after the midtwenties, be-
cause the returns to job changing have declined so steeply at that point.

In table 4.5, we further explore the role of education in these trends,
with a model of cohort differences in the wage returns to changing and
not changing jobs. (Again, this regression is simply descriptive.) Substan-
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Table 4.5 Wage Change Regression Results

Ratio of
Standard College to
Variable Estimate Error High School*
Original cohort
Did not change jobs
High school or less 2577 016 1.42
(intcreept)
Some college or more 0439 .013
Changed jobs
High school or less 0850 .013 112
Some college or more .1084 .014
Recent cohort
Did not change jobs
High school or less —.0227 012 1.61
Some college or more 0264 014
Changed jobs
High school or less —.0439 013 3.26
Some college or more .0915 .015
Age (rescaled to 16 = 0) -.0242 .004
Age squared (rescaled to 16 = 0) .0010 .000
Work experience (in months) —.0006 .000
Adjusted R? 042
N 11,139

Nate: Dependent variable is two-year change in log wages.
* Evaluated at variable means for age, age squared, and experience.

tive findings are summarized in the third column. For the original co-
hort, the education differentials in wage returns are roughly similar re-
gardless of whether individuals change jobs or not. This is not the case
for the recent cohort. Here, young adults with no college experience are
getting hit the hardest when they search for jobs—and this, precisely at
the time that job changing has become more prevalent. By contrast,
those with college experience in the recent cohort have maintained their
wage growth when they search for a job."

A second potential impact of job instability is on the variability in wage
changes. There has been some debate over the role of transitory wage
fluctuations in the overall growth in wage dispersion over the last two
decades (Gottschalk and Moflitt 1994). The rise in job instability would
seem a natural candidate for explaining an increase in transitory wage
variance. In the bottom half of figure 4.2, we have plotted the variances
of the observed wage changes. Generally speaking, a job change results in
more variable wage changes, as we might expect. The recent cohort,
however, consistently shows greater variability in wage gains. This is es-
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pecially pronounced among job-changers in the later age ranges, yet it is
also evident among job-stayers at all ages. This suggests that transitory
wage fluctuations associated with job changes are not the only force driv-
ing the increase in wage dispersion. Breakdowns by education show con-
sistency in these trends across all education groups.

Finally, we have up to now focuscd on two-year wage changes and
linked them to job change events. The young adult workers observed
here, however, have experienced an entire chain of wage changes. Even
small diffcrences in single wage changes can cumulate into substantial
differences over time. What happens, then, when we examine the total
wage growth observed for each individual? Figurc 4.3 plots the distribu-
tion of total wage growth between the ages of sixteen and thirty-six,
using “permanent” wages that have short-term fluctuations smoothed
out (scc carlier discussion).

Two important trends emerge from this figure. First, young workers
who entered the labor force in the 1980s experienced significantly lower
tote! wage growth when compared to their predecessors. Translated into
real terms, the typical worker in the original cohort saw his hourly wage
increase by $8.65 between the ages of sixteen and thirty-six, compared to

Figure 4.3 Change in Permanent (Log) Wages from Age Sixteen to
Thirty-Six
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$6.69 for those in the recent cohort—a 23 percent decline (both figures in
1992 dollars). Not surprisingly, this loss of growth has been felt largely by
those without a four-year college degree (Handcock and Morris 1998).
Second, long-term wage growth has also become significantly more un-
equal in the recent cohort. There remain some workers who experience
high levels of wage growth, but there are now substantially more workers
who have minimal or ¢cven negative wage growth. We estimate that the
percentage of workers experiencing no wage growth or actual real wage
declines is 1.7 percent for the original cohort but 7.2 percent for the recent
cohort. This polarization becomes progressively stronger as the young
workers age, and it is consistent across different levels of education.

To our minds, this figure suggests that there is a connection between
trends in job instability and wage inequality, since it mirrors our findings
on the wage consequences of job changing. We are currently developing
models that will formally test for such a connection.,

CONCLUSIONS

In this chapter, we have identified a marked increase in job instability
among young white men during the 1980s and early 1990s, compared to
the late 1960s and 1970s. The robustness of this finding to different con-
trols is striking. It does not disappear, for example, once the young work-
ers “settle down” and is therefore not just a legacy of job churning early
on. It is also not limited to less educated workers. Some of the increase is
associated with lower marriage rates in recent years (though it is unclear
which is cause and which is cffect), as well as with the trend toward
longer school enrollment. The shift of the U.S. economy to the service
sector—in which jobs are generally more unstable—has also played a
role. But in addition, there has been a pronounced decline in job security
in manufacturing industries at a time when many young men still depend
on this traditional sector for employment. With these and other controls
in place, only about half of the overall rise in instability is explained, indi-
cating the presence of additional factors—perhaps linked to the respon-
dents’ employers—that we have not been able to measure.

Job instability is not necessarily a bad thing. In fact, previous research
has shown that job shopping is actually the main mechanism by which
young adults gencerate wage growth. We find, however, that this process
has changed in recent years. Early job search no longer confers the same
wage gains it once did, especially on those with less education. It is also
yielding more unequal wage gains, and this holds true for all education
groups. Our findings therefore suggest that there may be a direct link
between job instability and the trends in long-term wage mobility that
we and others have documented {Gottschalk and Moffitt 1994; Duncan,
Boisjoly, and Smeeding 1996).
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The sixteen years covered by the NLS data represent most of the job
changes and wage growth that these young adults will experience during
their careers. Our findings therefore suggest that public perceptions of
rising job instability may not be so far off base, at least for those who
entered the labor market during the late 1970s and early 1980s. Their
long-term wage trajectories have also changed. Absent a dramatic shift in
the American economy, the greater inequality in wage growth that they
have experienced will persist over their life course.

APPENDIX
Table 4A.1 Characteristics of Sample for Job Change Analysis

Pooled Original TRecent
Sample  Cohort  Cohort

Number of persons 4,616 2,340 2,276
Number of person-years 18,077 8,811 9,266
Mean number of observations contributed per person 3.9 3.8 4.0
Two-year separation rate 494 464 527
Age range 1610 16 to 16 to
34 34 34
Mean age 24.9 25.0 24.8
Mean work experience, in months 82.1 802 84.2
Enrolled in school 22.0% 18.9% 25.3%
Currenr education
Less than high school 16.4 16.5 164
High school degree 392 34.8 44.0
Some college 23.0 24 .8 20.9
College degree or more 214 239 18.7
Current tenure
One year or less 40.1 40.2 399
One to three years 299 28.8 31.2
‘Three or more years 30.0 31.0 28.0
Living in the South 292 29.7 28.2
Married 49.9 60.3 384
Industry
Construction, mining, agriculture 14.2 13.6 14.8
Manufacturing, transportation, and communication 34.3 371 31.2
Wholesale and retail trade, business services 31.1 26.1 36.6
Finance, insurance, real estate, and other professional  15.7 17.3 14.0
services
Public administration 4.7 59 34
Professional, managerial, technical occupations 264 284 24.2
Finished with education 59.8 589 609

Note: All quantities based on person-years, unless otherwise described.
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PERMANENT WAGE ESTIMATION

We use the following model to smooth an individual’s wagcs of short-
term fluctuations: a set of fixed effects to capture the average curve of the
wage profile over age; a set of random effects to isolate the heterogeneity
in permanent wage gains among individuals; and a residual term to repre-
sent the transitory components of wage change within cach individual
profile.

The permanent and transitory components of wage-profile hetero-
geneity are specified as follows:

Yie = Mg T € (4-5)

where y;, is the log of the real wage of individual i in year t. The average
wage profile p;, is specified by:

Bie = Bo + Br L + B2 g + vXe (4~6)

where l;; and qj, are the linear and quadratic age terms, respectively, and
Xi; represents individual and age-specific covariates. In this application,
these are education and cxperience. The coeflicients Bg, B1, B2, and v
are average-level (“fixed-effect”) parameters. We have parameterized I;,
as the age of individual i in year t centered on age sixteen and g, as the
quadratic term centered on age sixteen and orthogonal to l,. The ran-
dom-effects component is specified as:

Cie = Pir T Ui, (4-7)

where we define py; as the permanent component and u;, as the transitory
component. Specifically,

Pie = boi + byl + baiqie (4.8)

Thus, p;. is a random quadratic representing the deviation of the indi-
vidual-specific wage profile from the average wage profile. Under this
parameterization, bg;, by;, and by; represent the deviations from their
tixed-effects counterparts. We model by, by;, and b,; as samples from a
mean-zero trivariate Gaussian distribution. We suppose u;, is mean-zero
and allow the variance of u;, to vary by calendar year to capture any busi-
ness cycle effects.

The individual-specific wage profile is the combination of the average
wage profile and the individual-specific deviation: w;, + py;. The parame-
ters in our model are estimated using restricted maximum likelihood
(REML). In addition to being asymptotically efficient under the assump-
tion of Gaussianality, this approach produces asymptotic standard errors
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and covariances for the fixed and random parameter estimates. This ap-
proach provides the best linear unbiased estimator (BLUE) for the indi-
vidual-specific wage profiles.
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NOTES

1.

By attrition we mean respondents who are permanently lost from the panel,
not the proportion of respondents who miss the survey in any particular
year.

. This means that for the NISY rthere is no formal definition of attrition,
except through death. To make the two cohorts comparable in the use of
the two-year “drop” rule, we define anyone in the NLSY cohort who missed
both the 1993 and 1994 interviews as an attriter. This results in the 7.8
percent attrition rate for the NLSY.

. The CPS employer is identified in the same way across both cohorts in all
survey years: if the respondent held more than one job at the time of the
survey, he was asked to focus on the one at which he worked the most
hours. Our exclusive focus on the CPS employer is important to ensure
comparability across cohorts, since for the recent cohort information is
gathered on up to five jobs cvery year.

. The reader may notice that educational attainment is actually lower in the
recent cohort. CPS data show that educational attainment among men
graduating from high school in the late 1970s and carly 1980s fell, probably
in response to the oversupply of college-educated workers in the 1970s la-
bor market.

. For the original cohort, end-dates for jobs are impossiblc to recover consis-
tently for all years. This induces a form of censoring—that is, intcrval cen-
soring with variable interval widths—that complicates the usual duration
models, so we do not consider them here.

. We model the ¢; as conditionally independent given the other regressors
and following a mean zero Gaussian distribution. This is a generalized, lin-
ear, mixed-effects model that we fit by maximum likelihood (McCulloch
1997).

. Many alternative specifications can be used to examine robustness. The
fixed ISE specification (Topel and Ward 1992) is infeasible because we have
a maximum of six observations per individual, and the conditional maxi-
mum likelihood estimator { Chamberlain 1984) does not identify the coefhi-
cients of time-invariant factors. We relaxed the assumption of independence
by specifying a correlation between the ISE, tenure, and education. We also
fitted a population-average logistic model using generalized estimating
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equations instead of the ISE model (Hu, Goldberg, and Hedeker 1998). In
neither case was the cohort effect appreciably changed.

. We cxplored more complex specifications of the unemployment rate (for

example, pulling out recessions), but none improved on this simple specifi-
cation.

. If we estimate model 1 without tenure, the recent cohort has even higher

odds of a job change, reflecting the fact that tenure is endogenous in our
model. There is no simple solution to this problem; excluding tenure alto-
gether results in a serious misspecification, so we have decided to take the
conservative route of including it.

The NLS data on union membership are not consistent.

Specifically, we include observations from individuals only after they are
never enrolled in school again and their education level never increases
again, Monks and Pizer’s (1998) restriction of their sample to full-time
workers probably serves as a rough approximation, but especially in a longi-
tudinal survey, data on full-time work and on completion of school are not
perfect substitutes.

Monks and Pizer (1998) estimated a probit model, while we estimated a
logit model (both were fit with independent random effects). Probit and
logit estimates are gencrally comparable, unless the probabilities being
modeled are very low or very high. This is not the case here, since the major-
ity of the probabilities of a job change are within the .3 to .6 range.

This means that we arec now focusing only on “employer-to-employer”
changes, in contrast to the earlier measure, which includes unemployment
and out-of-labor-force as a destination state. Refitting the earlier models for
the employer-to-employer subset, however, vields very similar results in
terms of the cohort differential in instability.

In these graphs, statistical significance effectively ¢nds up being a function
of sample size. So, for example, in the job change panel, the gap in the early
age ranges is statistically significant, and the gap among thirty-one- to
thirty-three-year-olds is not: by the later ages a much smaller proportion of
the samples is changing jobs.

As a check on our findings, we fit this same model using “permanent”
wagces that have been smoothed of short-term variability. (See the descrip-
tion of the smoothing process carlier in the chapter.) The results were quite
similar, with the obvious difference that a substantially greater proportion of
the variance was explained using the smoothed wages.
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Chapter 5

Job Instability and Insecurity for Males
and Females in the 1980s and 1990s

Peter Gottschalk and Robert A. Moffitt

his chapter has two objectives. The first is to measure changes in job

instability over the 1980s and 1990s. We provide evidence on
changes in short-term job turnover using a previously underutilized data
source, the Survey of Income and Program Participation (SIPP), which
provides monthly information on the respondent’s employer.! The re-
sults from the SIPP are contrasted with results from the Panel Study of
Income Dynamics (PSID), a more widely used data set. The second ob-
jective focuses on changes in what has been labeled job iusecuwity. The
duration of jobs may not have changed, but turnover may have been
accompanied by less desirable outcomes. Turnover may be more likely to
be “involuntary,” or turnover may lead to worse outcomes, such as an
increase in the probability of an intervening spell of nonemployment or a
decrease in the wage gains from changing employers. We therefore also
examine several of these outcomes to see whether the perception of
greater insecurity reflects changes in these events.

JOB STABILITY
REVIEW OF THE LITERATURE

There is now a sizable literature on changes in job separation rates in the
United States.” As table 5.1 shows, the conclusions difter widely across
studies. Since these studics used different data sets, samples, and mea-
sures of turnover, it is somctimes difficult to determine the underlying
causes for these diflerences.

Almost all studies based on the various CPS supplements (Farber
1997a, 1997b; Diebold, Neumark, and Polsky 1997a; 1997b; Jaeger and
Stevens, this volume) showed little change in overall separation rates
through the carly 1990s.? The exception is Swinnerton and Wial (1995),
who showed substantial increases in separation rates. However, their
revised estimates in Swinnerton and Wial (1996) showed much smaller

142
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increases, bringing their results closer to those of other CPS-based
studies.

Although overall separation rates in the CPS may not have increased
through the 1980s, a fairly consistent pattern across studies shows in-
creases in separation rates for some subpopulations. Men showed greater
changes than women, and groups that were cxperiencing greater declines
in earnings, including the young and less educated, were also somewhat
more likely to experience greater job instability through the 1980s.* This
pattern seems to have been reversed in the 1990 to 1991 recession. Henry
Farber (1998) and Francis Diebold, David Neumark, and Daniel Polsky
(1997b) found that scparation rates for more educated workers started
increasing in the first half of the 1990s. Since these workers were experi-
encing increases in relative wages, this would seem to break any simple
relationship between changes in the wage distribution and changes in job
separation rates,

The studies based on the PSID give a much less consistent picture
than those based on the CPS. Stephen Rose (1995), Johanne Boisjoly,
Greg Duncan, and Timothy Smeeding (1998) and David Marcotte
(1995) found rather sharp increases in job instability, while Daniel Polsky
(1999) and Jaeger and Stevens (this volume) found no change.® Differ-
cnces between the CPS and PSID could reflect constraints imposed by
the two data sets. For example, the PSID questions are asked only of
heads of households and wives. Unless the separation rates of heads and
wives are representative of the full population, this selection affects the
level of separation rates, and if the composition of the population
changes over time, this selection may also affect trends. Not only is the
analysis in most PSID studies limited to heads, but it is further restricted
to male heads. Another inherent difference between the CPS and PSID is
that the former does not provide tenure information on respondents who
are not employed at the time of the interview, while the event history data
in the PSID allows the full population to be analyzed.

These differenees cannot be the full story since there are still major
differences between PSID studies. Furthermore, differences in the vari-
ables and measures used in PSID studies may be more important than
differences berween the PSID and CPS; Jaeger and Stevens (this volume)
find similar patterns when the PSID is used as a series of cross-sections to
replicate the CPS.

The National Longitudinal Survey of Young Men (NLSYM) and of
Youth (NLSY) provide other data sets with which to measure separation
rates. James Monks and Steven Pizer (1998) and Annette Bernhardt and
her colleagues (this volume) both found increases in separation rates for
the young. The fact that these two studies give very similar results does
not tell us very much about the robustness of these data, since the two
studies used very similar samples and measures. Although the increase in
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Table 5.1 Comparison of Studies
Sample Composition
Study Data Sct Sex Age Self-Employed
CPS Studies*
Farber (19972) Mobility supplement ~ Both Thirty-five to sixty- —
1979 o0 1996 tour
Farber (1997b) Displaccd Worker Both Twenty to sixty-four —
Survey 1984 to
1996
Swinnerton and Job tenure supple- BRoth Sixteen and clder Excluded
Wial (1995) ment 1983, 1987,
1991
Diebold, Neumark,  Job tenure supple- Both Sixteen and older Excluded
and Polsky ment 1983, 1987,
(1996) 1991
Dicbold, Newmark,  Job tenure supple- Both Sixteen and older Lxcluded
and Polsky ment 1983, 1987,
(1997a) 1991
Diebold, Neumark, Job tenure supple- Both Sixteen and older Excluded
and TPolsky ment 1983, 1987,
(1997b) 1991
Contingent worker
supplement 1995
Jaeger and Stevens Job tenurc supple- Male Twenty to fifty-nine Excluded
(this volume) ment 1973, 1978, reference
1981, 1983, 1987, persons
1991
PSID Studies
Polsky (1999) PSID 1976 t0 1981,  Male heads  Twenty-five to fifty- Excluded
1986 1o 1991 four
Jacger and Stevens DSID 1976 to 1992 Household  Twenty to fifty-nine Excluded
{this volume) heads
and
WIves
Boisjoly, Duncan, PSID 1968 to 1992 Male heads  Twenty-five to fifty- Excluded
and Smeeding nine
(1998)
Rose (1995) PSID 1970 to 1979, Male heads  Twenty-four to forty-  Unknown

1930 to 1989

eight
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Includes Transition

Other Measure to Unemployment Findings
— Pr(tenure more — Decline in the proportion of males
than ten years); with ten or more years of tenure,
Pr{tenure more especial after 1993, Increasc in
than twenty long-term cmployment of femalcs.
years)
— Pr(displaced in last — Increasc in the displacement of malcs
three years) with high education.
No change in the probability of dis-
placement due to plant closing.
— Pr(no exit in last — Increase, and then decrease, in reten-
four years) tion rates for low-seniority workers.

Nonagricultural Four-year separa- — Swinnerton and Wial (1995) over-
tion rates state increase in job instability.

Nonagricultural Four- and ten-year — No overall change.
separation rates Some decline in stability for less edu-

cated workers.

Nonagricultural Four- and ¢ight- — Some decline in retention in the 1991
year separation to 1995 period, especialty for more
rates educated workers.

Pr(tenure less than — Stability in job tenure.
cighteen Blacks and low-cducated workers
months) have greater instability.

Noenagricultural, Exit if not em- Yes No change in separation probabilities.

full-time ployed or tenure Increase in involuntary separations.

Working more
then onc thou-
sand hours

in current posi-
tion declines

Tenure with em-
ployer less than
cighteen
months
Pr{involuntary ter- Yes
mination)—in-
cluding plant
closing and lay-
offs but not fir-
ings
Pr(had other main No
employer in pre-
vious twelve
months)

Lower recmployment probabilities.

Larger wagge loss associated with job
switches.

Stability in job tenure.

Greater instability for blacks and less
educated workers.

Increasc in involuntary terminations.

Increase in mumber of jobs.

(Table continnes on p. 146.)
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Table 5.1 Continued

Sample Composidon

Study Dara Set Sex Age Self-Employed
Marcorte (1995) PSID 1976 to 1978, Male heads  Eighteen to forty- Excluded
1985 1o 1988 four
NLSY Studies
Monks and Pizer NLSYM 1971 to Males Nineteen to thirty-six
(1996) 1978, N1LSY 1984
to 1990
Bernhardr et al. NLSYM 1971 1o Males Fourteen to thirty-
(this volume) 1978, NLSY 1984 seven
to 1992

* CPS supplements that give tenure information:

1. Displaced Worker Surveys (DWS)—Tanuary 1984, 1986, 1988, 1990, 1992, and February 1994, 1996
2. Job tenure {or mobility) supplements—January 1973, 1978, 1981, 1983, 1987, 1991

3. Contingent work supplement—February 1995

4. Pension and benefit supplements—May 1979, 1983, 1988, and April 1993

separation rates for the young are substantially larger than those found in
CPS data, the qualitative conclusion that turnover incrcased for the
young is at least the same in these two data sets.

We are left with mixed evidence from these different data sets. A more
direct comparison, with samples and definitions made as similar as possi-
ble, would improve our understanding of the contradictory conclusions
in the literature. Morc work needs to be done to identify the sources of
the discrepancies between the CPS, PSID, and NLSY.

Our primary contribution is to provide evidence using a new data set,
the SIPP. Howevcr, in order not to introduce more noncomparabilities,
we use the PSID extensively to benchmark our results against this alterna-
tive longitudinal data set, which has been used extensively in the literature.
We start by comparing turnover measures from our PSID sample to pre-
vious studies using both the PSID and CPS. By showing that our PSID
sample gives similar results when similar measures are used, we eliminate
one potential source of discrepancy. We then use the SIPP to construct
yearly separation rates that can be compared directly with those from our
PSID sample. Having shown that the SIPP and PSID give similar results,
we then turn to the SIPP to measure monthly turnover. This allows us to
examine whether there has been an increase in short-term turnover—a
particularly important question since a high proportion of jobs are of short
duration (se¢ Topcl and Ward 1992). Furthermore, short-term turnover
may have increased, even if yearly turnover in the PSID did not.

The evidence on turnover addresses the question of job instability. A
related issue is job insecurity, which has sometimes been associated with
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Includes Transition

Other Measure to Unemployment Findings
— Exit if tenure No Increase in the probability of a job
declines changg, espccially for blacks and

less educated workers.

Full-time Two-year separa- — Increase in separation rates, especially
ton rates for less educated workers.
Increase in voluntaty and involuntary
separations.
Non-Hispanic Two-year separa- — Increase in separation rates.
whites tion rates

involuntary scparations. Although the longitudinal SIPP files we use do
not differentiate between voluntary and involuntary terminations, they
do provide information on events accompanying the turnover.* Were
job-leavers more likely to go through a spell of nonemployment before
moving to a new job? Did the duration of intervening spells of unem-
ployment increase? Did recent job-changers experience smaller wage in-
creases? These attributes of job exits can be used to explore whether inse-
curity increased even if instability (that is, turnover) did not increase.

CHANGES IN TURNOVER
PANEL STUDY OF INCOME DyNAMICS

The Panel Study of Income Dynamics (PSID) is a large, nationally repre-
sentative longitudinal data set that has been used extensively to study
changes in job turnover. The primary advantage of the PSID is that it
covers a sufficiently long period to track long-term changes in turnover.
This data set does, however, have several disadvantages. First, the tenure
questions have changed over time.” This is particularly important for
changes prior to 1984. Second, answers to questions about tenure are
sometimes inconsistent. For example, cumulative tenure with an em-
ployer sometimes increases by more than the difference between inter-
view dates. Without outside information, it is impossible to determine
whether this discrepancy reflects measurcment error or the respondent’s
return to a previous employer with which his cumulative tenure is greater
than his tenure on the job he left.* Third, the questions are asked only of
heads of household and wives. This is a particularly important drawback
when examining the transition rates of the young. Fourth, the job tenure
questions are not asked of self-employed heads, so it is impossible to
estimate turnover for the self-employed, a group of significant sizc that
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may have substantially different dynamics.® Fifth, the PSID does not dif-
ferentiate between first and second jobs. This not only results in some
miscoding of job changes, as we discuss later, but precludes our ability to
differentiate between exits to a new job and movement between simul-
taneously held jobs. Finally, for the period we study the PSID identifies
only changes between jobs held roughly one year apart.” As we show in
this chapter, there is considerable job turnover within a year.

Definition of Separation in the PSID

We identify a separation in the PSID if the “months with current em-
ployer” at the time of the interview is less than the difference between
interview dates.' A separation is also identified if a person makes a transi-
tion from being employed to not being employed in the subsequent in-
terview.

There are three potential difficulties with our definition. The first is the
lack of consistent work histories for the period we study.” A person may
cycle through several jobs during the year. Not only are durations of less
than a year missed, but in some cases no separation is recorded. For ¢x-
ample, a person may be unemployed at both interviews but may have
held a short-term job in the interim. Second, some longer-term spells are
miscoded.” Alternatively, a job switch to a job previously held is missed if
the cumulative prior tenure on the new job was greater than the differ-
ence in interview dates." The third potential problem involves an ambi-
guity in the question asked prior to 1984. Prior to that year, the question
on “months with current employer” did not specify whether the respon-
dent was to give total months across all spells with the same employer or
only the most recent spell. As long as respondents answered the question
consistently in all years prior to 1984, this ambiguity did not affect mea-
sures of transitions during that subperiod. (Cumulative as well as current
tenure increased in each year until a transition occurred.) The change in
the question in 1984 also did not lead to misclassification for persons
who previously had interpreted the question as referring to cumulative
tenure. However, the change in wording may have led to misclassifica-
tions for respondents who had interpreted the previous question as refer-
ring to tenure in the current spell.

Findings

Before comparing job exit rates in the PSID and SIPP, we build bridges
to the previous literature by making sure that our PSID sample yields
measures that are similar to those coming from PSID-CPS comparisons.
In the process, we make the important distinction between longitudinal
and cross-sectional measures of job exits. Since both the SIPP and PSID
offer longitudinal data, we focus on longitudinal measures. For com-
pleteness we start, however, by constructing cross-sectional measures
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that have been used by Jaeger and Stevens (this volume) to benchmark
the PSID.

The CPS is the primary data source that has been used to benchmark
the PSID. Sincc it is a cross-sectional data set, its measure of job turnover
is based on whether tenure with the current employer is less than a year.
In contrast, the PSID can provide both cross-sectional measures (also
based on tenure at time of interview) and the longitudinal measures dis-
cussed carlicr. As we show, these two approaches to measuring job sep-
arations do not necessarily give the same picture.

The tenure supplements and the benefit supplements of the CPS ask
employed respondents how many years they have worked for their cur-
rent employer (see Farber 1997b)."* The separation rate is given by the
proportion of respondents who report being with their current employer
for one year or less. The PSID can also be used to generate cross-sec-
tional measures based on reported monthly tenure at the dme of inter-
view. One key issue, addressed by Jaeger and Stevens (this volume), is
how to translatc the monthly tenure in the PSID into the yearly tenure
reported in the CPS. Jaeger and Stevens assume that respondents in the
CPS round the number of months they have worked for their current
employer to the nearest whole year. Following their lead, we classify any
job tenure reported as eighteen months or less in the PSID as equivalent
to tenurc of one year or less in the CPS.

The four points in figure 5.1 labeled “CPS™ show the yearly separation
rates in the CPS as measured by Jaeger and Stevens. The solid line la-
beled “PSID Cross-sectional” identifies a transition if reported tenure is
less than eightcen months. Although our sample differs slightly from that
used by Jaeger and Stevens, our series is very similar to theirs.'* In both
cases, the PSID and CPS series show no upward trend in separation rates.

We contrast these cross-sectional measures with the longitudinal mea-
sure that we use in our comparison with the SIPP. A job change is as-
sumed to have occurred if tenure with the current employer is less than
the differcnce in interview dates. This longitudinal measure gives a differ-
ent classification than the cross-scctional measure based on a single inter-
view when reported tenure is less than or equal to eighteen months but
greater than the difference in interview dates.” For example, if tenure is
rcported as one month in the first interview and thirteen months in the
subsequent interview twelve months later, then the cross-sectional mea-
sure classifies this as a job change but the longitudinal measure does not.
Both measures, however, miss job changes that occur when a person re-
turns to a previously held job and reports cumulative tenure greater than
cighteen months." Without a full enumeration of employers, as in the
SIPP, both measures miss this transition."

The line labeled “PSID Longitudinal (employed)” identifies a transi-
tion when a person is employed in both interviews and tenure is less than
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Figure 5.1 Cross-Sectional and Longitudinal Estimates of Yearly Exit
Rates for Employed Male Heads of Households, Ages
Twenty to Sixty-Two, in the CPS and PSID, 1980 to 1992
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Source: CPS measures from Jaeger and Stevens (this volume). PSID measures from au-
thors’ tabulation of PSID.

the difference in interview dates. This definition leads to substantially lower
job-ending probabilities but similar patterns over time. The shift down in
the function reflects the fact that roughly 30 percent of reports of tenure of
icss than cighteen months in the PSID were preceded by even lower re-

ported tenure in the prior year. Thus, an eighteen-month definition mis-
classifies some spells with short tenure as job changes rather than a contin-

uation of a spell that began in the previous year. The time-series patterns in

the scries discussed thus far, however, are very similar, confirming the con-

clusion that overall job separation rates did not increase.

One consequence of any procedure based on tenure with current em-
ployer is that it excludes persons who are not employed at the time of the
interview (becausc they are not employed, out of the labor force, or self-
cmployed). If the nonemployed have different separation probabilities,
then inferences cannot be made to the full population. Since the risk set
for separation rates is all persons who are employed in the base period,
we should include both persons who are employed and those who are
not cmployed in the subsequent period. This can be done with the SIPP
and PSID but not the CPS, since it does not ask questions about tenure
of persons who are not employed.” The line labeled “PSID Longitudinal
(all)” in figure 5.1 plots the proportion of persons who held jobs in the
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previous interview and are cither employed in another job (that is, their
tenure with the current employer is less than the difference in interview
dates) or not employed (unemployed, out of the labor force, or selt-em-
ployed) in the subsequent interview. The large upward shift in the func-
tion indicates that excluding jobs that end in a spell of nonemployment
seriously understates the amount of job transitions. The fact that this
series is roughly as large as the cross-sectional measure indicates that the
two previously discussed misclassifications roughly offset each other.
However, this series also shows no upward trend.

In summary, comparable data from the CPS and PSID lead to the
similar conclusion that separation rates did not increase. This holds even
after using the Jongitudinal aspects of the PSID and including persons
who are not employed at the time of the interview.

Although there does not seem to be an upward trend in any of the
series in figure 5.1, it is possible that some demographic groups did expe-
rience an increasc. To cxplore the possibility that the aggregate trends
mask demographic-specific trends in exit rates, we estimate Cox propor-
tional hazard models by gender, race, and education group.” As with all
the multivariate models in this chapter, we include year, a quadratic in
age, and an interaction of year and age to capture differences in trends by
age within a demographic group. We do not condition on measurc of
labor-market tightness since we want to include the effects of secular
change in labor-market tightness in the overall wend. We believe that
these are the results relevant to the debate, which focuses on the gross
change in instability, including instability associated with cyclical factors.
However, for completeness we also estimate all models including the de-
trended gender-specific employment rate.”” Results in this and the fol-
lowing tables are not attected by including this cyclical variable.

The sample in tables 5.2 and 5.3 includes all job beginnings during the
pancl for males and females, respectively. We show the exponentiated
coeflicients along with tests for the joint significance of the coeflicients
on year and the year-age interaction.” Separate results are shown for per-
sons disaggregated by race and education.

The estimated equations for white males in table 5.2 indicate a statis-
tically significant decline in the hazard of a job ending, with the largest
decline for older workers. For white males, the coeflicients indicate a
decline in the hazard for all education groups, though the age interaction
is significant only for college-educated workers. For nonwhite males, the
coeflicients on year and the year-age interaction are also jointly signifi-
cant at conventional levels, though the coefficients on year and the age
interaction indicate that the hazard was at first increasing with age and
then decreasing. However, the bottom row of table 5.2, which shows the
age at which the time derivative is equal to zero, indicates that the hazard
starts to decline well before working age for all but persons with at least
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some college; for them the decline starts at age twenty. The estimates for
females in table 5.3 are remarkably similar to those for white males, indi-
cating that they also experienced a decline in the hazard of leaving their
jobs. From this we conclude that the duration of jobs was increasing in
the PSID even within demographic groups.

The perception that jobs had become less stable may be based on the
characteristics of the exits rather than their frequency. To cxplore this
possibility, figures 5.2 and 5.3 disaggregate the overall probability of a
job separation into exits to three possible exit states: exits to another
non-self-employment job,* exits to self-employment, and exits to unem-
ployment or out of the labor market.” Each series is bracketed by the 95
percent confidence interval for these estimated proportions.* The proba-
bility of exiting to another job increased from a low of .045 in 1982 to a
high of .090 in 1987 and then declined steadily through the early 1990s.”
In contrast, transitions to nonemployment declined during the early
1980s and then stabilized during the late 1980s and early 1990s. Fe-
males experienced very similar patterns in exit states. Thus, there is no
evidence of a secular increase in the probability that a job ending would
be followed by a spell of nonemployment.

Although exits to nonemployment did not increase, it is possible that a
greater proportion of exits were to nonemployment. This would occur if
cxits to employment (that is, job-to-job transitions) decline faster than
exits to nonemployment. To explore this possibility, tables 5.4 and 5.5
show the results of estimating trends in the conditional probability of
nonemployment, given that an exit occurred.” Again year is interacted
with age to allow trends to vary by age as well as by race and education. If
a case is to be made that exits are more likely to result in nonemploy-
ment, then the case can be made only for older workcers since the sig-
nificant trends are all negative cxcept for males and females in their
forties.” And for many groups, the trend coefficients are not significant.
Thus, if there was an increase in the probability that a job exit was fol-
lowed by a spell of nonemployment, it was limited to a subset of older
workers.

Finally, we explorc the possibility, suggested by Boisjoly and his col-
leagues (1998), that involuntary terminations may have risen even if
overall job exit rates did not. To make our work as comparable as possi-
ble to theirs, we restrict our sample to their age range (twenty-five to
fifty-nine) and use the same variable to determine whether a termination
was involuntary.®® Our replication of their work also shows a significant
increase in the probability of an involuntary termination in the post-1968
period that they study. However, when we limit the period to the
post-1980 period, which is the focus of our study, we do not find a signif-
icant trend either for males (figurc 5.4) or females (figure 5.5). We there-
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Figure 5.2 Yearly Exit Rates by Exit State for Males, Ages Twenty to Sixty-
Two, in the PSID, 1981 to 1992
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fore conclude that their finding of an upward trend in involuntary termi-
nations is driven by increases in involuntary terminations from the 1970s
to the 1980s rather than by a continued increase during the 1980s.3
We also estimate Cox proportional hazard models of the hazard of
being involuntarily terminated (where voluntary terminations are treated
as censored spells) to see whether the hazard increased for some sub-



156 On the Job

Figure 5.3 Yearly Exit Rates by Exit State for Females, Ages Twenty to Sixty-
Two, in the PSID, 1981 to 1992
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groups. Tables 5.6 and 5.7 indicate that over the 1980s and 1990s the
hazard of involuntary terminations either did not change over time or
declined for persons of working age in all demographic groups. We
therefore conclude that rising involuntary terminations cannot be used to
explain the perception of rising insecurity during the 1980s and early
1990s.
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Figure 5.4 Yearly Involuntary Exit Rates by Race for Male, Heads of
Houschold, Ages Twenty-Five to Fifty-Nine, in the PSID,
1981 to 1991
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Although the probability of an involuntary termination may not have
increased during the period we study, it is possible that among the exits
that did take place more exits were involuntary. This would happen if the
decline in the overall hazard of a job exit (documented in tables 5.2 and
5.3) declined more quickly than the hazard of involuntary terminations
(as shown in tables 5.6 and 5.7). To explore this possibility, tables 5.8
and 5.9 show probit estimates of the trend in the conditional probability
that an exit is involuntary. Again it is only older workers who show a
statistically significant increase in the proportion of exits that are involun-
tary. Thus, there is some evidence of increased insecurity for older work-
ers in the limited sense that turnover was more likely to be the result of
an involuntary termination, not that turnover increased for this group.

In summary, the overall picture emerging out of our analysis of the
PSID is of greater job stability, with some changes in the composition of
these exits. The overall probability of a job ending did not increase dur-
ing the 1980s and early 1990s. This finding holds whether we focus on
all job endings or on involuntary terminations. If a case is to be made that
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Figure 5.5 Yearly Involuntary Exit Rates by Race for Female Heads of
Household and Wives, Ages Twenty-Five to Fifty-Nine, in
the PSID, 1981 to 1991
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insecurity increased, then it has to be based on the changing composition
of exits for older workers. There is some evidence that exits among older
workers were more likely to be the result of involuntary terminations and
that exits were more likely to be followed by nonemployment. This
should not, however, obscure our main finding, consistent with findings
from the CPS, that job exit rates declined, both overall and across a wide
variety of demographic groups.

SURVEY OF INCOME AND PROGRAM PARTICIPATION

We now turn to the Survey of Income and Program Participation. The
availability of monthly data from this survey allows us to study short-term
dynamics as well as year-to-year turnover, as in the PSID. Within-year
taurnover may have changed in ways different from yearly turnover. The
SIPP therefore adds an important dimension to the study of job insta-
bility and insecurity. The availability of job-specific monthly wage data
also allows us to examine whether the wage gains (or losses) associated

(Text continues on p. 165.)
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with job turnover changed during the 1980s and 1990s. Since these
wage changes may be a more relevant measure of the consequences of
the job changes, they offer a useful indicator of changes in job insecurity.

The Survey of Income and Program Participation consists of a series of
nationally representative longitudinal surveys of nearly thirty thousand
individuals who are followed for roughly two and a half ycars. A new
panel has been started in every year (except 1989) since 1983. With re-
curring two-and-a-half-year panels, there is substantial overlap across
panels. Individuals within each panel are interviewed every four months.
These interviews, called waves, include retrospective questions on job
and earnings histories that cover the previous four months.

The SIPP offers several important advantages over the PSID. First, it
includes information on job histories that assign unique identifiers
throughout the panel to each employer for which the respondent worked
in either a primary or a secondary job.* The availability of full job histo-
ries for the thirty-two months covered by the typical pancl is a clear ad-
vantage over the tenure questions asked in the PSID.* With job histories,
it is possible to identify transitions without having to rely on reported
mcasures of tenure. A second, and related, advantage of the SIPP is that
it can be used to estimate the distribution of monthly duration, starting
in the early 1980s. Third, the SIPP includes job histories for secondary
jobs, making it possible to identify transitions in which a secondary job
becomes a primary job. Finally, SIPP includes self-employment histories
for all persons. This is a distinct advantage over the PSID, which does not
allow us to follow nonheads or even heads who are self-employed, since
the self-employed do not report tenure.

Structure of the SIPP

An important feature of the SIPP is that the sample is phased in over
time. The sample is divided into four rotation groups; one group is
started in each of the first four months of the panel. The four rotation
groups are asked retrospective questions covering the previous four
months. Since the questions cover the previous four months, each month
is covered by each rotation group (other than the months at the begin-
ning and the end of the panel). For example, the first wave of the 1990
panel was first interviewed in February 1990. Job histories and earnings
histories were asked for October through January (wave 1 of rotation
group 1). This first rotation group was reinterviewed in June when it
provided information for February through May. The fourth rotation
group, which was started in April, reported information on January
through April. There is further overlap in the SIPP since new two-and-
a-half-year pancls have been started every vear (except in 1989). There-
fore, information is gathered from respondents in up to three overlap-
ping panels at any one time.
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One well-known problem with retrospective questions is that changes
in status arc considerably more likely to occur between interviews than
within the period covered by the interview. This is known as the “seam
bias” problem. For example, respondents are more likely to report the
same employer in the four months covered by the survey than between
surveys. This results in higher job change probabilities at the seams than
between seams. Since the scams occur in different months for people in
different waves, monthly job change probabilities are mixturcs of the low
transition rates reported between seams and the high rates at the seams.
If respondents are correctly reporting the number of job changes but
reallocating the timing of the change to the seams, then this mixture
yields unbiased cstimates of job change probabilities as long as each
month has an equal probability of being at a seam.** We take account of
seams, however, in our multivariate estimates.

Definition of Separation in the SIPP

Respondents in the SIPP are asked for the name of the employer in each
primary job (job 1) and secondary job (job 2). Identification numbers are
assigned to each employer so that it is possible to determine when a sec-
ondary job becomes a primary job and when an individual returns to a
previously reported employer. Each individual is also asked to list self-
employment businesses in which he participated in each month. These
are also given unique identification numbers.

We identify transitions when the identification number of the primary
employer changes.® This includes transitions to other employers, to self-
employment, or to nonemployment. For the self-employed, we identify a
transition when the individual becomes employed in a primary job, un-
employed, or out of the labor force. Changes between self-employment
businesses are not classified as transitions since the person continues to
work for the same employer, namely himself.

Composition of the SIPP Sample

Our SIPP sample includes persons ages twenty to sixty-two with valid
data on job and self-employment histories.*® Table 5.10 shows the distri-
bution of the sample in each year between 1983 and 1995 according to
four mutually exclusive categories: the person has a primary job but no
secondary job; has both a primary and secondary job; is self-employed
(and not employed by someone else); or is not employed (that is, is either
unemployed or out of the labor force).”

In 1983 only 70.2 percent of males matched the stereotype of having
only one outside employer. An additional 2.8 percent had a second job,
and 8.3 percent were solely self-employed. The remaining 18.7 percent
were either unemployed or out of the labor force. Consistent with CPS
data, the SIPP shows an increase during the second half of the 1980s in
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Table 5.10 Distribution of SIPP Sample by Employment Status, 1983
to 1995 (Averages of Monthly Proportions)

Primary Primary and Self- Employed Unemployed or
Year Job Only Secondary Jobs Only Out of Labor Force
Males
1983 70.2 2.8 8.3 187
1984 71.4 2.8 8.5 17.3
1985 71.5 3.1 8.8 16.6
1986 71.1 32 2.0 16.7
1987 71.1 31 9.3 16.6
1988 72.0 3.0 9.6 155
1989 69.4 2.8 9.2 18.6
1990 72.1 2.8 8.6 16.4
1991 70.8 2.8 8.4 18.1
1992 69.5 2.7 82 19.7
1993 69.5 2.7 7.9 199
1994 68.9 2.6 7.9 20.7
1995 62.5 2.2 7.1 28.2
Females
1983 54.4 2.5 3.1 40.0
1984 55.7 24 3.2 38.8
1985 571 27 34 369
1986 58.0 2.8 3.6 35.7
1987 58.9 2.8 3.6 347
1988 60.2 29 37 332
1989 59.3 2.8 3.6 34.2
1990 60.2 32 34 332
1991 60.4 31 34 331
1992 59.7 3.1 35 337
1993 59.4 3.0 35 34.1
1994 59.3 3.0 35 343
1995 539 2.6 32 40.3

the proportion of males and females with multiple jobs and the propor-
tion who were self-employed.® This increase in nontraditional employ-
ment was, however, reversed during the early 1990s, leaving the propor-
tions about where they had been in the early 1980s.

Comparison of Separation Rates in the SIPP and the PSID

Before using the SIPP to explore monthly transitions, we benchmark this
data set against the PSID. The two data sets differ in the period and
sample covered, as well as in the measures of job separations. The PSID
can be used to determine whether a person was in the same job in succes-
sive interviews roughly one year apart. We therefore use the data in SIPP
to measure changes in employers one year apart. Since most interviews in
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the PSID occur between March and May, we compare the reported jobs
in the SIPT for these same months.” Because SIPP does not include a
1989 panel, it is not possiblc to calculate yearly transition rates between
March to May 1989 and March to May 1990.%

To make the two data sets as comparable as possible, we also restrict
the samples to employed married males. The restriction to persons em-
ploved by others is dictated by the fact that the PSID does not ask tenure
questions of the solely self-employed. Since the PSID asks tenure ques-
tions only of heads of household, we must restrict the SIPP samplc in the
same way. However, since the SIPP does not identify heads of household,
we must use other variables to make the two samples comparable. By
restricting the SIPP sample to married males and the PSID to married
male heads, we achieve roughly the same coverage.*

Although restricting the analysis to transitions between jobs a year
apart for married males makes the SIPP more closely comparable to the
PSID, the two data sets still differ in the underlying questions used to
identify transitions. The PSID transitions are based on reported tenure,
which is not asked directly in the SIPP, and the SIPT transitions are based
on changes in employer identification numbers. Any differences between
estimates of transitions may therefore reflect this area of continued non-
comparability.

Figurc 5.6 plots the estimated probability that a sample member in the

Figure 5.6 Yearly Employment Exit Rates for Employed Married Males,
Ages Twenty to Sixty-Two, PSID and SIPP, 1981 and 1995
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PSID or the SIPP was in a different job (or had become self-employed,
unemployed, or left the labor force) roughly one year after the interview
date.® The PSID shows transitions rates that fluctuated around 18 per-
cent. Yearly separation rates for married males in the SIPP are somewhat
higher, hovering around 22 percent; if anything, they show a downward
trend.*® Whether these differences reflect the remaining noncom-
parability of definitions and samples or differences in reporting is an open
question. Although the levels are different, neither data set shows an in-
crease in cxit rates.*

We conclude that even though there are differences in these two data
sets, neither shows an increase in instability. Separation rates for married
males do not increase secularly in either data set; if anything, they de-
crease in the mid-1980s.

Monthly Transition Rates from the SIPP

Thus far we have used the SIPP to calculate the probability that a sample
member would still be working for the same employer one year later.
This restriction and the restriction of the sample to married males were
imposed to compare the SIPP with the PSID. Having shown that the
trends in yearly measures are similar in these two data sets, we now ex-
ploit the unique advantages of the SIPP by examining monthly rather
than yearly transitions for persons who are self-cmployed as well as em-
ployed by others. The SIPP also allows us to include females and males
who are not heads of houscholds.

We determine whether each employed (or self-employed) respondent
separated from his or her employer in each month (that is, had a different
employer, became sclf-employcd, or did not work in the following
month).* Likewise, we determine whether each person who was self-
employed in each month changed employment status (became ¢cmployed
by someone else or did not work) in the following month.

Figures 5.7 and 5.8 show the time-series patterns in the monthly sep-
aration rates for employed and self-employed males and females, disag-
gregated by race. Since the separation ratcs in each month have large
sampling variability, we show the average separation rates of all person-
months falling in the calendar year.** These data again do not show a
secular increase in monthly separation rates. If anything, there was a sec-
ular decline in job exit rates between the mid-1980s and the carly 1990s.
Although exit rates did increase sharply for most groups in 1994, this was
followed by an equally sharp decline in 1995, leaving exit rates at roughly
the same level as a decade carlier. Thus, expanding the sample to include
females and males who are not heads of households and using monthly
separation rates (instcad of separation rates based on jobs held a year
apart) give further evidence that separation rates did not increase. In fact,

(Tesct continmes on p. 173.)
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separation rates declined modestly for most groups between 1985 and
1993.

We explore whether these declines were specific to certain demo-
graphic groups by estimating Cox proportional hazard models separately
by race and three education groups. Trends are again captured by year
(measured in terms of months), with a time trend entered separately and
interacted with age.” To control for the lumping of job exits at the end of
an interview period, we cnter a dummy variable equal to one if the risk of
¢xit is measured in the month prior to a seam.” With nine panels we end
up with 176,648 non-left-censored jobs for males and 154,845 for fe-
males.

The results in tables 5.11 and 5.12 indicate that the trends in exit rates
arc cither not statistically different from zero or, when they are positive,
not quantitatively important.* For nonwhite males and females, the coef-
ficients on the trend terms are not significantly different from zero, indi-
cating that the hazard of leaving a job was constant. For white males with
less than a college degree, the trend coefhicients are significant and indi-
cate a mildly increasing hazard. But this is largely driven by the spike in
1994. When a dummy variable is included for this year, the trend is again
insignificant. For white females, the trend in the hazard is positive for all
but the middle education group. The largest trend (for college-educated
white females) is, however, only 0.9 percent per year. We conclude that
job separation rates were constant, or that where positive trends ap-
peared, they largely reflected a onetime increasc in 1994.

Outcomes Accompanyjing Exits

Again we explore the possibility that the perception of increased inse-
curity is more a reflection of dcterioration in outcomes that accompany
job endings than a reflection of an increase in the probability of a separa-
tion. To explore this, we examine whether there was an increase in the
probability that a job ending was followed by a spell on nonemployment,
whether that spell of nonemployment following a job loss increased in
duration, and whether job changes were accompanied by smaller wage
gains (or larger losses).

Figures 5.9 and 5.10 show the time trends in the probability that a job
exit was followed by a nonemployment spell.* It anything, these proba-
bilities decline, indicating that transitions to unemployment or out of the
labor force became less common. Tables 5.13 and 5.14 explore whether
the lack of a positive trend holds when we control for our standard set of
characteristics. For nonwhite males and femalcs, the probability that a
job was followed by a period of nonemployment decreased over time for
the young and increased for older workers, but the trends are small, even
for workers in their late fifties (as indicated by the partial derivative on
the age interaction).”! The pattern for whites is less consistent, but the
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Figure 5.9 Probability That a Job Ending Is Followed by a Spell of
Nonemployment—SIPP Males, 1983 to 1995

Proportion

----- Whites
0.011 —— Nonwhitcs

0 T T T T y T T T T T T !
1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Year

Note: Sample includes all job endings. Yearly probabilities are averages of monthly proba-
bilities.

derivatives on year and the year-age interactions are small for all groups
except white females with less than a high school degree. We conclude
that (except for young females with a high school degree or less} there is
little evidence that job endings were increasingly likely to be followed by
a nonemployment spell.

Although the prevalence of nonemployment spells was not increasing
for the vast majority of the population, the duration of these spells may
have increased, leading to a perception that the consequences of job end-
ings had worsened. Tables 5.15 and 5.16 indicate that there is some sup-
port for this perception. Most groups show no trend in the duration of
nonemployment, but when the hazards of job reentry changed, they de-
clined. White and nonwhite males with a high school degree or less had a
significant decline in the hazard of reentry. For females, three out of the
six race and education groups have significant declines in hazards
throughout most of their working lives. Thus, there is evidence that
while the prevalence of exits to nonemployment did not increase sub-
stantially, the duration of such spells did increase for some groups.

Finally, we turn to the wage changes that accompanicd job changes.”



176 On the Job

Figure 5.10 Probability That a Job Ending Is Followed by a Spell of
Nonemployment—SIPP Females, 1983 to 1995
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0020 e Whites

—— Nonwhites
0.014

0 — — T ; — T
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Note: Sample includes all job endings. Yearly probabilities are average of monthly proba-
bilities.

It is well known that much of the life-cycle increases in wages occur when
a person changes jobs.* In this section, we explore whether the resulting
wage changes declined. Although we recognize that wage changes and
job dynamics are clearly jointly determined, we make no attempt to
model the complex causal mechanism generating these outcomes. Con-
sistent with our general approach throughout this chapter, we provide
reduced-form estimates of the net outcome of this process. Even within
the context of our descriptive approach, however, we must deal with the
question of the appropriate reference group against which to contrast the
wage changes of job-switchers. Even if job exits were associated with
increasingly small wage gains (or larger wage losses), this change would
not indicate a deterioration in outcomes associated with turnover if it
reflected a general decline in wages.

This can be scen by considering a very simple error components model
of the association between job change and wage change. In the past liter-
ature, the major issue in estimating the effect of job change on wagc
change has been the possible selection bias in who moves and who does

(Text continyes on p. 181.)
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not. We do not seek to provide a new method of avoiding this bias but
instead use some simple comparison groups that have been used previ-
ously but avoid bias completely only under strong assumptions.

We assume that the wage of individual i in job j with experience t is:

Wie = 1 + a5 + Bit; + € (5.1)

where ; is an individual fixed effect, ay; is a fixed effect unique to an
individual-job combination, B; is 2 random wage growth parameter that
allows heterogeneity in age-earnings profiles across individuals but is
common across jobs, and ¢, is random error for which we assume E(gj;
lwi,05,8i) = 0 in the population.” We add a vector of observed covari-
ates later. Our object of interest in this model is the mean value of oy,
— ay for j # k (that is, the change in intercepts for those who change
jobs between t and t + 1). The parameter a;; is a measure of the perma-
nent wage of a job, and hence, we seek to determine the change in that
wage for those who change jobs.*

Let k denote the individual’s job at time t + 1 and let D;, be a dummy
variable indicating a job change (D, = 1ifj#k,and Dy, = 0ifj = k).
Then

Wik,t+1 - Wijt = 0lDit + Bi + AEi'c (5'2)

where o = ay — oy, which is the object of interest, and
Agye = & 11 — S

We estimate equation 5.2 in two ways, by making two different identi-
fying assumptions. The first assumption is that 3; = B (no heterogeneity
in slopes) and E{Ag;/D;,) = 0. The former rules out bias arising from a
differential selection of movers and nonmovers on the basis of the value
of B;. The latter rules out diffcrential selection of movers and nonmovers
on the basis of transitory wage shocks. Under these assumptions, a simple
regression of wage change on the mover dummy yiclds an estimate of
mean o. As a sensitivity test of the potential bias associated with violation
of these assumptions, we define the wage change of the comparison
group (the D;, = 0 group) in one of two ways: the average wage change
of the group of individuals who never moved in any of the periods we
observe in our panel; and the average wage change of the group of indi-
viduals who moved during the panel, but including only wage changes in
periods in which they did not change jobs. The latter comparison group,
conceived by Jacob Mincer (1986), is based on the notion that the distri-
bution of unobservables of those who move at different periods may be
closer to the counterfactual distribution of movers than that of never-
movers.

Our second approach to the problem of inferring the wages the person



182 On the Job

would have received had they not changed jobs drops the restriction of a
homogeneous B; but requires the use of more data. We allow individual-
spectfic B;, but we eliminate this component of heterogeneity by double-
differencing. Let 1 be the job held at time t = 1, and let Dy, be a
dummy for whether the individual changed jobs between t — 1 and t.
Then

Wi — Wiy = a'Die 1 + By + Ag (5.3)

where o' = o; — oy and Ag, ; = & — &, Then subtracting
equation 5.3 from equation 5.2 for those who did not change jobs from
t — 1 tort, we have

(Wiki+1 — Wijt) - (Wijt - Wij,r—l) = aD; + (Ag, — Aﬁi,(csl)
4)

The assumption we need for an unbiased estimate of « in this model is
that E(Ag;, — Ag;,_1ID,,D;; ;) = 0. This model simply uses the wage
data from t — 1 to t to estimate the individual wage growth for each
individual i, and then identifies a as the deviation from that wage growth
between tand t + 1 for those who move.

We implement this second strategy in the following way. First, since
equation 5.4 docs not have an intercept, those who do not move from t
to t + 1 are not needed for the estimation; the mean of the double-
differenced wage of movers estimates o by itself.* Sccond, we use all
wage data available for the individual’s job at time t to estimate wage
growth on the previous job. Specifically, in place of (Wy, — Wy, ) we
estimate a job-specific slope, based on all years obscrved for the individ-
ual in that job. Third, we allow « to be a function of a vector of covari-
ates, one important covariate being a time trend to allow us to determine
whether wage gains have changed over time.

We start by showing, the results of following our first approach. Figures
5.11 and 5.12 show our estimates based on the wage changes of movers
and the two comparison groups described earlier: persons who changed
jobs but in a different period, and persons who did not change jobs at any
point in the panel.¥” Since there is substantial month-to-month variability
in wage changes, we show the annual averages of the monthly changes.
The first thing to notice is that the two control groups have very similar
time-series patterns in wage growth. Our conclusions are therefore not
sensitive to the choice between the two. Second, the time-series data do
not indicate a secular decline in the gains from job changes.® The aver-
age wage gains for movers are generally greater than for either of the
control groups, though there is substantial year-to-year variability. The
series for movers, howcever, shows no downward drift over the full pe-
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Figure 5.11 Percentage Change in Monthly Earnings of SIPP Males,
Ages Twenty to Sixty-Two, by Job Change Status and
Race, 1983 to 1995

—1— Month of Switch -0~ Never Switch -~ Month of No Switch

—0.14 T : ; . . . . . : . . ,
1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
Year
Nonwhites

Percentage Change

—0.1+ T T ‘ T T T :
1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

T T T —T 1

Year

Note: Monthly earnings adjusted for age.

riod. There is, however, some downward drift after 1991 for whites; this
may point to a secular trend, but only in the very recent period.

Finally, we show the results of following our second approach: using
the job-changer’s own prior wage growth to adjust the observed wage
change for the wage growth the person would have experienced had he
or she not changed jobs (as shown in equation 5.4).” The resulting net
wage changes are the dependent variables in the descriptive lincar regres-
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Figure 5.12 Percentage Change in Monthly Earnings of SIPP Females,
Ages Twenty to Sixty-Twao, by Job Change Status and
Race, 1983 to 1995

—{ 1+ Month of Switch -0~ Never Switch -/~ Month of No Switch
0.1 Whites
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Note: Monthly earnings adjusted for age.

sions shown in tables 5.17 and 5.18.% The top panel shows estimates for
all transitions, and the bottom panel includes only transitions with no
intervening spell of nonemployment. These regressions likewise provide
little evidence that job changes have been accompanied by smaller wage
gains. Tests on the joint significance of the coeflicients on year and the
year-age interaction indicate that only one trend is significant at the 5
percent level (for older nonwhite males with some college).”
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CONCLUSIONS

This chapter has provided evidence on changes in both job instability and
job insecurity using two large data sets, the SIPP and PSID. On the ques-
tion of instability, we find that ncither data set provides evidence that
yearly exit rates increased during the 1980s and 1990s. This evidence is
consistent with much of the recent literature that finds little change in
overall job exit rates during the period we cover. Although the evidence
on earlier changes is mixed, we believe that the evidence is now strong
that any increase in instability between the 1970s and 1980s that may
have existed did not persist into the more recent period.

The primary contribution of this chapter is to provide evidence on
changes in monthly transition rates using the SIPP. These higher-
frequency data also indicate no increase in short-term job turnover. The
fact that yearly and monthly measurcs give similar patterns suggest that
the need to rely on yearly mcasures in previous studies has not masked
offsetting changes in short-term job holding,.

The second objective of this chapter has been to explore whether job
insecurity has increased. The claim has been made that, even if job exits
did not increase, exits were more likely to have adverse consequences.
Examples of insecure jobs arc those that are more likely to end involun-
tarily or to be followed by a spell of nonemployment or employment at a
lower wage. Our evidence does not support this claim. We find no evi-
dence of an increase in involuntary terminations during the period we
study. Furthermore, we find little evidence of a greater likelihood of a job
ending in a spcll of nonemployment or of job changes being accom-
panied by wage declines.

Although there are still substantial differences across studies in results
for subpopulations, we believe that a consistent picture is emerging on
changes in job stability and job security in the 1980s and 1990s. Job
instability does not seem to have increased, and the consequences of sep-
arating from an employer do not scem to have worsened. This holds
whether we look at yearly or monthly transitions.
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NOTES

1. John Fitzgerald (1998) has recently used the SIPD to examine job turnover
of less educated workers. His focus is on twelve-month transitions, while we
exploit the SIPP to estimate monthly dynamics.
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10.

11.

12.

For measures of job instability in OECD countries, see OECD (1997).

. The following CPS supplements give information on job tenure:

» Displaced Worker Survey (DWS)—January 1984, 1986, 1988, 1990,
1992, and February 1994 and 1996

Job tenure (or mobility) supplements—January 1973, 1978, 1981,
1983, 1987, and 1991

+ Contingent work supplement—February 1995.

Pension and benefit supplements—May 1979, 1983, 1988, and April
1993.

*

. David Marcotte (1995) provided a useful comparison of studies. Scc

OECD (1997) for a comparison of studies across OECD countries that also
show greater decreases in stability among the young and less educated.

. An early version of Gorttschalk and Moftitt (1994) presented separation

rates based on the PSID. Although these results are sometimes cited as
showing increased instability, they were considered sufficiently unreliable
becausc of changes in the wording of questions that they were dropped in
the published version of the paper. For a summary of changes in the word-
ing of questions in the PSID, see Polsky (1999, table Al).

These artributes of changes may in fact be more informative than informa-
tion on whether the respondent views the separation as involuntary.

. The appendix in Polsky (1999) provides a useful summary of these

changes.

. James Brown and Audrey Light (1992) examined this issue and concluded

that if respondents were not returning to prior employers, then there is sub-
stantial inconsistency in the data, Our tabulations of the SIPP, however,
indicate that many respondents do return to previous employers.

. The question asked is: “How many years experience do you [head] have

altogether with your present employer?” Self-employed individuals are
coded as missing.

The work history filcs provide monthly measures of changes in cmployers
starting in 1988, which is too late for our purposes. (Monthly changes in
position are available for 1984 to 1987.)

An alternative would be to use “months in current position™ rather than
“months with current employer.” This classification, however, would in-
clude changes in positions with the same employer. Polsky (1999, n. 12)
uses “months in current position” rather than “months with current em-
ployer” because the latter was not asked in every year he covers in his study.
Since we focus on a shorter time period, this cost is lower for us and does
not warrant mixing changes across employers with changes in positions
while working for the same employer.

Since we are interested in changes in job instability during the 1980s, we
usc the carliest consistent data series on tenure with the current employer;
that darta serics is available from 1982 onward. The PSID work histories
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start in 1984, but there were major changes between 1987 and 1988 (see
PSID documentation, 1992 interview year, vol. 1, sec. 1, pt. 7 p. 42).

Even the work history files do not identify the return to an employer in a
previous year, since the job histories identify only specific emplovers within
the year (see Brown and Light 1992, n. 3).

If tenure were reported without error, we could identify a transition when
the increase in tenure is larger than the numbcer of months between inter-
views. Inspection of the data, however, indicates that the reporting error is
too great to warrant this refinement.

Note that the CI'S Displaced Worker Surveys capture only involuntary sep-
arations since questions about tenure are asked only of workers who were
displaced from their jobs in the previous five years. (Starting in 1994, this
has been changed to three years.)

Jaeger and Stevens (this volume) exchude respondents who are neither black
nor white, while we include all races. They include persons twenty to fifty-
nine, while our sample includes persons twenty to sixty-two.

Another minor difference involves the appropriate weight. If the measure
ofa job exitin t (that is, a change in jobs between tand t + 1) were based
on truly cross-sectional data such as in the CPS, then the question on
tenure would come from the interview in t + 1, so the only available
weight would be for the year after the exic. Longitudinal data do not im-
pose this restriction, so the cross-sectional measure is based on weights in
t + 1 and the longitudinal measure is based on the weights in t. Weights,
however, change sufficiently little to make this difference quantitatively
unimportant.

This assumes that the difference in interview dates is less than the accumu-
lated tenure.

The SIPP attaches a unique identifier to each employer the respondent
works for during the panel.

Note that there is nothing inherent in the CPS that would preclude adding
persons who had been unemployed for less than a year to both the numera-
tor and denominator of the separation rate when estimating one-year sep-
aration rates. Since persons who were unemployed for more than a year
were not in the risk set, they should not enter either the denominator or the
numerator.

The sample includes all job beginnings during the panel.
Thesc results are available from the authors.

For ease of interpretation, we report . A value below one on year implies
that the hazard declines over time.

For convenience we use the terms “exit to a job” and “exit to a non-self-
employment job” interchangeably.

Exits to nonemployment include both persons who are not employed at the
timc of the interview and persons whose tenure with the current employer is
less than the difference in interview dates and who were not employed or
out of the labor force during the year.
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26.

27.

28.

29.

30.

31.

32.

33.

Note that the statistical significance of changes in cxit rates cannot be read
from the graph since the variance of'a change includes a cavariance between
outcomes in the two periods being compared.

We refer to an exit between the job held at the interview in year t and the
job held at the interview in t + 1 as an exitin t.

The sample is all job exits. The indicator variable is equal to one if the exit is
to noenemployment.

The trend is zero for persons in their late thirties or carly forties and gradu-
ally becomes positive for older workers.

We follow Baisjoly and his colleagues (1998) by defining separate samples
for cach pair of years. To be included in the sample of persons who are at
risk of being involuntarily terminated from the job they hold at the inter-
view in t, the respondent had to satisfy the following criteria: (1) head of
household or wife aged twenty-five to fifty-nine at the interview in t; (2) not
self-employed and with at Icast twelve months of tenure in the job held at ¢;
and (3) worked at least one thousand hours in the year prior to t. Involun-
tary terminations are based on the answer to the question, “What happened
with that job—did the company go out of business, were you laid off, did
you quit, or what?” The major difference between our replication and their
series is that they excluded firings from involuntary terminations. We would
not have been able to make this exclusion even if we had wanted to, since
they had to go back to the original questionnaires to identify firings. This
difference, however, does not seem to affect the time-series pattern of the
two series since our replication is very similar to their series. The correlation
in the two series 15 .85.

A simple linear trend fit to the scries in figure 1 of their paper indicates a
significant positive trend over the whole period (1968 to 1991) but no sig-
nificant change in the period we study. Daniel Polsky (1999) and Roberr
Valletta (1999) also find increases in involuntary terminations in the PSID,
but their sample periods, again, start carlier than ours.

Codes are specific to each individual and are consistent over all interviews in
the panel. For example, an employer identification number of 3 identifies
the third employer observed for that individual. If the person returns to that
employer later in the panel, the employer has the same code of 3. The SIPP
also provides unique identifiers on each of the respondent’s self-employ-
ment businesses in cach month. In addidon, the PSID work history file
provides employer IDs that can be used to track job changes within the
year. These cannot be used, however, to link employers across years since
employer IDs are initialized each year.

The NLSY also includes job histories, but the design of the panel that fol-
lows persons aged fourteen to twenty-one in 1979 makes it difficult to sepa-
rate age from period cflects. Monks and Pizer (1998) and Bernhardt and
her colleagues (this volume) have attempted to overcome this drawback by
contrasting the job histories in the NLSY with those from a previous cohort
covered by the National Longitudinal Survey of Young Men (NLSYM).
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One-quarter of the observations are at seams wherever four rotation groups
overlap (that is, except at the beginning and ends of the panels).

We ignore transitions between secondary jobs since the sample sizes are too
small. {Less than 4 percent of the sample hold two jobs simultancously.)

All valid person-months arc included. We do not require valid data for all
months in the panel.

Since there are a large number of possible combinations of primary, second-
ary, and self-employment, many of which would have very few obscrvations,
throughout this chapter we classity persons as self-employed if this was the
only source of employment in that month. Persons with a primary job and a
self-employed business are classified as having an employer and are not
counted among the purely self-employed. The vearly proportions shown are
the average of all person-months in each year, including persons in all panels
covering the given year.

Katharine Abraham, James Spletzer, and Jay Stewart (1997) reported that
multiple job holdings in the May CPS peaked at 6.2 percent in 1989. The
peak for males in the SIPP occurred a few vears earlier and is somewhat
lower, though the levels are more similar when the proportion of secondary
job holders in SIPP is calculated as in the CPS.

A person in SIPP with valid data in each of these three months in the two
years provides three observations on yearly separations (March to March,
April to April, and May to May). The resulting equally weighted average of
the separation rates for each person in the three months is an unbiascd esti-
mator of the expected separation rates if the interview month is random.
Standard errors are adjusted for repeated observations across individuals.

The 1988 panel covers March to May of 1988 and 1989, but not of 1990,
the 1990 panel covers March to May of 1990 and 1991, bur not of 1989.

These restrictions are imposed only for this comparison.
PSID interviews may not be exactly one year apart.

SIPP standard errors take account of the clustered nature of the data caused
by our inclusion of data for up to three months inn e¢ach year for each individ-
ual. The narrower confidence intervals in the SIPP than the PSID reflect the
larger number of persons (or clusters).

Including males who were not married increases the exit rates but does not
change the patterns over time.

The sample includes all persons ages twenty to sixty-two.

Overlapping pancls that cover the same year therefore contribute to the
separation rates shown in figures 5.7 and 5.8.

Year is measured in terms of months—for example, March 1990 is 90.25.
Left-censored spells arc excluded.

The large and significant coefficients on the seam variable illustrate the de-
gree to which job turnover tends to be reported between interview periods.

Tests are on the joint significance of the trend and age interaction.
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50.
51.
52.

53.

54.

55.

56.

57.

58.

59.

60.

61.

The sample includes all observed exits from jobs.
See the coeflicients on the age interactions.

We do not examine this question with the PSID since the availablity of
information only on annual earnings severely limits the usefulness of this
data set for this question. One would have to compare carnings in the year
before and the year after the job change (since earnings in the year of job
change are a mixture of earnings in the two jobs).

For example, Topel and Ward (1992) find that roughly one-third of early
career wage growth occurs at job changes.

Allowing B to vary across jobs as well as individuals does not alter our con-
clusions.

This statistical model is consistent with a job search model in which a set of
homogeneous individuals initially located in different jobs receive draws of
a; each period and accept those that are above the reservation value.

Put differently, the model in equation 5.4 assumes that the double-differ-
enced wage change for nonmovers has mean zero. This could be relaxed by
adding a quadratic in t to cquation 5.1.

Since the SIPP asks respondents who are paid by the hour their “regular
hourly pay rate,” we use this variable whencver it is available. For others, we
use earnings divided by hours. We calculate wage changes between succes-
sive jobs, whether or not there was an intervening spell of nonemployment.

Polsky {in press) also examines the wage consequences of job separation
using the PSID. He finds larger wage losses in the late 1970s than in the
late 1980s, but his results are not comparable to ours, which focus on
changes during a more recent period (the 1980s and early 1990s) and use
monthly data rather than annual earnings divided by hours.

The net wage change is the actual change in wages between jobs, AW, mi-
nus Bj(l + m), where BJ is the estimated growth ratc in the job the person
left and m is the number of intervening months of nonemployment. Thus,
for persons who went directly to a new job, the net wage change is
AW — B,

Since job-lcavers must have obtained a new job in order for us to observe
their wage change, the sample includes all exits followed either immediately
by a new job or with a completed intervening spell of nonemployment.
Each observation is weighted by the inverse of the sampling variability of B]

Again, “ycar” is shorthand for time measured in months.
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Chapter 6

Has Job Stability Vanished in
Large Corporations?
Steven G. Allen, Robert L. Clark, and Sylvester J. Séhieber

Forget any ides of career-long employment with a big company.
Time, November 22, 1993, 37

D uring the past decade, the U.S. labor market has undergone consid-
erable change, especially as increased international competition and
continued technological innovation have put pressure on firms to reduce
labor costs substantially. In reporting on these events, it is rare for a week
to go by without headlines about plant closings, layofts, or restructur-
ings. The prevailing wisdom in media accounts is that many workers who
had been sheltered from layoffs in carlier decades are no longer pro-
tected. Particular attention has been paid to layoffs of white-collar work-
ers, workers employed in large corporations, and workers in the middle
of their careers." Media accounts focus on the plight of middle-aged and
older workers, who now account for a larger share of job-losers than they
did in the past.”

This perception also shows up in surveys of public opinion. In a Time-
CNN poll in 1993, two-thirds thought that job security was worse than
it was two vears before (when the unemployment rate was the same}, and
53 percent thought that this problem would last for many vears (Tzmee,
November 22, 1993, 35).

To determine whether jobs have become less stable in the 1990s,
cconomists have examined household data from nationally representative
surveys, focusing on mobility and job tenure. For the most part, these
studies find only small changes in job mobility and employment tenure.
The difference between public perception, largely based on media ac-
counts of layoffs at large companies, and statistical evidence, using repre-
sentative national samples of workers, can be rationalized in two ways:
either the media accounts are anecdotes that would not add up consis-
tently when viewed from a more systematic framework (a conclusion
suggested by Neumark and Polsky 1998) or the statistical studies have

196
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missed something big becausc they have not properly looked at some of
the variables emphasized in popular discussions.

This chapter provides the first detailed analysis of job stability in large
corporations in the 1990s, paying particular attention to the situation of
midcareer workers, Given the public perception of rising instability in
worker-firm attachments and the emphasis on large firms in media ac-
counts, this chapter starts with a basic question: In large firms, what has
happened to employer tenure and the percentage of workers in long-
term jobs in the 1990s? This is a measurement issue, which we address
with a data set consisting of fifty-one large firms that are clients of Wat-
son Wyatt Worldwide. Some of the firms in this sample have been in-
cluded in media accounts of downsizing. If job security for workers at the
peak of their careers in large firms has become a relic of labor history,
then we would expect to see noticeable changes in the tenure distribu-
tion and in the percentage of persons in long-term jobs in this sample—if
not across the board, then certainly in firms that have downsized over the
sample period.

This chapter begins with a brief review of recent empirical studies of
tenure and mobility, followed by a theoretical discussion of why firms
might have changed their decision rules for layoffs in the 1990s. The
leading explanations are a change in the way the stock market reacts to
layoff announcements or an increased incentive to substitute younger for
older workers. The next section explains some unique features of our
data set and assesses its strengths and limitations. Summary statistics are
discussed in detail because they go to the very heart of the matter of what
has happened to job stability in large firms in the 1990s. But such statis-
tics can take us only so far. Simple comparisons between growing and
downsizing firms are misleading if employment growth is correlated with
other key determinants of job stability such as labor cost and simple com-
parisons, to say nothing at all about age substitution. The following sec-
tion reports on regression analysis that provides more definitive results on
these issues. The last section summarizes the key results and discusses
some unresolved issues.

CONFLICTING PERCEPTIONS

It seems obvious: tenure is declining, jobs are riskier, retention rates are
falling, and mobility is increasing. To be convinced of these trends, one
need only read the newspapers (for example, New York Times, March 3—
9, 1996), any business magazine (Business Week, March 11, 1996, or
Fortune, April 1, 1996, and February 1, 1999), or some of the numerous
trendy books that analyze the changing business environment in the
United States (for example, Bluestone and Harrison 1986; Belous 1989;
Moore 1996; and Reich 1997). Generally, these reports arc based on
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specific instances of individual firms announcing layoffs, downsizing, or
closings. Most of the firms described in these reports are very large, na-
tionally known corporations. Most of the job-losers described in these
accounts are workers in their forties and fifties who had a long-term at-
tachment with their employer. After reading enough of these reports, it is
casy to become convinced that there is a new reality in the U.S. labor
market—workers must anticipate more frequent job changes, constant
fear of being laid off, and the inability to retain a career job for much of
their work life.

Is this perception of the U.S. labor market fact or fiction? The percep-
tion is based on news accounts of the actions of large firms; firms with
fewer than ten thousand employees rarely appear on the cover of News-
week. There has been no effort to aggregate systematically the experience
of large firms into a general pattern of change. Instead, the accumulation
of reports is taken as confirmation of the increase in instability; that is,
cnough media accounts presenting examples of layoffs by large em-
ployers provides a representative picture of the 1990s labor market.

To test the validity of this perception, economists have examined sur-
vey data on job duration and job changes, using data sets, such as the
Current Population Survey (CPS) and the Panel Survey of Income Dy-
namics (PSID), that are representative of the entire labor market. These
surveys include employees from firms of all size categories. Studies based
on these surveys have not attempted to focus on large firms, in part be-
cause the data often do not include measurcs of firm size and in part
because of the difficulties in making comparisons across time within firm
size categories with repeated cross-sections. A brief summary of these
studies is not consistent with the popular belicf that employment tenure
has sharply declined and job mobility has increased during the past two
decades.

1. Employer tenure: Dan McGill and his colleagues (1996, 344) com-
pared median years in current job for men and women by age
groups between 1951 and 1991 and concluded that “disaggrega-
tion of the historical data on worker tenure does not support the
general notion that workers have become inherently more job mo-
bile in recent years,” Their analysis used job tenure by age-sex
group, as reported in various government publications. The data
showed that the median vears in current job for men in each age
group were higher in 1991 than in 1966. Median years in current
job for women were also higher in each age group. Subsequent
tabulations of the February 1996 CPS by the U.S. Bureau of Labor
Stadstics (1997) indicate that median years of tenure for men de-
clined by 0.1 years between 1991 and 1996, but median tenure for
women rose by 0.3 years.
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2. Percentage of workers in long-term jobs: Henry Farber (1997) found
that the proportion of men reporting long-term jobs (tenurc of
more than ten years or more than twenty years) declined slightly
between 1979 and 1993, and then more substantially between
1993 and 1996. In contrast, there was a small increase in the pro-
portion of women reporting long-term employment relationships.
Farber concluded: “The structurc of the employment relationship
in some arcas may have changed toward a model with less long-
term job security. However, the analysis of the data on displaced
workers suggests that, to the extent that this has occurred, the
mechanism may not be to target high-tenure workers for layoff but
may be to structure the base employment relationship different
ways earlier in jobs™ (26).

3. Mobiliry: Studies comparing the distribution of employer tenurc
across different waves of the CPS show job mobility has remained
rclatively constant over the past two decades. Francis Diebold,
David Neumark, and Daniel Polsky (1997) reported that retention
rates declined slightly, from 0.544 in the period 1983 to 1987 to
0.530 in the period 1987 to 1991, and that when rctention rates
arc adjusted for the business cycle, the decline in retention rates
was only from 0.537 to 0.527. They reported: “I'he most impor-
tant conclusion to emerge from our study is the approximate stabil-
ity of aggregate job retention rates over the 1980s and early
1990s. . . . Taken as a whole, the evidence from 4-year job reten-
tion rates estimated over this period does not point toward a secu-
lar decline in job stability” (231). Extending this work through
1995, Neumark, Polsky, and Hansen (1997) found that the four-
year retention rate for all workers was slightly higher for 1991 to
1995 (0.544) than for 1987 to 1991 and for 1983 to 1987.

Findings from research using the PSID arc more diverse. Stephen
Rose (1995) found increases in job turnover in the 1980s compared to
the 1970s, whereas Daniel Polsky (1996), comparing the period 1976 to
1981 to the period 1986 to 1991, found no evidence of a change in the
likelihood of job separation. David Jaeger and Ann Huff Stevens (this
volume) and Peter Gottschalk and Robert Moffitt (this volume) carefully
examine the PSID data and benchmark it against the CPS and SIPP, re-
spectively. Their studies both conclude that there has been no trend to-
ward decreased job stability.

None of these studies using household surveys has been able to distin-
guish among workers based on the size of their employers. Thus, one
possible cxplanation for the difference in perceptions is that the press
accounts have concentrated on the actions of large firms while the re-
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search studies have examined all workers. Since almost 60 percent of all
workers are employed by firms with fewcr than one thousand employees,
this distinction could be very important in explaining the different con-
clusions concerning trends in job tenure and mobility. The popular per-
ception of greater instability in large firms could be consistent with the
academic findings of no overall change in stability if jobs in large (small)
firms have become less (more) stable. This study provides direct evidence
on job stability for large employcrs in the 1990s using the best possible
data—firm employment records.

The measures of job duration used in this study all come from the
company payroll records that are used in conjunction with their compen-
sation systems. Payroll records are not subject to any of the sources of
erroneous measurement of employer tenure found in household surveys:
imperfect recall by the worker, guesstimates by other household mem-
bers on behalf of the worker, and rounding errors. (For a full discussion
of such errors, see Diebold, Neumark, and Polsky 1997.)

Household survey data are not well suited for examining the labor
market policies of large employers. Firm size is not regularly included in
houschold sutveys, so inferences have to be drawn by comparing tenure
distributions at two points in time. Comparing the number of employees
with x years of tenure in vear t in large firms to the number with x + n
years of tenure in year t + n in large firms is problematic in a houschold
survey for two reasons: errors in reporting employment levels, and move-
ment of firms over and under the one-thousand-employee threshold dur-
ing the n years. Employer data will provide much more accurate mea-
sures of changes in the tenure distribution.

Another big advantage of employer data is that it permits an in-depth
cxamination of firms that are changing size. Of special interest to the
current debate is the ability to focus on large firms that are shrinking and
to distinguish their behavior from that of firms that are growing. Prcss
accounts of reductions in force usually emphasize cuts in the total num-
ber of jobs. But what actually happens in large companies undergoing,
say, a 10 percent reduction in force? Are firms reacting to adverse eco-
nomic events by pushing more expensive, older workers out the door, or
are they responding by reducing or halting the hiring of new ¢cmployecs?
To answer this question, we must have data from employers to be able to
determine retention rates by age and tenure and to calculate the cost of
employing workers at various age and tenure levels.

The advantages of using employer data to examine labor market prac-
tices do not come without costs. One issue is whether the firms in any
sample are representative of the large employers that have traditionally
offercd lifetime jobs. To address this concern, we present as much de-
scriptive detail about the firms as possible and compare their characteris-
tics to known values of key traits from national data. Nonetheless, the
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results of this study should be interpreted as a case study of fifty-one firms
with almost one million employees that may or may not be generalizable
across all large firms. An additional limitation of the sample used here is
that the information on worker characteristics is limited to age, tenure,
and compensation. Although this limitation prohibits any breakdowns by
schooling, gender, or race, it should not produce any bias in our esti-
mates; pay level can be used to control for variations in skill.

THEORETICAL FRAMEWORK

Tenure distributions and mobility decisions in each firm reflect the joint
decisionmaking of the firm and its employees. A firm bases decisions
about the size and composition of its labor force on demand for its prod-
uct, production technology, the cost of hiring and training workers, the
cost of firing workers, and the cost and substitutability of various types of
labor and other inputs. In addition to comparing current and expected
future costs and productivity, a firm takes into account strategic consid-
erations, including the value of the ability to write contracts for long-
term jobs. Employees base their decisions on employment opportunities
elsewhere in the labor market relative to those in the firm, as well as on
the perecived value of nonmarket activities.

To understand possible changes in the 1990s in long-term employ-
ment contracts, a model must be able to explain why a firm would con-
sider reneging on such a contract and why employer behavior in the
1990s would differ from earlier decades. Traditionally firms have em-
ployed a combination of LIFO (last-in-first-out) layofs and early retire-
ment policies to reduce the number of workers. This practice is explained
by a simple model of specific human capital in which the worker and the
firm share the investment costs and the expected returns from increased
productivity following training. (The discussion here follows closely the
exposition in Lazecar 1995, 1998.) During the training period, workers
are paid less than the wage they are offered by competing firms (the in-
vestment cost to the worker) but more than the value of what they pro-
duce net of training costs (the investment cost to the firm). After training
is completed, workers are paid less than the value of their output (firm
return on investment) but morc than their alternative wage (worker re-
turn on investment).

At the beginning of the employment relationship, there are no rents
from training accruing to cither party. As training continues, the present
value of rents over time (for the worker, the firm, and both rents com-
bined) follows a quadratic pattern. This pattern occurs because the re-
maining length of the investment period (a period of net costs to the
worker and firm) is declining, and some investment costs have already
been made and thus are now viewed as fixed costs. In addition, the
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length of time remaining in the training period is declining, so that the
time until positive investment returns for both the worker and the firm
are expected is also declining.

The present value of future rents for each party reaches a maximum at
the end of the training period and then begins to decline. During this
period, output is greater than compensation, which is greater than the
compensation that workers could earn with their current skills at other
firms. As years go by, the present value of rents for the remaining work
life with the firm decline and eventually become zcro at the end of the
relationship.

With an adverse shock to the firm that is neutral across age and tenure
categories, the cntire rent profile shifts downward. The present value of
future rents becomes negative at the tails of the tenure distribution. This
would dictate a downsizing strategy that focuscs on the most junior and
most senior employees. Firms would use a combination of LIFO layoffs
and buyout packages for more senior workers, with the mix depending
on the shape of the tenurce distribution and the size of the shock. In this
framework, the only rationale for climinating midcareer employees who
generate peak rents would be a shack that is biased to be more severe for,
say, the top half of the age-tenure distribution than for the bottom half.

Downsizing strategies that dictate layofts of midcareer workers can be
explained in the context of Edward Lazear’s (1979) model. Even in good
times, the present valuc of future rents is negative for all workers beyond
a certain tenure level and is most negative for midcareer workers. Nor-
mally firms resist the temptation to lay off the most senior workers be-
cause they want to maintain a good reputation in the labor market—that
is, they value the option of writing more such productivity-enhancing
contracts in the future. Yet some decisions—such as to drop certain
product lines permanently, to outsource operations, or to implement la-
bor-saving technology—produce an endgame situation in which reputa-
tional concerns are overshadowed by the praspect of increased prof-
itability. In such cases, layoffs of midcareer employees would be
economically rational for the firm, regardless of the implicit contract.
Firms would still need to address the concerns of the remaining, younger
employees, and this would have to be done in a credible (and probably
irreversible) manner. As a practical matter, granting stock options would
be one way to offset a broken promise of lifetime employment.

This still leaves the question of why layofts of high-tenure workers in
large firms started to attract attention in the 1990s.* One possibility is the
connection between layoff announcements, stock value, and CEO pay.
Newsweek (February 26, 1996, 44) pasted pictures of CEOs labeled
“Corporate Killers” on its cover and proclaimed: “Once upon a time, it
was a mark of shame to fire your workers en masse. It mcant you had
mcssed up your business. Today, the more people a company fires, the
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more Wall Street loves it, and the higher the stock price goes.” Theo-
retically the impact of such announcements on stock prices is indetermi-
nate (Worrell, Davidson, and Sharma 1991). They could have a neutral
effect if the company’s problems are well known and the layoffs are ex-
pected, and a negative cffect if the layoffs are not expected or are greater
than expected.* For the reaction to be positive (the popular perception
today), the market must interpret the news as a sign that the firm is no
tonger in denial and is making the appropriate correction.

If there has been a shift in market reactions to layoff announcements,
then a corresponding change in the reward structure for CEOs would
make them more inclined to downsize.* Firms would be willing to abro-
gate implicit contracts for lifetime jobs if the gains in sharcholder wealth
oftset the losses in specific human capital and reputation in the labor mar-
ket. In our data set, this would show up in a comparison of growing and
downsizing firms or in a model in which turnover for workers in different
tenure categories is a function of employment growth. If they were
breaking implicit contracts, downsizing firms would have not only higher
turnover overall but also higher turnover (relative to growing firms)
across all tenure categories, including midcareer employees. The alterna-
tive possibility is that downsizing firms still rely on LIFO layoffs and early
retirement buyouts, in which casc turnover rates would vary at the ex-
tremes of the tenure distribution but not in the middle.

A second theory for greater job instability involves substitution of
younger for older employees. In a recent story in Fortune titled “Finished
at Forty,” Munk (1999) wrotc:

Since the early 1980s big companies have been getting rid of people.
For a long time, though, seniority mattered. Hierarchy was respected too.
If people had to be fired, the younger, junior people were usually the first
to go. That’s no longer true. . . . There’s no way to tell how many of these
people are over 40, but this much is sure: Companies today have less and
less tolerance for people they believe are earning more than their output
warrants. Such intolerance, or pragmatism, hits older workers hardest. The
older an employee, the more likely it is he can be replaced by someone
younger who carns half as much.

Theoretically, the incentive to substitute younger for older workers is
affected by the slope of the tenure-compensation profile relative to the
tenure-productivity profile. Greater global competition or an increased
pace of technological change dictates a need for a more flexible work-
torce, according to some management experts. This made young em-
ployees more attractive in the 1990s because they were supposedly more
willing to relocate or to put in long hours than an older generation jug-
gling child and elder care. The experience-productivity profile also could
have flattened as a result of the increasing use of information technology,
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assuming that younger workers were more computer-savvy. The slope of
the experience-productivity profile is not observable, so we focus empiri-
cally on the impact of the steepness of the pay profile. It is well estab-
lished that wage differendals by experience widened in the 1980s and
1990s. If productivity differentials did not widen by an equal amount,
this would create a rationale for substituting inexperienced for midcarcer
workers.

Finally, initial conditions matter. A firm with a relatively large percent-
age of low-tcnure employees is capable of adjusting to an adverse shock
through LIFO layoffs without terminating any midcarecr employees. A
firm with very few recent hires does not have this option. To control for
this, we report data by scniority categories and control for the share of
the most junior (zero to four years) and most senior (twenty-five years
and up) employees in t — 5 in regression models of turnover.

As pointed out by Jagadeesh Gokhale, Erica Groshen, and David Neu-
mark (1995), there also can be an interaction effect between profile
steepness and initial conditions. A firm faced with a large pcrcentage of
older workers and a steep profile would obtain more cost savings through
age substitution than a firm with the same percentage of older workers
and a flat profile. We tested for such an effect in our data and were unable
to reject the null hypothesis. To make the presentation of the empirical
results more compact and easier to follow, these results are not reported.

Empirically, this study proceeds in the following fashion. First, we ex-
amine how tenure distributions have changed in our sample of firms in
the 1990s. Once we get beyond the basic facts on tenure in the carly and
middle parts of the decade, we attempt to interpret these facts in light of
the concern about rising job instability. It is difficult to draw infercnces
about job stability from simple comparisons of tenure distributions
within a firm. An increase in mean tenure does not imply that workers are
sticking around; such an increasc also occurs if the firm downsizes and
fires all junior employees. Similarly, a decrease in mean tenure could hap-
pen at a growing firm that has extremely low turnover accompanied by
an increase in the percentage of new employces or at a firm where mid-
carcer and senior employees have been replaced by younger workers. Ac-
cordingly, we shift attention to the retention rate of workers in different
ranges of the tenure distribution. Retention in this study is measured by
comparing the age and tenure distribution at two points in time; the
reasons behind the observed attrition in each age-tenure cell (quits, lay-
offs, disability, death) are not reported. In addition to the slope of the pay
profile and the initial distribution of tenure, we model retention on the
following variables:

Growing versus downsizing: Worker-initiated decisions on retention
are based on the difference in the expected value of opportunities
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within and outside the firm. Because of greater opportunities for
promotions and higher-paying positions within growing firms, such
firms should have fewer quits than shrinking firms. Layofls can occur
in both growing and shrinking firms but are obviously more likely in
the latter. Thus, we would expect retention rates to increase with
employment growth. Downsizing can be done in a variety of differ-
ent ways, and this choice has important implications for retention
and tenure. Firms that reduce employment through hiring freezes
should have higher retention rates and a greater proportion of work-
crs with long tenure than firms that target midcareer and senior
workers for layoffs. By looking not just at overall retention rates but
also at retention rates by seniority, this study is able to give a fuller
accounting of what happens to job stability after downsizing.

Pay level: The level of compensation also influences decisionmaking
by both workers and employers. Firms with high wages are likely to
have fewer quits, holding worker alternatives constant; they also are
likely to have a greater incentive for head-count reductions, holding
productivity constant. Most studies of mobility do find a positive
association between wages and job duration, absent controls for al-
ternative wages and productivity.

Friym size: Company size also should influence retention rates and
the incidence of long-term jobs. Even among large firms, the com-
panies with the most employees arc more likely to have greater op-
portunities internally, and thus greater retention of employees.

DATA AND SUMMARY STATISTICS

This study examines changes in job tenure in the 1990s using employ-
ment and compensation information on fifty-one firms. All of the firms
are in the private sector, operatc on a for-profit basis, and were consult-
ing clients of Watson Wyatt Worldwide (WWW). WWW is an interna-
tional benefit consulting firm that provides a variety of services associated
with the development and maintenance of compensation systems to
firms in all sectors of the economy. WWW markets its services to a wide
range of firms; however, most of its clients tend to be firms with one
thousand or more employees. Most major corporations in the United
States use some of its services.

These employers are all relatively large firms ranging in size in the ini-
tial year from slightly less than one thousand employees to almost two
hundred thousand employees. Each of the firms has a defined benefit
pension plan, and all of the firms provide hcalth insurance to their em-
ployees. The employers arc from the manufacturing, financial, health,
transportation, telecommunications, utility, and information sectors of
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Figure 6.1 Log Change in Employment over Five-Year Study Period
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the economy. These firms do not constitute a random sample of cm-
ployers, but they are a collection of firms that provide high pay, excellent
benefits, and a tradition of providing long-term employment—exactly
the type of firm that has been singled out in media accounts. The data set
was developed by the Research and Information Center of Watson Wyatt
Worldwide in an effort to help clients understand the impact of an aging
labor force on individual firms. The firms included in the data represent
companies for which Watson Wyatrt has already conducted such an anal-
ysis and for which all relevant data were available.® Cases were dropped
when either there were obvious inconsistencies (for example, retention
rates of 125 percent) or there had been a major acquisition or sell-off that
precluded a full accounting of employment in all lines of business before
and after the restructuring,.

The data set includes information on the number of workers employed
by age and tenure for each firm for two years. In each case, the years are
five years apart. The five-year period of analysis varies somewhat, how-
cver, across the firms: twenty-four firms report data for 1990 to 1995,
twenty-five firms report data for 1991 to 1996, and two firms report data
for 1992 to 1997. Age-tenure retention rates between the two years are
provided, along with age-tenure levels of total compcensation for the
most recent year. In addition, the data provide age-tenure information
concerning pay, health costs, pension costs, and the cost of paid leave.

Figure 6.1 shows the percentage change in employment levels for
firms between the two years. Most firms (63 percent) reduced employ-
ment. Total employment among these companies contracted by 19.5
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percent, from 938,105 to 755,401. The aggregate decline in employ-
ment was concentrated in the three largest firms; eliminating these three,
total employment among the other forty-eight firms declined by 4.6 per-
cent. The median percentage change in employment for these employers
was — 5.4 percent; the unweighted average change in employment was
—2.0 percent.

Table 6.1 presents key employment data for the firms by level of em-
ployment. Generally, total employment among the smaller employers
was growing, with the most rapid growth reported in the very smallest
category. Employment among the largest employcrs was contracting,
with the most significant contraction occurring among the very largest
firms.

We would not expect worker characteristics in the large firms exam-
ined here to match exactly those found in houschold surveys. All but one
of the firms in this samplc have one thousand or more employees. All
provide health insurance and retirement benefits. They are not evenly
distributed across industries. Most of the firms are in manufacturing,
transportation, communications, utilitics, financial services, and health
services. None are in agriculture, mining, construction, wholesale trade,
or services outside of health care. With these provisos in mind, we exam-
ined the April 1993 CPS, which contains the supplemental Survey of
Employee Benefits and is the only large household survey that falls within
our sample period and contains information on firm size and employee
benefits (availability of health insurance and retirement plans and partici-
pation in those plans). To reweight the CPS so that it rescmblcs our
sample as closely as possible, we dropped all observations in which: the
respondent works in a firm with fewer than one thousand employees; the
respondent is not covered by the employer’s health insurance and retire-
ment plans; and the respondent works for the government. The average
age of 40.9 in the first year of the employer sample is reasonably close to
the value of 40.4 in the CPS matched sample. Tenure in the employer
sample in year t averaged 12.3 years, slightly higher than the value of
11.6 years in the CPS. The only dimension in which the two samples do
not match up very well is in terms of pay. Pay levels in the employer
sample in year t + 5 average $44,521, whereas estimated annual salary
in the CPS (fifty-two times weekly salary) is $35,318. The pay discrep-
ancy may result from differences in industry mix between the CPS and
the WWW sample or from the underrepresentation of very large firms in
the CTS.

To summarize, the firms in the WWW sample look very much like the
type of firm that has been featured in today’s headlines—high pay, gen-
erous benefits, and long job durations, at least as compared to the overall
labor market. We do not maintain that this is a totally representative sam-
ple of such firms, but the sample is certainly large and diverse enough to
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be an informative “mega-case” study of employment practices in large
corporations in the 1990s. As a practical matter, the type of data exam-
ined herc is available only directly from the firm and is so highly sensitive
that few firms are likely to be willing to respond to requests for it from
academics. To get a critical mass of data points, collaborative ventures
between academics and compensation experts in the private sector are
currently the only way for getting this type of research done.

HavE LoNG-TERM JOBS VANISHED IN THE 1990s?

Our analysis begins by examining several key indicators of job stability,
including average years of tenure, percentage of workers with ten or
more years of service, percentage of workers with twenty or more years of
service, and the firm’s retention rate. In each case, the data are reported
for the entire sample and separately by firm size. Summary statistics on
the incidence of long-term jobs in the 1990s are reported in table 6.2.
We report unweighted and weighted (by employment in year t — 5)
averages for the entire sample, along with weighted averages by size class.

The key findings are as follows:

1. The average duration of employee-employer matches in our sample
of large firms is longer in the mid-1990s than in the early 1990s.
Average tenure in the early 1990s was 12.6 years and increased by
0.8 years over the next five years,

2. The increase in renure was far from uniform across our sample. In
twelve firms, average tenure declined, and it was unchanged in one
firm. Average tenure increased by two years or more in eleven
firms.

3. Average tenure rosc across all size categories, except for firms with
fewer than 1,500 employees. The increase in average tenure was
smallest in the very largest category (all three firms in this category
underwent significant reductions in force) and among cmployers
with 1,500 to 2,499 employees.

4. The percentage of workers who have been with the same employer
ten or more years increased considerably in the 1990s. On average,
54.5 percent of employees had ten or more years of service in the
early 1990s; this increased by 4.1 percentage points over the next
five years.

5. The percentage of workers who have been with the same employer
twenty or more years also increased in the 1990s. On average, 25.6
percent of employees had twenty or more years of service in the
carly 1990s; this increased by 0.6 percentage points over the next
five years.
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6. About three-fifths (60.7 percent) of the workers in our sample
stayed with the same employer over the entire five-year sample pe-
riod.

7. The average age of workers was 40.7 in the early 1990s and in-
creased by 1.2 years over the next five years. Average age increased
by one year or more in every size category.

RETENTION RATES BY TENURE CATEGORY

The employment records indicate that average tenure and age of em-
ployees for these fifty-one large firms increased in the 1990s. As noted
carlicr, this does not mean that job stability has increased. We must break
down retention rates by tenure category to understand whether tenure is
rising because everyone is staying or because many junior and midcareer
emplovees have been laid off. With data on employment by tenure cate-
gory, we calculate retention rates by years of service to show the rate at
which workers stay with the firm at different stages of their career.

As shown in table 6.3, the five-year retention rate is lowest among
employees with twenty or more vears of service, presumably reflecting
high retirement rates among these workers. Retention rates across the
entire sample rise with seniority through fifteen to nineteen years of set-
vice, a pattern that is consistent with the findings of the mobility litera-
ture and that reflects job shopping, LIFO layoffs, and perhaps up-or-out
contracts. Over 70 percent of midcareer employees (ten to nineteen years
of service in year t — 5) stay with the firm for another five years. In the
two smallest size categorics (less than 1,500 employees and 1,500 to
2,499 employees), however, retention is greatest among the most junior
employees—most likely a reflection of the opportunities for advance-
ment created by rapid growth in these firms.

An important issue in terms of job security is how the pattern of reten-
tlon rates across years of service compares in growing and shrinking firms.
Retention rates should be smaller for shrinking firms because of the
greater odds of a layoff or an early retirement buyout. Quits might also
increase if workers have opportunities elsewhere. If the implicit contract
ot job security for midcareer employees was abrogated in the 1990s, we
would expect to see much smaller retention rates for those with ten to
nineteen years of service in shrinking firms than in growing firms. On the
other hand, it is conceivable that shrinking firms used the standard
methods of LIFO layoffs and early retirement buyouts to downsize their
workforce.

As expected, table 6.4 shows a very large difference in weighted reten-
tion rates between growing and downsizing firms—69 percent of all em-
ployees stay for five additional years in growing firms versus only 59.8
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percent in shrinking firms. Despite this overall disparity in retention rates
by employment growth, the retention rates for midcareer employees are
virtually indistinguishable for growing and downsizing firms. This is true
for both the weighted and unweighted tabulations. All of the difference
in aggregate retention rates results from lower retention for the most
recent hires and the most senior employees. Job retention is the same for
midcareer employees in downsizing companies as it is in growing com-
panics.

How do retention rates in the large firms in our sample compare to
those for the rest of the labor market? The most straightforward compari-
son is with the Neumark, Polsky, and Hansen (1997) finding of an aver-
all retention rate of 54.4 percent for 1991 to 1995. It is not especially
surprising to see that the five-year retention rate for growing firms in the
WWW sample is considerably higher. What may be surprising is that the
five-year retention rate of 59.8 percent for the downsizing firms in the
WWW sample is greater than the four-year retention rate for the entire
labor market. From a purely statistical standpoint, a worker in the early
1990s had higher odds of staying with a large firm in the WWW sample
that was going to decrcase employment than he or she would have had in
any job picked at random.

DETERMINANTS OF RETENTION

The data on retention imply that midcareer employees have been shel-
tered from downsizing in large firms in the 1990s, contrary to media
accounts. A regression analysis allows us to control for other variables
correlated with employment growth, especially labor costs and firm size,
and it also permits a test of one dimension of the age-substitution hy-
pothesis. The retention rate was regressed on the following variables: log
employment in t — 5; the change in log employment between t — 5 and
t; log compensation (including health care, defined benefit and defined
contribution pensions, and paid time off); the steepness of the compensa-
tion profile (as measured by the log difference in compensation between
thosc aged forty-five to forty-nine with twenty to twenty-four years of
tenure and those aged twenty-five to twenty-nine with zero to four years
of tenure); the percentage of workers with less than five years of service in
t — 5; and the share of workers with twenty-five or more years of service
int — 5. To determine whether the impact of these variables varied with
seniority, a separate model was estimated for five different ranges of the
seniority distribution. The results are reported in table 6.5. To obtain a
more in-depth view into decisionmaking by workers and firms in the
context of downsizing, separate models were estimated for growing and
shrinking firms; these results are reported in table 6.6.
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EmPLOYMENT GROWTH

As expected, retention rates increase with employment growth. A 0.1
increase in log employment growth is associatcd with a 5.6-percentage-
point increase in the retention rate. The impact of employment growth
on retention is much greater for junior than for senior employees. A 0.1
increase in log employment growth is associated with a 7.8-percentage-
point increase in the retention rate of employees with zero to four years
of service. In contrast, it is associated with just a 3.0-percentage-point
increase in the retention rate of those with twenty or more years of ser-
vice. This indicates that seniority continucs to be strongly associated with
firms’ employment adjustment dccisions.

This conclusion becomes more robust when the sample is split by em-
ployment growth. In downsizing firms, the retention rate for workers
with less than five years of scrvice is much more sensitive to employment
growth than the retention rate for more senior workers. A 0.1 log de-
crease in employment is associated with a 9.1-percentage-point drop in
the retention of workers with less than five years of service, whereas it has
no effect on retention of workers with twenty or more years of service.
Although this result cannot be compared to patterns in earlier decades, it
has a very clear and important implication for today’s debate about job
security. Most of the impact of employment adjustiment is being bovne by the
most Junior workers.

Employment growth is also associated with higher retention rates in
growing firms, but the impact is greatest at the cxtremes of the seniority
distribution. The result for junior workers probably reflects the relatively
greater internal opportunities for advancement in growing firms. The rc-
sult for workers with twenty or more years of service is a bit more surpris-
ing and probably reflects the cfforts of employers to delay retirement.

PaYy LEVEL

Retention rates are greatest in the organizations with the highest pay
levels. A 0.1 increasc in log compensation is associated with a 1.9-per-
centage-point increase in the retention rate. Looking at the entire fifty-
one-firm sample, the impact of compensation on retention appears to be
greatest for midcareer employees. However, as table 6.6 indicates, com-
pensation has much less impact on retention in shrinking than in grow-
ing firms. Among growing firms, compensation is associated with higher
retention in all but one tenure category and is greatest among the most
senior employees. In shrinking firms, compensation is correlated with
neither overall retention rates nor retention rates for the least junior (ten-
urc under five years) and most senior (tenure of twenty years or morc)
employees. In these firms, retention reflects a mix of quit and layoff deci-
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sions, making it a bit difficult to interpret the findings. The fact that com-
pensation 1s associated with greater retention among workers with five to
tourteen years of service could reflect some degree of “job lock” (no exits
despite uncertain future prospects) or confidence in the value of a long-
term relationship.

Pay DIFFERENTIALS BY AGE AND TENURE

Across the entire sample of firms, the overall retention rate is much lower
in firms with the largest differentials in pay by age and seniority. A 0.1
increase in this log pay differential is associated with a 2.5-percentage-
point decrease in employee retention.

Does this mean that firms are making widespread substitutions of new
hires for senior workers? If this were the case, the age-seniority gap in pay
would have a much greater effect on the retention of senior employees
than of entry-level workers; in an extreme situation, it could even have a
positive coefficient for low-tcnure employees. This is clearly not the case:
the results in table 6.5 show that the impact of profile steepness on reten-
tion is nearly equal for employees in the tenure categories of zero to four
years and of twenty years or more. Also, if age substitution were a driving
factor in today’s downsizing patterns, the age-seniority gap in pay would
have an impact on retention when the sample is restricted to downsizing
firms. Instead, table 6.6 shows no impact of profile steepness on reten-
tion among downsizing firms.

OTHER VARIABLES

The size of the organization in t — 5 had no effect on retention. Al-
though this finding runs counter to the prevailing wisdom that mobility
should fall with size, keep in mind thar all but one firm in this study had
one thousand or more employees in t — 5. It could very well be that size
has little to no effect beyond this threshold. Retention was much lower in
firms with the largest shares of employces with less than five years of
service. The firms with the largest shares of new hires in t — 5 had much
lower retention in that tenure bracket, but not in any other. This suggests
that some sort of up-or-out contract is used in such firms. The share of
very senior employees had no effect on retention rates overall or for any
particular group.

CONCLUSIONS AND CAVEATS

One possible reason for the difference between the prevailing wisdom
(rising job instability, especially for midcareer workers in large corpora-
tions) and the research literature (job stability has not changed all that
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much) is that the latter has not focused on large firms. This is the first
study to use employer data to cxamine job stability in the 1990s, as well
as the first to make distinctions in job stability by employer size and cm-
ployment growth. We have learned the following:

* Job duration in large corporations continucs to be much longer than
in the rest of the labor market. This is true for every measure used in
this study.

e There was a 61 percent probability that a worker in one of the large
firms in our sample would be with the same employer five years later.
This is about seven percentage points higher than the odds for the
entire labor market reported in Ncumark, Polsky, and Hansen
(1997). Even in large firms with shrinking employment, the odds
that a worker would be with the same employer five years later were
higher than the same odds for the labor market as a whole.

 There is no cvidence that downsizing decisions adversely affect mid-
career cmployees. To the contrary, retention rates for workers with
ten to nineteen years of service are virtually the same in downsizing
and growing firms. Retention rates in downsizing firms tend to be
lowest among the most junior and most senior employees, as pre-
dicted by human capital modcls.

* Retention rates were much higher in firms with growing employ-
ment than in firms with shrinking employment. However, across all
downsizing firms, the retention of junior cmployees is much more
strongly affected by the degree of downsizing than the retention of
senior employees.

e Firms with the largest pay differentals between younger, junior
workers and older, senior workers have lower overall retention rates.
However, a carcful examination of how compensation profiles relate
to retention in particular tenure brackets shows no evidence that
such employers are substituting younger for older workers.

Even though employment declined in most of the companies in this
study, the picture that emerges here is that jobs in large corporations in
the 1990s continue to be much more stable than in the rest of the labor
market and that this is especially true for midcareer workers.

This picturc is consistent with other research by economists on job
duration in that we do not find a sharp downward break during the
1990s. To reconcile our results with the prevailing wisdom is much more
difficult. One possibility is that the firms in this study are not totally rep-
resentative of the firms featured in media accounts: large companies with
long-term job attachments and generous pay and benefits packages.
Even though we have reported as much information as we can about
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these firms, and even though some of the firms in our sample have been
featured in media accounts of downsizing, ultimately this issue can be
resolved only through further research that attempts to replicate and ex-
tend the findings of this study.

Another concern is that all of our data are for the 1990s, lcaving open
the question of how this experience compares to carlier decades. To ad-
dress this issue, we extracted data for private-sector employees aged six-
teen or more from the May 1983 and April 1993 supplements to the
Current Population Survey. These supplements were selected because
they contain information on firm size and employce benefits. We esti-
mated probit models of the odds of being in a long-term job (ten years or
more or twenty years or more of service) and a regression of years of
service and used models that included a wide range of indcpendent vari-
ables, including indicators of firm size. We found that there was no
change between 1983 and 1993 in the differential in length of service
between firms with one thousand employees or more and smaller firms
or in the firm-size differential in the odds ot being in a long-term job. If
anything, the coeflicients for employers of onc thousand or more work-
ers were slightly larger in 1993 than in 1983.

One aspect of job stability that this study does not address is the con-
sequence of mergers and sell-offs. According to data compiled by Securi-
tics Data Company reported in the Economist (April 18, 1998, 67-69),
mergers and acquisitions were at record levels in 1997, when such deals
totaled $957 billion, or 12 percent of GDP. This is well above the $138
billion level (2 percent of GDP) in 1991. Merger and acquisition activity
in the intervening years ranged berween 2 and 8 percent. Although this
study cannot address job instability arising from restructuring, we should
emphasize that much of the policy and media discussion of the issue have
focused on firms that have not gone through mergers.

The other way of reconciling our results with the prevailing wisdom is
to recognize that anecdotes are an imperfect substitute for data. We do
not question that many individuals, families, and communities were shat-
tered by downsizing cxperiences in the 1990s. What we question is
whether these well-publicized events reflected a widespread shift in the
incidence of long-term jobs in large corporations. So far, we have found
no evidence of any such shift.
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NOTES

1. The following quote from the weeklong series “The Downsizing of Amer-
ica” in the New York Times (March 3-9, 1996) captures much of today’s
prevailing wisdom (italics added for emphasis): “More than 43 million jobs
have been erased in the United States since 1979. . . . Many of the losses
come from the normal churning as stores fail and factories move. And far
more jobs have been created than lost over that period. But increasingly the
jobs that arc disappearing are those of bigher-paid, white-coliar workers, many
at large corporations, women as well as men, many at the peak of their careers.
Like a clicking odometer on a speeding car, the number twirls higher nearly
each day. . . . What distinguishes this age are three phenomena: white-coliar
workers ave big victims; large corpovations now acconnt for many of the layoffs;
and a large pevcentage of the jobs ave lost to “outsonrcing™—contracting out
work to another company, usually within the United States.” This series is
posted on the world wide web at http: //www.nytimes.com /specials /down-
size /glance.html.

2. The widely cited New York Times report includes a figure showing that the
share of laid-off workers under age thirty had fallen from 40 to 25 percent
between 1981 to 1983 and 1991 to 1993. The share of laid-oft workers aged
thirty to fifty rose from 44 to 56 percent.

3. See Cappelli (this volume) for a broader survey and an empirical analysis of
which firms were most likely to downsize. His definiton of downsizing is
narrower than the definition used in this study. His includes firms that reduce
employment and report no cxcess capacity prior to the reduction in employ-
ment.

4, Ironically, in earlier decades layoft announcements were seen as a signal of
corporate distress, and this was the basis for some of the opposition to the
Worker Adjustment and Retraining Notification Act (Worrell er al. 1991).

5. Kevin Hallock (1998) found small, negative effects of layoft announcements
on share prices and no effect on CEQ pay. Dan Worrell and his collcagues
{1991) tound that stock prices go down after layoft announcements; Wayne
Cascio, Clifford Young, and James Morris (1997) found that there was no
overall cffect of downsizing on stock returns, but that firms combining
downsizing with asset restructuring received higher returns.

6. Sevcral studies by Watson Wyatt (Schieber and Graig 1995; McDevitt and
Schieber 1996) analyze the general aging of the workforce and its implica-
tions for the cost and provision of benefits, especially retiree health benefits.
The company developed an analytical model, called the Aging Diagnostic, to
estimate the cost of aging on compensation costs at the individual-firm level.
This too] was applied to data either as a part of routine ongoing work donc
for Watson Wyatt clients or to make an employer aware of issucs raised in the
two published reports.
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Chapter 7

Declining Job Security

Robert G. Valletta

P opular concern about worker job security has been on the rise in
recent years, and it became particularly acute early in the 1996 presi-
dential election campaign. Rising media attention to this issue coincided
with and was reinforced by the role of job security in monctary policy
formation: Federal Reserve Chairman Alan Greenspan cited worker job
security fears as a key factor holding down inflation in 1996 and rising
job security as a potential inflationary factor in 1997 and 1998.

Much of the early evidence regarding job insecurity was fragmentary
and anecdotal, as newspapers and other popular sources described the
impact of major corporate downsizings and changes in workers’ per-
ccived job security. The first few academic papers (for example, Farber
1998a; Diebold, Neumark, and Polsky 1997; Swinnerton and Wial
1996) focused on average job tenure or job retention and found that
they had been relatively constant for men since the early 1970s, a finding
that some observers interpreted as inconsistent with the declining job
security view.

However, recent evidence has been more supportive of the view that
job security is declining. The U.S. Bureau of Labor Statistics (1997} ex-
amined average job tenure within age groups and found that it declined
for men between 1983 and 1996. Although changes in the Displaced
Workers Survey (DWS) limit the reliability of comparisons over time
(Farber 1998b; Polivka 1998), the 1996 DWS revealed relatively high
displacement rates due to slack work, abolition of position or shift, or
plant closure between 1993 and 1995, particularly for skilled whitc-collar
workers (Valletta 1997; Kletzer 1998). Using data from the Panel Study
of Incomc Dynamics (PSID), Johanne Boisjoly, Greg Duncan, and 'I'im-
othy Smeeding (1998) found an upward trend in involuntary separations
for men with strong labor market attachment during the period 1968 to
1992. In my own study (Valletta 1998), I also found an upward trend in
involuntary separations into unemployment during the past several de-
cades, using aggregate time-series data from the Current Population Sur-
vey (CPS). Nonc of this previous work, however, has provided any be-
havioral basis for understanding the economic implications of job
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security. In this chapter, I provide a behavioral model that fills the gap,
and I use panel data to test for declining job security during the period
1976 to 1992.

Formal analysis of changing job security requires that we define the
concept in terms of standard economic models of the employment rela-
tionship and turnover decisions. Turnover costs and specific investments
imply optimality of ongoing cmployment relationships for wide classes of
workers and jobs. The efficient separations view (McLaughlin 1991) of
job mobility implies that only inefficient (that is, non-surplus-producing)
matches are dissolved, with the resulting turnover benefiting workers and
firms. Models with costly or suppressed rencgotiation of wages (Hash-
imoto 1981 ; Antel 1985; Hall and Lazear 1984; Hall 1995) imply ineff:-
cient separations in response to shocks but do not formally elucidate the
underlying reasons for such rigidity vis-a-vis permanent separations.
Moreover, the efficient separations view has limited implications for
changes in turnover behavior and outcomes beyond those caused by pro-
ductivity shocks that alter the relative value of existing job pairings.

In this chapter, I approach the issue of changing job security by defin-
ing and analyzing it in the context of implicit cmployment contracts de-
signed to overcome incentve problems in the employment relationship.
Early efficiency wage variants of such models tmplied no incentives for
emplover dishonesty (for cxample, Shapiro and Stiglitz 1984; Bulow and
Summers 1986). Other modcls, particularly those with rising sequences
of wages, include incentives for employer malfeasance but appeal to rep-
utational constraints to eliminate employer malfeasance in equilibrium
(see, for example, Lazear 1979; Bull 1987). However, employer malfea-
sance is not excluded under all conditions. My colleague Todd Idson and
I (Idson and Valletta 1996) found evidence suggesting that involuntary
separations of high-tenure workers may reflect employer breach of im-
plicit employment arrangements in some circumstances.

For the present work, I use Garey Ramcy and Joel Watson’s (1997)
model of bilateral incentive problems for workers and firms as my theo-
retical starting point. In this model, the contract is structurcd to over-
come incentives for each party to behave opportunistically, where oppor-
tunism entails performing at levels lower than those to which the parties
agreed. This situation exhibits properties akin to a “prisoner’s dilemma”
game: with specific investments, opportunistic behavior may occur in bad
states. This causes incfficient separations even when wage renegotiation
is unconstrained. Moreover, extending the model by incorporating costly
monitoring of worker effort changes firms’ incentives regarding oppor-
tunistic behavior toward contracted workers.

In the context of such a model, declining “job security” implies that
given existing economic conditions, workers who had a reasonable ex-
pectation (presumably based on past firm behavior) of not being dis-
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missed are being dismissed. This implies a change in the relationship be-
tween contract parameters (such as tenure and economic conditions) and
the probability of being dismissed, and also the probability of voluntary
quits. I look for such changes in turnover probabilities using data for
male household heads and wives from the Panel Study of Income Dy-
namics for the years 1976 to 1993, I cstimate binomial and multinomial
models of job separations. The results reveal significant changes over
time in the relationship between job tenure and turnover decisions by
workers and firms, for male workers and skilled white-collar women.
These results appear consistent with secular changes in incentives to
maintain ongoing employment relationships.

IMPLICIT CONTRACT MODELS OF JOB SECURITY
CONTRACTS WITH BILATERAL INCENTIVE PROBLEMS

In a world of fully efficient job separations, job security is irrelevant: only
matches that produce no joint surplus are dissolved, and their dissolution
improves the well-being of both parties. Models with suppressed renego-
tiation imply the incidence of inefficient separations but do so through
the assumption of wage rigidity (Hall 1995; Hall and Lazear 1984).

More promising are models that analyze and provide solutions to in-
centive problems in the employment relationship. If monitoring is imper-
fect, workers must be provided with incentives to exert appropriate effort
on the job. This considcration motivates the literatures on efficiency
wages and deferred payment contracts. Although the latter literature also
recognizes the possibility of malfeasance or cheating by the firm (Lazear
1979; Bull 1987), firm and worker malfeasance are not treated in a sym-
metrical fashion (that is, the primary form of firm cheating is contract
termination).

A recent contribution by Ramey and Watson (1997) recognized bilat-
eral incentive problems and treated them in a symmetrical fashion. In
addition to the standard worker effort constraint that must be overcome,
firms face an incentive to exert a level of effort below that to which the
parties agrecd; both forms of noncooperation yield a short-run payoff at
the expense of dissolution of the job match., Here I describe a simplified
version of their model, which 1 use as a baseline for analyzing general
changes in job security and atrachment. I will then describe a modifica-
tion that accounts for costly monitoring of worker behavior.

We procced by modeling the employment relationship as a strategy
game that conforms to a prisoner’s dilemma under possible realizations
of relevant state variables. In particular, consider the payoff matrix for a
given job pairing in a single period presented in table 7.1.

Subscript fidentifies employer (firm) variables, and w identifies worker
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Table 7.1 Employment Payoffs

Worker
Firm Cooperate Not coopcrarc
Cooperate 7 Ve, Xoy
Not cooperate Xty Yor 0,0

variables. Let 2 = z¢ + z, and x = x¢ + x,, (with ¥, x,, > 0). In this
schema, 7 is a random variable representing the net return if the worker
and firm cooperate; that return is observed at the beginning of the period
and divided between them according to a wage agreement. The current
period payoffs to unilateral noncooperation are nonstochastic and are de-
noted as x;and x,,. The benefit to the worker, x,, can be interpreted as
the utility gain from reducing effort on the job. The benefit to the firm,
X can be interpreted as reflecting a similar effort choice by the firm’s
owner or manager. Alternatively, X can be interpreted as the firm’s gains
from worker reassignment to a less desirable job, reduction of staff, capi-
tal support, or other job-related perquisites, or other employer decisions
that have a short-run payoff to the firm but reduce the worker’s well-
being. In this setting, yr and vy, represent the firm’s and the worker’s
nonstochastic return when the other party does not cooperate. Assume
that unilateral selfish behavior reduces joint returns below those associ-
ated with the cooperative outcome and bilateral selfish behavior:

z>0> (Xf + yw) > (yt + XW) (71)

We assume that noncooperative behavior {also referred to as shirking)
is detected immediately by both parties, but that cooperation cannot be
enforced (even through a third party, such as the courts). Assume further
that noncooperation by either party in a period results in dissolution of
the relationship at the end of that period.

The key implication of this model is that given the realization of Z,
productive job pairings (such that Z > 0) can be destroyed even with fully
renegotiable wages. In particular, given sufficiently low realizations of Z,
the benefits of noncooperation for individual agents outweigh job rents;
under these circumstances, at least one party shirks, producing a separa-
tion at the end of the period. In a single period, incentives to dissolve the
relationship exist if Z < x; + x,,. Under these circumstances, either zy <
Xe or Z,, < X, at least one party’s share of the job rents falls below its
benefit from shirking. The wage agreement simply determines which
party has the incentive to shirk. These basic clements of the model are
not altered by extension to a multiperiod setting. Such extension mainly
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requires the substitution of the expected present value of rerurn streams
for the single-period returns; these streams include rents to the current
and alternative employment (see Ramey and Watson 1997).

The model is similar to an efficient turnover modecl in terms of the
separation decision; the presence of x simply implies that some separa-
tions may be inefficient. However, at this point the model provides only
limited insights into the turnover process. The implications are richer—
particularly in regard to job security—when we account for firm-specific
investments. Assume that cmployers make an investment («) in worker
productivity when the contract begins; that this investment is fixed (that
is, it cannot be altered once production has begun); and that the costs are
borne entirely by the firm." Assume further that the returns to a depend
on the random realization of a good (G) or bad (B) state, with z°
(@) > z® (@) > 0 (that is, the relationship is productive even in the bad
state).

Ramey and Watson (1997) showed that under these circumstances the
chosen level of investment produces either robust or fragile contracts.
Under a robust contract, the level of investment and resulting produc-
tivity is high enough to preserve the job pairing in both states. Under a
fragile contract, the level of investment is inadequate to preserve the job
pairing when the bad statc ariscs. Figure 7.1 illustrates the structure of
the model and the distinction between robust and fragile contracts. In
this figure, w represents the value of outside employment opportunities;
points above the forty-five-degree line represent matches that generate a
surplus (z > w). The investment level corresponding to outcomes G’
and B’ produces a robust contract, which is maintained in both the good
and bad states. In contrast, the lower investment level corresponding to
outcomes G and B generates a fragile contract: the employment relation-
ship is dissolved upon realization of the bad state, despite positive rents.
This outcome occurs even though there are no restrictions on wage rene-
gotiations. It arises owing to the assumed fixity of the firm-spccific in-
vestment o, which precludes the reinvestment needed to maintain posi-
tive returns in the bad state.”

The key point to note is that a robust contract can be interpreted as
representing job conditions that entail job security. In particular, under
robust contracts the relationship-specific investment is sufficiently high
that workers’ jobs are maintained in the face of adverse productivity
shocks. In contrast, job pairings under fragile contracts arc vulnerable to
separations under adverse states. Such jobs are productive but not secure.

Which type of contract a firm chooses depends on features of the eco-
nomic environment. In particular, Ramey and Watson (1997) showed
that the incidence of fragile contracts rises as the probability of the bad
state falls, increases with the value of shirking (x), and increases with the



232 On the Job

Figure 7.1 Robust and Fragile Contracts

Z
Effort Constraint
Robust o
Contract 45
Fragile
Contract
0 W

probability of finding an outside job match (which raises the relative
value of outside opportunities). Each of these factors may change over
time in the real cconomy, thereby affecting the maintenance of employ-
ment contracts. For example, if the economy undergoes a sustained ex-
pansion, employers may conclude that the probability of the bad state is
low and decide to forgo the costly specific investments needed to main-
tain the employment relationship when the bad state arises. Such behav-
ior may explain high layoff rates during and after the early 1990s reces-
sion, following the lengthy expansion of the 1980s. Alternatively,
unexpected changes in key parameters, such as the returns to noncoop-
crative behavior or the value of specific investments, may increase the
incidence of fragile contracts.

As in a standard efficient turnover model (for example, McLaughlin
1991), in the Ramcey and Watson {1997) model the determination of
which party initiates the scparation depends only on the rent-sharing
agreement (the wage), not on any underlying economic efficiency con-
siderations. Moreover, changes in the underlying determinants of robust
and fragile contracts affect the incidence of both employer-initiated (“in-
voluntary™) and worker-initiated (“voluntary”) turnover. However, the
distinction between involuntary and voluntary separations is relevant to
the investigation of changing job security, the perception of which is
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based largely on the incidence of involuntary separations. Thus, in the
empirical work I separate out voluntary separations from several catego-
ries of involuntary separations. [ discuss the exact empirical implications
of these model features after first discussing a key extension to the Ramey
and Watson model.

COSTLY MONITORING

An important feature of the Ramey and Watson (1997) model is the as-
sumption that firms detect shirking by workers without cost. This as-
sumption of costless or perfect monitoring is implausible in a wide variety
of jobs. I now discuss the implications of relaxing the assumption of cost-
less monitoring. The implications of the alternative assumption—costly
monitoring—have been the focus of the efficiency wage and deferred
payment contract literatures. As I discuss here, employers’ responscs to
costly monitoring have implications for job sccurity.

Assume that firm profits increase with worker effort, which is observed
imperfectly. One scheme to solve the worker motivation problem is to
promise to give the worker, near or at the end of his stay at the firm, a
bonus financed by the joint value created by the pairing in all periods.
This contract possesses features of a deferred payment scheme (such as
Lazear 1979) without requiring up-front bonds, which George Akerlof
and Lawrence Katz (1989) have argued are infeasible. Moreover, Akerlof
and Katz showed that, under assumptions common to deferred payment
and efficiency wage models, the optimal wage profile under imperfect
monitoring pays the bonus at workers’ retirement date. If the discount
rate 18 zero and the worker is risk-neutral, this bonus equals the ratio of
the worker’s benefit to shirking in a period divided by the probability of
detection.?

As with any delayed-payment contract, firms face incentives to breach
their agreement to pay the bonus, perhaps by dismissing the worker prior
to the time it is paid. Reputational costs are the primary constraint on
such behavior: firms that promise to pay the bonus and then later refuse
to do so face increased labor costs, because workers shirk more fre-
quently or demand higher wages as insurance against such contract
breach. Clive Bull (1987) demonstrated that employer commitment to a
similar deferred payment scheme is part of a Nash equilibrium outcomc if
each worker decides whether to exert effort based on whether the firm
paid the bonus to the worker immediately preceding him in the hiring
sequence. More generally, in operational labor markets workers are likely
to assess a firm’s reliability based on the treatment of a comparison group
of workers.
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Because such reputational mechanisms rely on information transmis-
sion between workers hired at different times, as well as on information
transmission to potential workers, the stability of the resulting equilib-
rium is sensitive to changes in information flow. In Bull’s model, if the
firm breaks its agreement with a single worker, all subsequently hired
workers shirk. In operational labor markets, information regarding em-
ployer breach may be less precise (it is not known with certainty whether
the firm truly cheated) but is likcly to flow to a wider group of workers
than in Bull’s model. Under these circumstances, the decision rule re-
garding the perception of firm breach that workers usc is less mechanical
than in Bull’'s model, and the reputational constraints that enforce em-
ployer honesty may not always bind. For example, if there is rapid turn-
over in a firm’s labor force owing to changing demand conditions, infor-
mation about the firm’s dismissal policy may be diluted sufficiently to
make breach of the implicit agreement profitable for the firm (as in Idson
and Valletta 1996). The employer-initiated separations caused by such
opportunism raise permanent layoffs above the level required for optimal
adjustment to changing demand conditions.*

EMPIRICAL IMPLICATIONS

The baseline bilateral incentive modcl (Ramey and Watson 1997) implics
that productive employment relationships are fragile, or insecure, under
various realizations of productivity. Moreover, imperfect monitoring of
worker performance implies the use of retirement bonuses or delayed
wage payments, which add incentives for opportunistic dissolution of the
cmployment relationship by firms.

Although firm-level data might seem ideal for testing the implications
of these models, the requisite information on both workers and firms is
unavailable in existing firm-level data sets, so I use individual panel data
(as described in the next section). I begin by making a key assumption:
In a sample of workers, the proportion of workers employed under robust
contracts is bigher for groups with bigher tenure at their curvent firm.

If the Ramey and Watson (1997) model is interpreted strictly, this as-
sumption is tautological under the presence of adverse productivity
shocks: workers who remain at the firm over multiple periods receive
wage payments that eliminate joint dissolution incentives under all realiz-
ations of worker productivity over those periods.

Under this assumption, tenure reduces turnover because it proxies for
contracts that have been robust to date. This by itself is not a test of the
model.* However, we can make a set of predictions regarding interac-
tions between tenure and other variables, the effects of aggregate and
sectoral productivity shocks, and changes over time.
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1. Changes over time in turnover incidence for high-tenure workers
reflect secular changes in economic conditions relevant to the pres-
ence of robust and fragile contracts. In particular, a risc in voluntary
and involuntary turnover among higher-tenure workers may be at-
tributable to rising rcturns to noncooperative behavior (x) or in-
creased efficiency in employment matching, both of which increase
the incidence of fragile contracts. An increase in fragile contracts
also may arise owing to unexpected declines in the valuc of existing
firm-specific investments.

2. Because robust employment contracts withstand negative produc-
tivity shocks (which alter workers’ value on the current job relative
to alternative employment), scparations of high-tenure workers
should be lcss sensitive to negative sectoral shocks than separations
of low-tenure workers if general contract incentives are maintained.
Alternatively, rapid employment change in a worker’s sector may
relax the reputational constraints that commit firms to delayed-
payment employment contracts. If so, sectoral employment decline
is likely to reduce the tenure (contracting) effect on involuntary
separations.

Incentive-based implicit contracts are likely to be most common
among skilled white-collar workers, for whom incentives for noncoop-
eration, obstacles to monitoring, and specific investments may be more
significant than they are for lesser-skilled and blue-collar workers. Thus,
we might expect to see larger changes in the effects of job security param-
eters among skilled white-collar workers than among other worker
groups. This expectation is consistent with an upward trend in the Dis-
placed Workers Survey since 1990 in the displacement of white-collar
workers that is more pronounced than the trend for blue-collar workers

(Kletzer 1998).

DATA

I use data from the Panel Study of Income Dynamics for the years 1976
to 1993, combined with March Current Population Survey data for the
same and previous years. The PSID provides the requisite information
concerning worker and job characteristics for household heads (married
and single) for all years, and for wives for all years except 1976 through
1978, this enables the formation of pooled married-single individual
samples by sex. The primary sample restriction in each survey year is to
workers age twenty-one to sixty-four who are not self-employed. T ex-
cluded the Survey of Economic Opportunity low-income oversample.
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The data set combines information on worker and job characteristics in
survey year t (employed individuals only) with information from survey
year t + 1 regarding whether the worker still works at the same firm as
in year t. The observations used therefore end in survey year 1992 but
incorporate job change information through 1993.

Key variables for the analysis are measures of the incidence of and rea-
son for changing firms, and years of tenure at the current firm.* To mea-
sure turnover, I relied on the responses to questions concerning why
respondents no longer have the job that was identified in the previous
survey. For individuals who are not working for the same firm as in the
previous year (cxcluding those on temporary layoff), the four reasons
identified in the survey are: quit; permanently laid off or fired (what I
term “dismissed”);” plant closed; other reasons (mainly the ending of a
temporary or seasonal job). Tenure at the current firm is measured in
months, which I converted to vears. As discussed by other researchers,
this variable is subject to substantial error (Topel 1991; Brown and Light
1992). 1 corrected tenure by assuming that its valuc in a base year was
correct and then forcing tenure to be consistent within and across the job
spells identified by the job change variables.®

I tabulated measures of economic conditions in workers’ industry or
region sector using data from the March Current Population Surveys for
various years. In particular, I calculated the change in sector employment
levels for the ten-year periods preceding the sample frame and used it as a
measure of sectoral conditions relevant to job security (as in Idson and
Valletta 1996).° The sectors are defined by respondents’ industry and the
geographic location of their current residence. I use 43 detailed industry
categories and 9 geographic division categories, which produces 387 sec-
tors.”” As a measure of aggregate economic conditions, I use the official
national unemployment rate in each ycar.

Restriction to nonmissing values of regression modcl variables yields
pooled samples of 24,163 for men (1976 to 1992) and 16,971 for
women (1981 to 1992)." Table 7.2 lists descriptive statistics for the full
male and female samples. Table 7.3 shows tabulations of average job ten-
ure and turnover rates (total and by rcason) for men and women in the
regression samples, for selected years that span the sample period. Aver-
age job tenure was virtually constant for men over the period, with a
slightly higher value in 1982. In contrast, average tenure for women in-
creascd noticeably between 1982 and 1991. These tabulations are rea-
sonably consistent with the findings of Francis Diebold, David Neumark,
and Daniel Polsky (1997) and Henry Farber (1998a).

For both men and women, table 7.3 reveals substantial year-to-year
variability in turnover rates that swamps any trends over time. Quits ac-
count for the largest share of turnover incidence in gencral, and they
demonstrate a substantial cyclical pattern, with high rates during
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Table 7.2 Summary Statistics (Means and Standard Deviations) for the PSID

Sample
Men, 1976 to 1992 Women, 1981 to 1992
Variable (Houschold Heads) (Wives and Single Heads)
Completed grade six, seven, or eight 0.038 0.018
(0.193) (0.133)
Completed grade nine, ten, or 0.116 0.087
cleven {0.320) (0.281)
Completed high school 0.222 0.311
{0.415) (0.463)
Completed some college 0.344 0.347
(0.474) (0.476)
College graduate 0.183 0.167
(0.386) {0.373)
Graduate school 0.090 0.069
(0.287) (0.253)
Years of full-time work experience 14.01 9.32
since age eighteen (10.83) (8.75)
Government employment 0.202 0.245
(0.402) (0.430)
Union membership 0.243 0.135
(0.429) (0.341)
Nonwhite 0.083 0.103
(0.276) (0.304)
Married 0.862 0.762
(0.345) (0.426)
Number of children 1.11 0.963
(1.18) (1.10)
MSA residence 0.680 0.673
(0.467) (0.469)
Real hourly wage at current job 17.18 12.43
(1992 dollars) (16.60) (16.32)
Fired 0.038 0.025
(0.191) (0.156)
Quit 0.102 0.141
(0.302) (0.348)
Changed job for other reasons 0.025 0.022
(0.155) (0.148)
Plant closed 0.015 0.013
(0.121) (0.115)
Aggregate U.S. unemployment rate 0.070 0.070
(0.013) (0.014)
Tenure (years at current firm) 7.76 5.44
(8.44) (5.65)
Percentage change in sector 0.117 0.228
employment, previous ten vears (0.356) (0.264)
{(from March CPS8)
Number of observations 24163 16,971

Note: Standard deviations in parentheses.
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ongoing expansions (1985 and 1988) and reduced rates during rcces-
sions (1982 and 1991). Dismissals are less frequent than quits, but they
appear to demonstrate a countercyclical pattern, as we might expect. The
incidence of job loss due to plant closings and other reasons does not
show any noticeable pattern over time or the business cycle.

EMPIRICAL ANALYSIS
FRAMEWORK

My empirical analysis consists of probit equations for the probability of
dismissals (permanent layoffs and firings) and general turnover and mul-
tinomial logit models of alternative types of separation. I first focus on
probit equations for the incidence of dismissals—the outcome that is
most relevant to the general perception of job insecurity. I estimate the
tollowing basic probit equation for dismissal incidence D:

Pe(Dy = 1) = HiB + Uy, + Tiey, + AEv; (7.2)
+ tyg + (t‘Tit))\l + (AEft'Tit))\Z )
In this equation, 1 indexes individuals, t indexes time, and the Greek
letters (except A) denote coeflicients to be estimated. The matrix H rep-
resents a relatively standard sct of human capital and other control vari-
ables: educational attainment (six category dummies), years of full-time
work experience since age eighteen and its square, number of children,
In(real hourly wage at the current job),"” and dummy variables for gov-
ernment employment, union membership, nonwhite, marital status, and
residence in a Metropolitan Statistical Area (MSA). These variables are
intended to control for workers” general productivity and job prospects.
The other variables are the aggregate unemployment rate U?, job tenure
T, sector employment growth AE®) a time trend variable t, and tenure
interacted with the time trend and with sector employment growth.'
The focus on dismissals is appropriate in a study of changing job secu-
rity, because involuntary separations have clear implications for popular
perceptions of rising job insecurity. I also estimate probit models of gen-
eral turnover (job change for any reason); because job stability and reten-
tion in general have been the focus of other recent work in this area (see,
for example, Diebold, Neumark, and Polsky 1997; Polsky 1999), these
results provide a useful baseline for comparison. Finally, to provide more
details regarding the sources of turnover, I estimate multinomial logit
models using a dependent variable that takes on four valucs defined by
the four job change categories (with no change as the omitted category)
and independent variables identical to those in the dismissal and turnover
probits. This model enables testing of related hypotheses regarding volun-
tary and involuntary turnover. In particular, although dismissal outcomes
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are most relevant for the perception of rising job insecurity, the Ramey
and Watson (1997) model suggests that both voluntary and involuntary
turnover will respond to changes in underlying contract parameters.

REsuLTs

Table 7.4 displays results from probit analyses of dismissal incidence,
using the pooled samples of men (columns 1 and 2} and women (col-
umns 3 and 4). The estimated coefficients for the general control vari-
ables are unsurprising and therefore are omitted from the tables (with the
cxception of the wage variable). Columns 1 and 3 in table 7.4 list results
for models without interactions; columns 2 and 4 include interactions
between job tenure—which serves as a proxy for contracts—a time
trend, and sector employment growth.

Turning first to the control coefficients for men and women, the
hourly wage variable has a strong and consistent negative effect across
the various specifications. This presumably reflects unobserved factors
that enhance the productivity of individual job matches. Dismissals in-
crease substantially with the aggregate unemployment rate, but they de-
cline substantially with job tenure. The effects of these variables are large,
particularly for job tenure. Using the coefficients for men in column 1,
five additional years of tenure reduce the dismissal probability by nearly
half for the typical male in the sample. By comparison, a one-standard-
deviation increase in the log hourly wage or a decrease in aggregate un-
employment reduces the male dismissal probability by about 20 percent.

For the male sample in columns 1 and 2, several interesting results are
apparent in regard to the sensitivity of employment relationships over
time. The first column reveals a significant upward time trend in the
probability of dismissals. However, inclusion of the interaction between
tenure and time in ¢olumn 2 reveals that the upward time trend is con-
centrated among high-tcnure workers: the coefficient on the interaction
variable is significant, and its inclusion substantially reduces the size and
precision of the estimated time trend effect alone. This result suggests
that male workers with substantial job tenure—that is, workers whose
jobs are most likely to be characterized by incentive-based, implicit em-
ployment contracts—faced rising risks of dismissal from 1976 to 1992.
This reduction in the tenure effect over time is large. The coefficient on
the interaction between tenure and time in column 2 implies a reduction
in the tenure effect of approximately 60 percent during the sixteen years
ending in 1992. This increase in the probability that high-tenure male
workers will be fired is consistent with erosion over time in the incentives
to maintain ongoing employment relationships.

The other key contract model variable—the interaction between ten-
urc and the change in sector employment—also produces interesting re-
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sults in the male sample. The effect of sector employment growth by
itself essentially is zero (column 1). However, this masks variation in the
effect of sector growth across workers at different tenure levels. In partic-
ular, the significant negative effect of the interaction between tenure and
sector growth (column 2) implies that the negative tenure effect on dis-
missal probabilities is reinforced in expanding sectors. Equivalently, the
negative tenure effect on dismissals is reduced in declining sectors—in
other words, high-tenure (contracted) workers are more likely to be dis-
missed in declining sectors. Assuming that sectoral decline impedes the
transmission of information regarding employer default on delayed-pay-
ment contracts, this result suggests that contracted workers facc in-
creased risk of employer default in declining industries. This finding is
consistent with the results that Todd Idson and I (Idson and Valletta
1996) obtaincd regarding the tenure pattern in recall from temporary
layoff. The magnitude of the default parameter, however, is small com-
pared to the tenure coeflicient; the tenure eftect for men is reduced no-
ticeably only in sectors that experience excessive shrinkage."

In contrast to men, the results for women in panels 3 and 4 of table
7.4 reveal no apparent changes or sensitivity in employment contract
conditions. In particular, no significant interaction effects between ten-
ure and the time trend or scctor employment growth are evident. This
finding is consistent with the general perception that changing job secu-
rity primarily is an issue for male workers. However, declining job secu-
rity also may be an issue for women in skilled white-collar jobs; I return
to this point later.

Table 7.5 displays results for general turnover models. These differ
from the dismissal regressions in table 7.4 only in their dependent vari-
able, which takes the value onc if job change occurred for any reason and
the value zero otherwise. As in the dismissal regressions, increases in job
tenure and the wage significantly reduce the probability of job change.
However, the cffect of the aggregate unemployment rate on net turnover
is insignificantly different from zero in the male sample.

No significant time trend effect on general turnover is cvident for the
male and female samples in columns 1 and 3 of table 7.5. This finding of
no gencral time trend in net turnover is consistent with the job stability
findings of Diebold, Neumark, and Polsky (1997). It also is largely con-
sistent with the findings of Polsky (1999), who used PSID data but iden-
ufied job-changers using information on changes in position tenure
rather than the direct job change questions that I use. In column 2, the
coefficient on the interaction between tenure and time indicates that the
column 1 results mask a significant upward time trend in turnover among
high-tenure male workers; that upward trend offsets a downward trend in
turnover among low-tenure male workers. Once again, no similar trend
effects are evident in the female sample. These results suggest that al-
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Table 7.6 Multinomial Logit Regression by Reason for Job Change,
Men 1976 to 1992

Plant Other
Variable Quit Closed Reason Dismissed
In(real hourly wage) —0.562** —0.423** —0.175 —0.486**
(0.050) (0.119) (0.090) (0.081)
U.S. unemployment rate —6.649** 2479 21.988** 11.419**
(1.924) (4.534) (3.262) (2.839)
Tenure —0.127** —0.086** —0.068** -0.22]1**
(0.012) (0.019) (0.020) (0.025)
Time trend —0.0218** —0.0244 0.0108 —0.0084
(0.0066)  (0.0162)  (0.0133)  (0.0105)
Tenure X (time trend) 0.0058** 0.0039* —0.0046* 0.0077**
(0.0009) {0.0017) (0.0021) (0.0021)
Aln{sector employment)* 0.333** 0.459* -0.022 0.286*
(0.082) {0.189) {0.158) (0.123)
Tenure X (Aln(sector —0.027* —0.053** —0.005 —0.061**
employment)) (0.012) {0.018) (0.025) (0.023)

Log-likelihood = —14929.6
Pscudo-R? = 0.082
Number of observations = 24,163

Nove: Standard errors in parentheses. Other variables controlled for are the same as in table 7.4.
* A total of 387 sectars defined by 43 industry categories and 9 geographic regions.

* Significant at the .05 level.

** Significant at the .01 level.

though overall job stability has not changed, high-tenure male workers
became increasingly likely to change jobs between 1976 and 1992,

Table 7.6 expands on the net turnover results by presenting mulu-
nomial logit results for turnover by type, using a specification that other-
wise conforms to column 2 of table 7.4; I focus on the male sample be-
cause tables 7.4 and 7.5 indicated no contract effects for women. Higher
hourly wages reduce turnover, except turnover for “other reasons.” Ris-
ing aggregate unemployment reduces quits and increases turnover due to
dismissals and other reasons but has no effect on job loss due to plant
closures. All forms of turnover decline with job tenure. The magnitudes
of these effects in the quit and dismissal equations are large. For the typi-
cal man in the sample, five additional years of tenure reduce quit and
dismissal probabilities by just under 25 percent and 50 percent, respec-
tively (evaluated at the midpoint of the sample period). A standard devia-
tion increase in log hourly wages reduces these probabilities by 20 to 25
percent, and a standard deviation decline in the unemployment rate
raises quit probabilities and reduces dismissal probabilities by just under
10 percent and 15 percent, respectively.
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The most interesting results in table 7.6 concern time trends in the
incidence of quits and dismissals for high-tenure workers. The coefficient
on the interaction between tenure and time in the dismissal column con-
firms that high-tenure male workers became increasingly likely to be dis-
missed over the sample period, with a similar result in the quit column.
As with the male dismissal probit results in table 7.4, these results are
consistent with rising returns to noncooperative behavior (x in the theo-
retical model); those rising returns, in turn, increase the incentive for
workers and firms to dissolve productive employment relationships
(which are indexed by tenure).

Table 7.6 also reveals significant interactions between tenure and the
time trend in their effects on job loss due to plant closures and other
reasons. High-tenure workers have been increasingly likely to lose their
jobs due to plant closures. This suggests that the erosion of contract in-
centives may have affected the pattern of plant closures, perhaps through
disproportionate closure of plants with a large share of high-tenure work-
ers. The interaction effect between tenure and time is not uniform for all
job change categorics, however; it is negative and significant in the
“other reasons” category, suggesting that the positive interaction effects
in other parts of the model are not merely an odd (but consistent) artifact
of the data.*

The coeflicients on sector employment growth in table 7.6 are signifi-
cant in the “quit,” “plant closed,” and “dismissal” segments of the multi-
nomial logit equation. However, the underlying effect of sector employ-
ment growth is masked somewhat by its interaction with tenure. When
the coefficients on sector employment growth are evaluated at the mean
value of tenure, sector employment growth significantly increases quits
but has no effect on the other turnover probabilities. The positive effect
on quits is consistent with improving outside employment opportunities
tor workers employed in expanding sectors, although the negative effect
of the interaction between tenure and sector employment growth sug-
gests that high-tenure workers do not fully share in this pattern.

As I noted earlier, trends in job security stemming from changing in-
centives to maintain long-term employment contracts are likely to be
most pronounced in skilled white-collar jobs, in which incentive and
monitoring difficulties are likely to be most severe. Tables 7.7 and 7.8
present results from regressions that test this proposition, for both men
and women. I excluded workers in sales and service occupations because
these occupations arc Jess likely to be characterized by the relevant model
features (specific investments and costly monitoring) than are other
white-collar jobs. In the first panel, the results for men are very similar to
those reported for the full male sample, using a probit specification that
otherwise corresponds to column 2 in table 7.4 and a multinomial logit
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Table 7.7 Probit (Dismissals) and Multinomial Logit (All Turnover),
Male Household Heads, White-Collar Workers Only
(Excluding Sales and Service Occupations), 1976 to 1992

Probit Multinomial Logit
Plant Other
Variable Dismissed Quit Closed Reason Dismissed
In(real hourly —0.216** —0.530** —0.367* -0.346* —0.644**
wage) (0.060) (0.072) (0.176) (0.147) (0.143)
U.S. unemploy- 4120 -2.214 —2.045 27.898** 9.092
ment rate (2.471) {2.866) (7.483) (5.177) (5.785)
Tenure —0.107** =0.101** -0.096** -0.101** —0.289**
(0.020) (0.016) {0.032) (0.031) (0.053)
Time trend -0.0004 0.0037 -0.0214 —-0.0166 —0.0059
(0.0091) (0.0103) (0.0264) (0.0211) (0.0209)
Tenure X (tme 0.0063** 0.0035** 0.0025 —0.0002 0.0166**
trend) {0.0014) {0.0013) (0.0030) (0.0031) (0.0037)
Aln(scctor cmploy- 0.247* 0.435%* 0.132 —0.427 0.643*
ment)’ (0.109) (0.127) {0.313) (0.257) (0.253)
Tenure X -0.023 —0.043** 0.005 0.041 —0.062
(Aln(sector em- (0.014) (0.015) (0.036) (0.039) (0.033)
ployment))
Log-likelihood -1,047.3 -6,024.4
Pseudo-R® 0.089 0.077

Number of observations = 11,108

Note: Standard errors in parentheses. Other variables controlled for are the same as in table 7.4.
* A total of 387 sectors defined by 43 industry categories and 9 geographic regions.
*Significant at the .05 level.

**Significant at the .01 level.

specification corresponding to table 7.6. The interaction between tenure
and timc has a larger effect on dismissal probabilities here than it did in
the full sample: the negative tenure effect on dismissals of white-collar
male workers is almost completely eliminated during the sixteen years
ending in 1992. In contrast to the full-sample results, however, the inter-
action of tenure and sector employment growth has a smaller effect on
dismissal probabilities, and the coefficients on these interactions are im-
precisely estimated.

In table 7.8, the coefficients an the interaction between tenurc and
time indicate a significant upward time trend in dismissals and quits for
skilled white-collar female workers with substantial job tenure. This con-
trasts with the dismissal results for the full female sample in table 7.4, and
it suggests that declining job security is an issue for women in skilled jobs
where they have an established presence. As with the results for men, no
significant interaction effects between tenure and sector employment
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Table 7.8 Probit (Dismissals) and Multinomial Logit (All Turnover),
Female Wives and Single Heads, White-Collar Workers Only
(Excluding Sales and Service Occupations), 1981 to 1992

Probit Multinomial Logit
Plant Other
Variable Dismissed Quit Closed Reason Dismissed
In(real houtly —0.170** —-0.426** -0.124 —0.065 ~0.487**
wage) (0.060) (0.062) (0.176) (0.131) (0.148)
U.S. unemploy- 7.058** —11.939** 1.041 16.505 14.313*
ment rate {2.507) (2.662) (8.191) (6.020) (5.859)
Tenure —0.156** —-0.180** —0.085 0.006 —0.493**
(0.034) (0.033) (0.093) (0.064) (0.098)
Time trend 0.005 -0.017 -0.013 0.043 0.001
(0.012) (0.013) (0.041) (0.030) (0.029)
Tenure X (time 0.0072** 0.0058* —-0.0054 -0.0097 0.0228**
trend) {0.0023) (0.0024) {0.0071) (0.0052) {0.0065)
Aln{sector employ- 0.275* 0.441** —0.004 0.787* 0.693*
ment)* (0.134) (0.144) (0.445) (0.333) (0.313)
Tenure X 0.007 -0.026 0.071 0.079 0.028
{Aln{sector em- (0.031) (0.031) (0.094}) {0.074) {0.084)
ployment))
Log-likelihood -1,210.7 —7,660.3
Pseudo-R* 0.081 0.076

Number of observations = 12,480

Nore: Standard errors in parentheses. Qther variables controlled for are the same as in table 7.4.
* A total of 387 sectors defined by 43 industry categories and 9 geographic regions.
*Significant at the .05 level.

**Significant at the .01 level.

growth are evident for women. Overall, tables 7.7 and 7.8 present mixed
support for the claim that changing job sccurity parameters have been
particularly important for skilled white-collar workers: they appear to face
the largest erosion in basic contract incentives, but there is little evidence
for greater cmployer contract breach despite the greater likelihood of
delayed-payment wage profiles in such jobs.

SENSITIVITY TO MEASUREMENT PROBLEMS

As described earlier, my turnover variables rely on the direct information
on job change available in the PSID. However, several key survey
changes noted by other analysts (for example, Diebold, Neumark, and
Polsky 1997; Polsky 1999; Schmidt and Svorny 1998) may bias my mea-
surement of job change over time. First, before 1984 PSID respondents
were asked the “reason for job change” question only if they indicated
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that they had been in their present employment position for less than
twelve months. After 1984 the two questions were delinked. Thus, prior
to 1984 measured job change in the PSID may be contaminated by er-
rors in position tenure responses. Second, between 1984 and 1987, the
“reason for job change” question referred to a longer reference period
(since the beginning of the previous calendar year) than in all other years
(since the last survey). Measured job change in the period from 1984 to
1987 may thus be inflated; the high rate of job change in 1985 displayed
in table 7.3 is consistent with this interpretation.

Moreover, as discussed by Polsky (1999), up until survey year 1984
the position tenure responses exhibited substantial heaping (clumping)
at multiples of six months, owing to rounding by respondents. This
heaping was eliminated beginning in 1984, when the position tenure in-
formation was changed from a “months in position” basis to a “start
date” basis. Because respondents were not asked the job change question
if they indicated twelve or more months of position tenure prior to 1984,
the tendency for responses to heap at twelve months (through rounding
up) may reduce measured job change prior to 1984. Regression results
may be biased in turn toward finding increasing job change over time in
samples that include pre- and post-1984 data.

These data problems probably have little impact on my key results.
First, although these problems are likely to affect the time trend, there is
no reason why they should affect the interactions between tenure and
time or tenure and sector employment growth. Second, the longer refer-
ence period for job change during survey years 1984 to 1987 (1983 to
1986 in my data) falls near the middle of my sample frame and therefore
is unlikely to bias the estimated interaction effect of the time trend and
tenure. Finally, the time trend alone is insignificantly different from zero
in the probit regressions for all types of turnover reported in table 7.5.
This result is broadly comparable to the findings of Polsky (1999), whose
measure of job change is based on changes in position tenure (corrected
for heaping) and therefore is not affected by the measurement problems
listed earlier.

Beyond these a priori considerations, I directly investigated the sensi-
tivity of my results to these changes over time in the measurement of
turnover in the PSID. Although my job change variables can be adjusted
so that they are not affected by the skip pattern prior to 1984 and the
longer reference period during 1984 to 1987, the presence of heaping in
the position tenure responses prior to 1984 is more problematic. Indeed,
this problem cannot be corrected through any direct adjustments to the
job change information in the PSID. Therefore, my key sensitivity tests
are based on replicating my previous specifications using a sample re-
stricted to the years 1983 to 1992. This sample uses job change informa-
tion for survey years 1984 to 1993; during these years, the position ten-
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Table 7.9 Probit Regressions for Dismissals, Years 1983 to 1992

Men, 1983 to 1992 Women, 1983 to 1992
(Household Heads) {Wives and Single Heads)
Variable 3] (2) (3) (4)
In(real hourly wage) —0.160** ~-0.156** —-0.123* -0.123*
(0.041) (0.041) (0.051) (0.051)
U.S. unemployment rate 1.803 1.436 5.295* 5.043*
(1.992) (2.006) (2.329) (2.341)
Tenure - 0.045** —0.061** - 0.060** —0.083**
(0.004) (0.010) (0.007) (0.018)
Time trend 0.0043 —0.0097 0.0244* 0.0130
(0.0085) (0.0106) {0.0096) (0.0124)
Tenure X (time trend) — 0.0032* — 0.0034
{0.0014) {(0.0023)
Aln(sector employment) 0.043 0.223** 0.101 0.079
(0.064) {0.079) (0.089) (0.117)
Tenure X — —0.040** —_ 0.008
(Aln{scctor employment)) (0.010) (0.027)
Log-likelihood —-2.2916 -2,282.0 -1,502.7 -1,501.6
Pseudo-R? 0.086 0.090 0.066 0.067
Number of observations 15,905 15,905 14536 14,536

Note: Standard crrors in parcntheses. Dependent Variable = 1 if Laid-Off or Fired; 0 Otherwise. Other
variables controlled for are the same as in table 7.4.

* A total of 387 sectors defined by 43 industry categories and 9 geographic regions.
*Significant at the .05 level.
**Significant at the .01 level.

ure and job change questions were not linked, and heaping in the posi-
tion tenure responses is not an issue.'

Tables 7.9 and 7.10 present results for this restricted sample; besides
the restriction to the years 1983 to 1992, the regressions reported in
these tables are dismissal and general turnover probits that are identical
to those reported in tables 7.4 and 7.5. Despite a significant negative
time trend in general turnover for men (table 7.10, column 1), the key
coeflicients in column 2 of tables 7.9 and 7.10—on the interactions be-
tween tenure and time, and between tenure and sector employment
growth—are virtually identical to those in the full male sample (column
2, tables 7.4 and 7.5). For women, the key results from this restricted
sample also are similar to those from the full sample, although women on
average faced an upward trend in dismissals (table 7.9, column 3) during
this later period that is not evident for the full period (table 7.4, column
3). Overall, regressions using this restricted sample period suggest that
my key results are not sensitive to changes in the measurement of turn-
over in the PSID."
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Table 7,10 Probit Regressions for Turnover, All Types, Years 1983 to 1992

Men, 1983 10 1992 Women, 1983 to 1992
{Household Heads) (Wives and Single Heads)
Variable (1) (2) (3) {4)
In(real hourly wage) —0.284** —0.283** —0.206** ~0.206%*
{(0.025) (0.025) (0.025) (0.025)
U.S. unemployment rate —1.382 -1.476 —-1.792 -1921
(1.227) (1.229) (1.238) (1.239)
Tenure —0.034** —0.044** —0.056** ~0.065**
(0.002) {0.004) (0.003) (0.007)
Time trend —0.030** —0.044** —0.012* —0.021**
(0.005) (0.006) (0.005) {0.007)
Tenure X (time wend) - 0.0024** - 0.0020*
(0.0006) (0.0009)
Aln(sector employment)® 0.035 0.187** 0.203** 0.252**
(0.040) {0.051) (0.048) (0.063)
Tenure X — —0.025** — —-0.013
(Aln(sector employ- (0.005) (0.011)
ment})
Log-likelihood —7,051.6 -7,033.0 —6,855.6 -6,852.6
Psendo-R? 0.084 0.087 0.079 0.079
Number of observations 15,905 15,905 14,536 14,536

Note: Standard crrors in parentheses. Dependent Variable = 1 if Changed Employer; 0 Otherwise. Other
variables controlled for are the same as in table 7.4.

* A total of 387 sectors defined by 43 industry categories and 9 geographic regions.
*Significant at the .05 level.
**Significant at the .01 level.

CONCLUSIONS

I discussed the implications for changing job security of a general cm-
ployment contracting framework that accounts for performance incen-
tive problems for workers and firms, combined with imperfect monitor-
ing of worker performance. Under these circumstances, incentives to
maintain existing employment relationships may change over time and
be responsive to measures of economic conditions.

Using data from the Panel Study of Income Dynamics for the years
1976 to 1993, I found evidence consistent with declining employment
security—for all men, and for skilled white-collar women—in the con-
text of such a model. In particular, the negative effect of job tenure on
the probability of dismissals has weakened over time, as has the corre-
sponding negative effect on quits. The implied increase in turnover of
high-tenure male workers is consistent with the recent findings of Neu-
mark, Polsky, and Hansen (this volume), Jaeger and Stevens (this vol-
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ume), and Boisjoly, Duncan, and Smeeding (1998). Furthermore, my
results for men indicate that the negative tenure effect on dismissal prob-
abilities is reduced by employment declinc in workers’ current industry. I
interpret this result as being consistent with employer default on delayed-
payment employment contracts (as in Idson and Valletta 1996). These
results are relatively insensitive to the changes in the PSID survey that
have affected the measurement of job change over time.

My results do not support unambiguous conclusions regarding the
source of declining job attachment. This limitation partially reflects the
trade-off between model breadth and precision of empirical predictions:
the model is sufficiently broad to explain a variety of changes in turnover
behavior, but precise tests require better empirical analogs to the model
parameters. In general, the declining attachment of high-tenure workers
is broadly consistent with rising returns to noncoopcrative behavior in
employment relationships (perhaps through rising on-the-job search) or
uncxpected declines in the value of job-specific investments. My results
regarding interaction effects between sectoral economic conditions and
tenure in the determination of dismissal probabilitics suggest that em-
ployers may be breaching deferred payment compensation schemes.
However, the absence of a stronger result for white-collar workers, for
whom such contracts are likely to be more prevalent owing to high mon-
itoring costs, weakens support for this view.

This chapter was primarily motivated by recent results from the
Displaced Workers Survey suggesting that the rate of involuntary job
loss was high during the period 1993 to 1995, and by the view of some
policymakers that rising job insecurity exerted a moderating influence
on wage and price inflation in 1996 (for evidence, see Aaronson and
Sullivan 1998). Although constraints on available data precluded ex-
tending my model to this recent period, I identified a long-run trend
toward declining job security that probably continucd through 1996.
Extending the analysis to later years of data should prove to be partic-
ularly interesting.
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NOTES

1

Incorporating contractibility of the investment (that is, shared costs) does
not change the results.

. After adding a matching market to their model, Ramey and Watson (1997)

simulate its business cycle propertics and find that the impact of produc-
tivity shocks (the distribution of which is random across firms) is greatly
magnified by the resulting destruction of productive employment relation-
ships.

. With a nonzero discount rate, this quantity increases by an amount propor-

tional to the discount rate and the time remaining from the worker’s shirk
decision until retirement.

. Similar opportunism has been discussed in other contexts. Andrei Shleifer

and Lawrence Summers (1988) argued that hostile takcovers may entail
opportunistic dissolution of implicit employment agreements with the tar-
geted firm’s workers. Gokhale, Groshen, and Neumark’s (1995) evidence
regarding the reduced employment of senior workers and flatter wage pro-
files in targeted firms supports the Shleifer and Summers view. Related work
has found evidence consistent with breach of trust through pension fund
reversion (Peterson 1992; Pontiff, Shilcifer, and Weisbach 1990). In con-
trast, Christopher Cornwell, Stuart Dorsey, and Nasser Mehrzad (1991)
found little evidence to support opportunistic dismissal of workers covered
by pensions.

. John Antel (1985) made a similar point in the context of a costly renegotia-

tions model of employee turnover.

I begin the sample in 1976 because prior to that year the survey focused on
position tenure and turnover (which includes intrafirm movements). As dis-
cussed by Diebold, Neumark, and Polsky (1997), Polsky (1999), and
Schmidt and Svorny (1998), several measurement problems stemming from
changes in the survey instrument may affect the measurement of job change
over time in the PSID. In my cmpirical analysis here, I discuss the sensitivity
of my results to these measurement issues.

Layoffs and firings are not separately identified in the PSID public use data
files. Boisjoly, Duncan, and Smeeding (1998) hired coders to examine the
original PSID questionnaire response forms and distinguish between indi-
viduals laid off owing to a decline in demand and individuals who were
fired. They found that approximately 16 percent of the obscrvations in this
category involved firings, which they excluded from their measure of invol-
untary job loss. Distinguishing between layoffs and firings might be interest-
ing in the context of my model; layoffs typically arise because of declining
demand, but firings may be associated with shirking,.

James Brown and Audrey Light (1992) discuss the importance of such ad-
justments to the PSID data. My correction proceeded as follows. 1 treated
the reported value of tenure for the last year in an individual’s first sampled
job spell as correct. I counted backward to the beginning of that spell and
assigned tenure based on yearly decrements. I then used the yearly job
change information to identify additional spells and counted forward within
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them. I also adjusted several observations for which the value of tenure was
logically inconsistent (for cxample, tenure < zero and tenure > age).

Information on employer tenure is not available for men older than
forty-five in 1978 and for the full sample in 1979 and 1980. However, my
use of the job turnover data enables consistent construction of firm tenure
in those three years. The only observations for which this technique does
not work are for jobs that are first sampled in one of those years; I lose the
observations for those jobs during the period 1978 to 1980. However, my
results are not sensitive to this problem: I obtain virtually identical results
when I begin the male samplc in 1981, thereby excluding the years in ques-
tion.

Because my CPS data begin in 1968, the sector employment change figures
for 1976 and 1977 are eight- and nine-year changes, respectively, both ex-
panded to a ten-year rate.

I weighted all CPS tabulations by the March supplement weights, and 1
treat the tabulated variables as fixed in the regressions.

I restricted the female regression sample to post-1980, owing to the combi-
naton of missing values for most wives’ variables in the period 1976 to
1978 and missing values for tenure at the firm in the period 1979 to 1980.

I expressed the wage in each year in 1992 dollars using the GDP deflator for
personal consumption expenditure.

Estimates from a random-effects probit model, which accounts for individ-
ual specific error components (see Chamberlain 1980), were virtually iden-
tical to those reported here. It also is possible to account for individual fixed
effects in the binomial dismissal models. However, fixed-effects estimation
eliminates important sources of variation from the sample; in particular, in-
dividuals who were never dismissed (or dismissed in every period) do not
contribute to the fixed-effects likelihood funcrion.

In regressions not reported, I included a three-way interaction between ten-
ure, time, and sector employment growth. The coctlicient on this variable
was negative in the male sample, a finding that is consistent with an increas-
ing tendency for employers to violate delayed payment employment con-
tracts with male workers during my sample frame. However, the corte-
sponding t statistic was close to 1, implying a significance level that is too
low to draw any reliable conclusions. This coefficient also was fragile and
inconsistent in the other specifications that T estimated and discuss later.

Results from a comparable specification for the female sample (not re-
ported, but available on request) also indicate an upward trend in quits and
a downward trend in job change for “other reasons” among high-tenure
women.

An alternative approach would be to identify separations using changes in
position tenure, as in Polsky (1999). However, this approach has scveral
drawbacks. For example, the PSID does not separately identify lateral
moves within organizations; such lateral moves are spuriously identified as
employer changes if the position tenure is used ro identify job change.
Moreover, use of position tenure to infer job change precludes detailed and
accurate analysis of turnover by reason. Finally, examination of individual
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records from the PSID indicates substantial inconsistencics in the position
tenure responses. Brown and Light (1992) noted explicitly that use of posi-
tion tenure to identify job changes in the PSID is problematic. In particular,
their note 10 (228) indicates that position tenure is not highly correlated
with employer tenure or calendar time, and that the mean absolute devia-
tion in position starting dates implied by the position tenure information is
sixteen months {using data for the period 1976 to 1985).

17. The longer reference period for measured job change in the early part of this
restricted sample (1983 to 1986) may impart a negative bias to the esti-
mated time trend, so these results should be regarded as conservative. I ran
the complete set of specifications reported elsewhere here on the sample
restricted to years 1983 to 1992; in all cases, the key interaction results were
maintained (results available on request).
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Chapter 8

Did Job Security Decline in the 1990s?

Jay Stewart

here has been a growing interest, both in the popular press and

among researchers, in the question of whether job stability and se-
curity have declined in recent years." The popular perception is that jobs
were less stable and less secure in the 1980s than in the 1970s, and that
this decline in stability and security continued into the 1990s (Necumark
and Polsky 1998). So far, the evidence from academic studies indicates
that job stability did not decline between the mid-1970s and the early
1990s, but that there have been changes for some groups. Job stability
declined among men, primarily owing to declining stability among high
school dropouts (Marcotte 1996; Farber 1998; Stewart 1998).” Stability
decreased slightly among high tenure workers (Neumark, Polsky, and
Hansen, this volume). For women with at least a high school diploma,
job stability has increased significantly (Farber 1998; Stewart 1998).

However, the absence of a decline in job stability does not preclude
declines in job security. Studies conducted so far have found that job loss
appears to have been more common in the late 1980s and early 1990s
than in the 1970s, and that the consequences may have become more
severe. But as in the job stability debate, data quality has become an
important issue (for a discussion of data issues in the job stability litera-
ture, sce Stewart 1998).

Because the primary measure of job security is the job-loss rate, most
researchers have used the Displaced Worker Supplements (DWS) to the
Current Population Survey (CPS), the Panel Study of Income Dynamics
(PSID), or the National Longitudinal Surveys (NLS). These data sets, in
principle, measure the correct concept, but they all have breaks in series
that make it difficult to generate a consistent series over a long period
(and sometimes even a short period) of time. Although researchers have
devised clever ways of addressing these breaks in series, we can never be
sure whether observed changes are real or due to changes in the survey
instruments.

I take a different approach and use the March CPS. Although the
March CPS does not have a direct measure of involuntary separations, it

257
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does contain an indirect measure that is consistently defined over a long
period of time. It is well known that job-losers are more likely to become
unemployed and to take longer, on average, to find employment than
job-leavers (Ruhm 1991; for a nice survey of the job displacement litera-
ture, see Fallick 1996). These facts suggest that 1 can shed additional
light on the job security issue by examining trends in employment-to-
unemployment (EU) transitions.

The EU transition rate is an imperfect measure of job security. Not
everybody who makes an EU transition is a job-loser, and not all job-
fosers show up as having experienced an EU transition. Later in the chap-
ter, however, I show that the vast majority of people who experience an
EU transition are job-losers, and that nearly all of the variation in the EU
transition rate, at least during the period from 1987 to 1997, is due to
job loss. So even though the EU transition rate does not include all job
losses, it does include the job losses that policymakers are most con-
cerned about: those resulting in unemployment. As long as the relation-
ship between job loss that results in unemployment and the EU transi-
tion rate remains fairly constant, the EU transition rate should be a
reasonable indicator of trends in job security.

There are a number of advantages to using the March CPS. First, the
series is consistently defined over a long period of time (thirty-one years),
permitting longer coverage than other commonly used data sets. Since
my data go through March 1998, I can also look at very recent trends.
Sccond, because this data set is a large, nationally representative sample,
it is possible to identify changes for specific demographic groups. Third,
because the data are available every year, turning points can be more pre-
cisely dated.

This is not the first study to use March CPS data to examine trends in
separations. In an earlier paper (Stewart 1998), I used these data to ex-
amine trends in job stability between 1975 and 1995.° I showed that it is
possible to generate a reliable measure of job separations by combining
the regular monthly labor-force data with the data from the income sup-
plement. I compared the labor market histories generated from the 1987
March CPS to the labor market histories generated from the 1987 Janu-
ary Tenure Supplement and found that the histories from the two data
sources were consistent nearly 90 percent of the time. Because the ques-
tions used to identify a job separation did not change, this measure is
consistently defined over the period from 1975 to 1995. Using these
data, I found that overall job stability remained constant over this period,
although there were dramatic changes for some groups. In particular, job
stability feil for men without a high school diploma and increased for
women with more than a high school diploma.
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PREVIOUS RESEARCH FINDINGS

Before continuing, it is useful to describe the findings of other re-
searchers in the context of the data sources used and to discuss some of
the advantages and disadvantages of the DWS, PSID, and NLS.

THE DiSPLACED WORKERS SUPPLEMENTS

The DWS has been conducted as a supplement to the CPS every two
years since 1984. It asks individuals about displacement from employers
in the previous five years (1984 to 1992} or three vears (1994 and later
years). The DWS has the advantage of collecting information on job loss
from a large, nationally representative sample. The DWS tends, however,
to underestimate the incidence of job loss, for two reasons.

First, responses are subject to recall bias. David Evans and Linda
Leighton (1995) showed that recall bias is severe: the DWS underesti-
mates displacement by about onc-third. Johanne Boisjoly, Greg Duncan,
and Timothy Smeeding (1998) showed that the DWS understates job
loss compared to the PSID, though part of this difference appears to be a
difference in concept. When they looked only at job losses that resemble
displacements, their numbers were closer to—though still larger than—
numbers from the DWS. However, because the literature on job security
has focused on trends in the job-loss rate, recall bias should not be a
serious problem provided it has not changed over time.!

The second reason is that the DWS collects information on at most
one job loss; as a result, it measures the number of people who experi-
enced a job loss during the period in question rather than the total num-
ber of job losses. Again, trends should not be affected unless the fraction
of individuals with multiple job losses has changed over time.

The biggest drawback to using the DWS to look at recent trends in job
security is that the main question changed in 1994 and again in 1996.
Hence, uncertainty about whether changes in the job-loss rate are real or
due to changes in the survey make it difficult to get a clear picture of job-
loss trends in the 1990s. In 1994 the reporting window was reduced
from five years to three years. To illustrate how this change affects re-
sponses, consider a worker who lost a short-tenure job in 1993 and who
had lost a long-tenure job in 1990. With a thrce-year window, this
worker would report the 1993 job loss. If the window had been five
years, the respondent could have reported either the 1990 or 1993 job
loss. If respondents always reported the most recent job loss, researchers
could make the older data comparable to the more recent data simply by
counting only job losses that occurred in the last three years. To the cx-
tent that respondents report the longest job lost rather than the most
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recent job, counting only job losses that occurred in the last three years
would result in an underestimate of the incidence of job loss.

To address this break in series, Henry Farber {1997a) computed ad-
justment factors using individual labor market history data from the
PSID and used those factors to adjust for the longer window in the ear-
lier DWSs. Letting t be the current year, he calculated the fraction of
workers who lost a job in year t — 4 and t — 5 and who subsequently lost
a job in years t — 3 through t — 1. For example, among workers who
lost a job in period t — 5, 27.05 percent also lost a job during the t — 3
through t — 1 period. (The analogous rate for t — 4 is 30.17 percent.)
The three-year job-loss rates from the earlier data were adjusted using
this formula:

r%i =r; + 0.3017 Py t+ 0.2705 Psis (81)

where r3; and r; are the adjusted and unadjusted three-year job-loss rates
for group i, and py; and ps; are the job-loss ratesint — 4 and t — 5 for
group i.

There are several problems with Farber’s adjustments. First, he as-
sumed that all multple job-losers reported the longest job lost. Bureau of
Labor Statistics (BLS) research connected with the redesign of the DWS
has found that about half of respondents report the most recent job lost,
and about half report the longest. Second, using PSID to adjust DWS
data is problematic because the job-loss concepts are not comparable
(see Abraham 1997) and the PSID sample is not large enough to allow
adjustment factors to vary by demographic group.®

In 1996 a subtle change in question wording appears to have led more
quitters to show up as having lost a job. In 1994 the main question was:
“During the last 3 calendar years, that is, January 1991 through Decem-
ber 1993, did [you/name] lose or leave a job because: a plant or com-
pany closed or moved, [your/his/her] position or shift was abolished,
insufficient work, or another similar reason?” In 1996 the main question
was: “During the last 3 calendar years, that is, January 1993 through
December 1995, did [you/name] lose a job, or leave one because: [your/
his /her] plant or company closed or moved, [your/his/her] position or
shift was abolished, insufficient work, or another similar reason?” Both
questions ask whether the individual lost or left a job, but the 1996 ques-
tion places greater emphasis on leaving a job. This greater emphasis on
leaving a job could have caused more job-leavers to answer yes to the
main question. If the main question picked up more job-leavers in 1996,
they would most likely have shown up in the “other” category. Given
that the increase in the “other” category was responsible for Farber’s
finding of increased job loss between the 1991 to 1993 period and the
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1993 to 1995 period, it is crucial to know the extent to which the change
in wording affected responses.

Research at the BLS sheds some light on this question. Katharine
Abraham (1997) reported that the “other” category is composed mostly
of quitters. In response to this research, Farber (1997b) adjusted the
DWS data to account for misreporting in the “other” category in all years
and concluded that, although job loss did not increase between the 1991
to 1993 period and the 1993 to 1995 period, it almost certainly did not
decrease. However, because the debriefing questions used to determine
this fact were not asked in 1994, it is impossible to determine directly
whether there has been a change in the composition of the “other” cate-
gory. His correction is appropriate only if the 1996 wording change did
not affect the composition of the “other” category. Later in the chapter, I
present evidence that the change in wording did result in more job-
leavers answering yes to the main displacement question, and that it af-
fected the non-“other” categories.

THE PANEL STUDY OF INCOME DYNAMICS

Several studies have used PSID data (Boisjoly, Duncan, and Smeeding
1998; Polsky 1999; Valletta, this volume) to look at trends in job loss.
Although the PSID collects data on job losses, it has a number of disad-
vantages that are worth noting. The PSID collects employment data only
on household heads, so that analyses are generally restricted to male
household heads. Male houschold heads may not be representative of all
men, and they are certainly not representative of the population as a
whole. The sample size is relatively small, resulting in larger standard
errors than in CPS data (for a comparison, see Jaeger and Stevens, this
volume), There are well-documented inconsistencies in reported tenure
(see Brown and Light 1992), and the tenure and job-change questions
have changed over time.

Francis Diebold, David Neumark, and Daniel Polsky (1997) exam-
ined the effect of wording changes in the PSID’s job-change questions
on job-separation rates. For most of the time between 1970 and 1990,
the PSID asked about job separations that occurred over a twelve-month
period. However, from 1984 through 1987 the reporting window was
closer to a year and a half (for details, see Diebold, Neumark, and Polsky
1997; and Polsky 1999). As a result, more job separations were observed
in the mid-1980s simply because the window was longer. The longer
window appears to have affected Boisjoly, Duncan, and Smeeding’s
(1998) findings that job-loss rates were higher in the 1980s than in the
1970s, and that job losses increased more when looking at growth years
than when looking at recession years.

To get around the problem of the longer reporting period, Polsky
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(1999) looked at separations using the “months in current position”
question. Unfortunately, this question changed in 1983. Because the car-
lier question resulted in considerable heaping at twelve months and sep-
arations are detected by comparing employer tenure and the time be-
tween interviews, whether a separation is observed is sensitive to the
exact length of time between interviews. Taking advantage of the panel
naturc of the PSID, Polsky performed consistency checks to identify indi-
viduals who rounded up and those who rounded down. He then used the
“reason for new position” question to distinguish between quits and job
losses. Comparing the 1976 to 1981 period to the 1986 to 1991 period,
he found that there was virtually no change in job separations, but that
there was a large increase in the incidence of job loss conditional on a
separation. Further, in comparing the late 1980s to the late 1970s, he
found that job-losers had become less likely to find new jobs and earned
less when they did.

Robert Valletta (this volume) looked at job security in the context of
an implicit contract model. He found that, for male household heads, the
job-loss rate increased over the period from 1976 to 1992, but he found
no such increase for women. Interestingly, the decline in job security was
largest among men with higher tenure; those in declining industries fared
the worst.

THE NATIONAL LONGITUDINAL SURVEY

A paper by James Monks and Steven Pizer (1998) used the National
Longitudinal Survey of Youth (NLSY) and National Longitudinal Survey
Young Men (NLSYM) to examine whether job stability and job security
among young men declined between the 1970s and thc 1980s.° They
found that both voluntary and involuntary separations were more com-
mon in the 1980s than in the 1970s.

Apart from the limited sample coverage, the main difficulty with using
these two data sets is that their measures of separations and job loss are
not necessarily comparable. The NLSYM asks whether the individual was
working two years before the interview” and what happened to that job,
whereas the NLSY collects job information using a calendar approach.
The latter approach is likely to detect more jobs, and hence more job
changes. Also, because the NLSYM interviews were conducted two years
apart for the years used in their study, Monks and Pizer used a two-year
window to analyze job separations.® To make the time period comparable
in the NLSY, they used a two-year window for these data as well. But
because the NLSY interviews were conducted annually through 1994,
they had to usc data from two annual interviews to determine whether a
separation occurred during the two-year window of interest. It is well
known that transitions are more likely to be reported between interviews
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than within interviews.” These “seam effects” imply that job separation
rates should be higher in the NLSY than in the NLSYM, even if there is
no actual difference between the two cohorts. Hence, it is not clear to
what extent the increase in job separations from the 1970s to the 1980s
found by Monks and Pizer is real and how much is due to differences in
the surveys.

DATA

The data used in this study are from the 1968 through 1998 March CPS
files. My sample consists of men and women aged nineteen and above in
March*® who worked at least one week in the previous year and had forty
or fewer years of potential cxperience.'* Because I am interested in
whether job security has changed for workers in regular (postschooling)
jobs, I omit individuals with less than one year of potential experience.” 1
also exclude self-employed workers™ and people with zero earnings in
the previous year. To simplify computation of standard errors and keep
the data set to a manageable size, I use only the first four rotation groups;
the remaining sample comprises 831,762 observations.™

As noted earlier, I use EU transitions as my measure of job security. It
is relatively straightforward to define EU transitions in the March CPS.
An individual is considered to have made an EU transition if he or she
worked during the previous year and was unemployed during the refer-
ence week of March in the current year.

We know from the literature on job displacement that job-losers are
more likely to become unemployed and to spend more time unemployed
than workers who did not lose a job (see Ruhm 1991; Farber 1993),
suggesting that a large fraction of EU transitions are due to job loss.
However, for the purpose of examining trends in job security, it is more
important that most of the year-to-year variation in the EU transition
rate be due to job loss. Fortunately, I can shed some light on this issue by
using more detailed data available in the 1988 through 1998 March CPS
files, which contain information on the rcason for unemployment.

Over the period from 1988 to 1997, most EU transitions were due to
job losses. The EU transition rate averaged 4.65 percent over this period,
with job loss accounting for 3.11 percentage points, quitters (job-
leavers) accounting for 0.63 percentage points, and reentrants account-
ing for 0.91 percentage points."

The next step is to determine how much of the variation in the EU
transition rate is due to job loss. Figure 8.1 shows the overall EU transi-
tion rate, the EU job-loss rate (this rate is the fraction of workers who
worked in the previous year and were unemployed in March because of a
job loss), and the EU non-job-loss rate (this rate is the fraction of work-
ers who worked in the previous year and were unemployed in March for
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Figure 8.1 EU Transition Rates by Reason for Unemployment
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reasons other than job loss) for 1987 through 1997. It is clear from this
figure that virtually all of the variation in the EU transition rate can be
accounted for by variation in the EU job-loss rate.

This observation is confirmed when the eleven yearly observations are
used to regress the overall EU transition rate on the EU job-loss rate.
The estimated coefficient estimate on the EU job-loss rate is 0.97, which
is statistically different from zero at the 1 percent level but not statistically
different from onc at any conventional level of significance. (The R? on
this regression is 0.96.) Regressing the EU transition rate on the EU
non-job-loss rate yields a coefficient of 0.40, which is not statistically
different from zero at any conventional level of significance. (The R? on
this regression is 0.01.)' These regressions imply that changes in the EU
job-loss rate account for about 96 percent of the year-to-year variation in
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the EU transition rate over the period from 1987 to 1997 and suggest
that the EU transition rate is a reasonable measure of job security.

It is important for my analysis that the relationship between job loss
and EU transitions be fairly constant over time. For example, if workers
have become more inclined to quit a job to become unemployed, the EU
transition rate increases cven if there has been no decline in job security.
The assumption I maintain throughout the rest of the chapter is that this
relationship was constant over the period from 1967 to 1986 as well.

POTENTIAL BREAKS IN SERIES

There have been two changes in the CPS that could lead to potential
breaks in serics. The first occurred in 1989 when the Census Bureau
changed the CPS processing system. Beginning in 1989, the Census Bu-
reau changed the criteria by which variables were allocated and began
imputing entire Income Supplement records using a hot deck procedure.
These are known as “type A” allocations and represent 8 to 10 percent of
the sample. Since the type A allocated records generate a large number of
spurious transitions, I omitted them from my sample.

The second change occurred in 1994, when the Basic CPS was com-
pletely overhauled and computer-assisted interviewing was introduced.
The variable that is a potential problem is Employment Status Recode
(ESR) from the Basic CPS (Monthly Labor Force Recode in the re-
designed CPS). Research by Anne Polivka and Steven Miller (1998) has
pravided some guidance on how the redesign affected the ESR. They
computed adjustment factors for various labor-force indicators by demo-
graphic characteristics. Although T cannot use these factors to adjust my
own estimates, they do provide useful information about which groups
were most affected. The redesigned CPS detects more unemployment
among both men and women. However, the largest increases in the un-
employment rate are for men over the age of sixty-five and for women
over fifty-five. My restriction to workers with forty or fewer years of po-
tential experience largely eliminates these older workers from my anal-
ysis. Hence, any effects of the redesign are likely to be small.

HAS JOB SECURITY DECLINED?

As noted earlier, the popular perception is that jobs were less sccure in
the 1980s than in the 1970s, and that the decline in job security contin-
ued into the 1990s. In this section, 1 examine the question of whether
trends in the EU transition rate are consistent with these perceptions.
The EU transition rates in figures 8.2 through 8.8 were estimated
using a two-step procedure. In the first step, I estimated a probit equa-
tion using only data for 1967 and obtained the predicted EU transition



266 On the Job

Figure 8.2 EU Transition Rates for All Workers, for Men, and for
Women
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rate for 1967. I then estimated a probit on the full sample using year
dummies (with 1967 as the reference year).”” The EU transition rate for
each year (1968 through 1997) was obtained by adding the marginal
effect of the year dummy to the predicted 1967 transition rate obtained
from the first-step probit. To derive the upper and lower bounds of the
confidence interval, 1 took a simple average of the standard errors on the
year dummies from the second-step probit and multiplied by two. These
bounds were used for all years, including 1967.

Figure 8.2 shows the EU transition rates for all workers, for men, and
for women. As we would expect, these series are countercyclical, with the
EU transition rate for men exhibiting much wider swings. The EU tran-
sition rates for men and women were fairly close to each other in the late
1960s and early 1970s. The rate for both men and women ratcheted up
during the 1970 and 1974 recessions, but the 1974 increase was much
larger for men than for women. From the late 1970s through the mid- to
late 1990s, the EU transition rates remained roughly constant except
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for cyclical variation. The behavior of these EU transition rates is consis-
tent with the popular perception that jobs were less secure in the 1980s
than in the 1970s, but it is not consistent with the perception that job
security declined in the 1990s. However, topside numbers can be mis-
leading because they mask changes in composition and within-group
changes. In the next section, I present a more detailed look by demo-
graphic characteristics, with the goal of determining whether job security
has declined for some groups.

EMPLOYMENT-TO-UNEMPLOYMENT TRANSITIONS BY SEX AND EDUCATION

Figure 8.3 shows the trends in the EU transition rate for men by educa-
tion level." As we might expect, the cyclical fluctuations are greater for
high school dropouts and for high school graduates than for workers
with some college and for college graduates. However, the EU transition
rate for all education groups ratcheted up during the 1970 and 1974
recessions; the rates for less educated workers increased the most. Com-
paring high school dropouts and high school graduates, there was a
slight difference in the timing of these changes. Most of the increase
among high school dropouts occurred during the 1970 recession,
whereas among high school graduates most of the increase occurred dur-
ing the 1974 recession. From the late 1970s through the mid- to latc
1990s, the EU transition ratc for men of all education levels remained
roughly constant except for cyclical fluctuations.

The corresponding EU transition rates for women are shown in figure
8.4. For high school dropouts and high school graduates, the patterns
are similar to those for men, except that the changes are small relative to
their standard errors. Like the EU transition rates for men in these edu-
cation categories, the rates for women ratchered up during the 1970 and
1974 recessions, but the increases were not as sharp. After the 1974 re-
cession, the EU transition rate exhibited no upward or downward trend.
For women with some college and college graduates, there do not appear
to have been any changes over the entire period from 1967 to 1997.
Again, the movements in the series are small relative to their standard
EITOrS.

In light of the debate over whether job security declined in the early
1990s, it is interesting to compare the 1982 and 1990 recessions. Al-
though the drop in gross domestic product (GDP) was greater in the
1982 recession, the EU transition rate for male college graduates—a
group that is typically insulated from cyclical job loss—was about the
samc in both recessions. In contrast, the EU transition rates for men in
the other education groups were lower in the 1990 recession.

(Text continmes on p, 276.,)



Figure 8.3 EU Transition Rates for Men by Educational Level
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Figure 8.4 EU Transition Rates for Women by Education Level
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Figure 8.5 EU Transition Rates for Men by Years of Potential Experience
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Figure 8.6 EU Transition Rates for Women by Years of Potential Experience
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EMPLOYMENT-TO-UUNEMPLOYMENT TRANSITIONS BY SEX AND POTENTIAL
EXPERIENCE

The EU transition rates for men and women by years of potential experi-
ence are shown in figures 8.5 and 8.6. At all levels of experience, the rates
for women exhibit considerably less cyclical fluctuation than the rates for
men. For men and women of all experience levels, the EU transition rate
ratchcted up during the 1970 and 1974 recessions. Again, the increases
were much larger for men than for women. For men with more than ten
years of experience, the rates ratcheted up again during the 1982 reces-
sion. For all other groups, the EU transition rate remained relatively con-
stant from about the mid-1970s through the mid to late 1990s.

Again, the 1990 recession was different from the 1982 recession for
workers who are usually insulated from cyclical job loss. For men with
twenty-one or more years of expericnce, the EU transition rate was as
high during the 1990 recession as it was during the 1982 recession.

EMPLOYMENT-TO-UNEMPLOYMENT TRANSITIONS BY INDUSTRY AND
OCCUPATION

Figure 8.7 shows the EU transition rates for goods-producing and services-
producing industries. Not surprisingly, the EU transition rate for goods-
producing industries exhibits much wider cyclical swings. Again, the EU
transition rate for both industry groups ratcheted up during the 1970 and
1974 recessions but remained relatively flat from the mid-1970s through
the mid- to late 1990s. Comparing the 1982 and 1990 recessions, the later
recession was less severe in goods-producing industries, but there was no
difference between the two recessions in services-producing industries.

The EU transition rates in figure 8.8 reveal some interesting patterns by
major occupation group.” As expected, the EU transition rate for blue-
coliar workers exhibits much wider cyclical swings than the rates for the
other two groups. In all occupations, the EU transition rate ratcheted up
during the 1974 recession, with the increase being larger for blue-collar
workers. A comparison of the 1982 and 1990 recessions reveals a familiar
pattern. For blue-collar occupations, the 1990 recession was much less
severe than the 1982 recession, but for white-collar occupations there was
no difference between the two recessions.

REGRESSION RESULTS

Because business cycle effects can make it difficult to distinguish trends from
cyclical effects in these figures, I compared average EU transition rates for

the five expansions and for the four recessions covered by my data.
Table 8.1 summarizes the trends in EU transition rates for the
(Text continues on p. 283.)



Figure 8.7 EU Transitions by Major Industry Group
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Figure 8.8 EU Transitions by Major Occupation Group
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different groups. Each line contains the results from a separate probit
equation and corresponds with a graph in figures 8.2 through 8.8. I di-
vided the period from 1967 to 1997 into five expansion periods (1967 to
1969, 1971 to 1973, 1976 to 1980, 1983 to 1989, and 1992 to 1997)
and four recession periods (1970, 1974 to 1975, 1981 to 1982, and 1990
to 1991) and then defined dummy variables corresponding to each of
these periods. (1967 to 1969 was the omitted period.) The coeflicients in
the first four columns correspond to expansion years, and the coeflicients
in the second four columns correspond to recession years. The coeflicients
on these dummies are expressed as marginal effects. All equations include
demographic control variables and the percentage change in real GDP.

The results in table 8.1 are consistent with figures 8.2 through 8.8.
These coeflicients indicate that the EU transition rate ratcheted up in the
1970 and 1974 recessions and remained high from the late 1970s through
the mid- to late 1990s. For nearly every group, there were statistically sig-
nificant increases in the EU transition rate between the 1967 to 1969 pe-
riod and the 1971 to 1973 period, and for every group the increases were
statistically significant between the 1971 to 1973 period and the 1976 to
1980 period. In the last three periods (1976 to 1980, 1983 to 1989, and
1992 to 1997), the EU transition rates remained relatively constant. Even
when the EU transition rates are statistically diffcrent from each other, the
differences are small in economic terms.

Overall, and for most groups, the 1982 recession was more severc
than the 1990 recession. These differences are statistically significant at
the 5 percent level. However, for a few groups there is no statistically
significant difference between the EU transition rates during the two
recessions. As noted carlier, these are groups that are normally insulated
from cyclical job loss: men with college degrees, men with twenty-one
or more years of experience, and white-collar workers.

Although the behavior of the EU transition rate differs somewhat by
demographic characteristics, a clear picture emerges. Job security de-
clined during the 1970s. However, most of this decline was concen-
trated in the early part of the decade. The EU transition rate ratcheted
up during the 1970 and 1974 rccessions but remained fairly constant
after that. There is no evidence that job security continued to decline in
the 1990s. These findings are consistent with the popular perception
that jobs were more secure in the 1970s than in the 1980s, but not
with the perception that job security continued to decline in the 1990s.

Part of the reason for the inconsistency between the evidence and pop-
ular perceptions may be that the 1990 recession had a differential effect
on different groups. Neumark and Polsky (1998) have suggested that
reporters may have written more articles about worker displacement be-
cause a relatively Jarge fraction of their peers—managerial and profes-
sional workers—had lost jobs. The evidence presented here is consistent
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with that hypothesis. Groups that are usually insulated from cyclical job
loss were relatively harder hit by the 1990 recession. Even though the
decline in GDP was less severe in this recession than in the 1982 reces-
sion, the EU transition rate for thesc insulated groups was about the
same in the two recessions. In contrast, the 1990 recession was far less
severe for groups that are typically less insulated from cyclical job loss.

ComPARISONS TO OTHER RESEARCH

In this section, I use the March CPS data to replicate, to the extent
possible, the results of three other studies: Boisjoly, Duncan, and
Smeeding (1998), Farber (1997a), and Monks and Pizer (1998). I seck
to determine whether the results presented earlier are consistent with
these studies and to reconcile differences wherever possible.

Boisjoly, Duncan, and Smeeding (1998)

The sample used by Boisjoly, Duncan, and Smeeding consisted of male
houschold heads age twenty-five to fifty-nine who had at least one year of
tenure and worked at least one thousand hours in the previous year. I was
able to impose the demographic restrictions but not the tenure and
hours restrictions. Hence, the March CPS sample is composed of individ-
uals who have a weaker labor-force attachment than those in Boisjoly,
Duncan, and Smeeding’s PSID sample. As a result, the job-loss rates
from the PSID are lower than the EU transition rate from the March
CPS.

Figure 8.9 shows the EU transition rate from the March CPS data and
the job-loss rate from the PSID. The two series generally follow a very
similar pattern, though they differ somewhat with respect to the timing
of changes. Perhaps the most notable of these differences is that the EU
transition rate fell between 1983 and 1987, whereas the job-loss rate
from the PSID increased. This difference could be, at least in part, due to
the longer recall period during those years.” Even so, their results are
generally consistent with those from the March CPS.

Farber (1997a)

In replicating Farber’s results with the March CPS data, the difficulty was
with constructing a comparable measure of EU transitions, not with rep-
licating the sample. I computed average three-year EU transition rates
from the March CPS that are roughly comparable to Farber’s three-year
job-loss rates from the DWS.? Because Farber’s job-loss rate measures
the fraction of workers who experienced a job loss during each three-year
period, I computed three-year EU transition rates by summing the EU
transition rates for the three individual years. To replicate the effect of
recall bias, I weighted the rates for each year using the implied adjust-
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Figure 8.10 Comparison to Farber (1997a): Job Loss Rates from the
DWS and EU Transition Rates from the March CPS

0.35
(] EU Transition Rate-March CPS
B Job Loss Rate-DWS
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Sowrce: The DWS data are from Farber (1997a).
Nute: The rates arc averages for the years listed.

ment factors in Evans and Leighton (1995).7 T also omitted the “other”
category from the DWS job-loss rates because of the problems with this
category that I noted earlier. Figure 8.10 compares the three-year EU
transition rates from the March CPS to the three-year job-loss rates from
the DWS for all workers.”

The two series tell qualitatively the same story until the period from
1993 to 1995. But between the 1991 to 1993 period and the 1993 to
1995 period, the EU transition rate fell, while the job-loss rate remained
roughly constant. Whether the job-loss rate fcll during this period is im-
portant for determining the trend in job security in the 1990s. The natu-
ral expectation is for the job-loss rate to fall as the labor market recovers
from the recession. But if, as Farber found, the job-loss rate did not fall,
then that would be evidence of a more permanent decline in job security.

The divergence in the 1993 to 1995 period does not necessarily imply
that the two data sources are inconsistent with each other. In particular,
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Farber found that the consequences of job loss became less severe be-
tween the 1991 to 1993 period and the 1993 to 1995 period. Reemploy-
ment rates for job-losers increased, and their earnings losses fell.

The results from the DWS and the March CPS are consistent with two
hypotheses. The first is that the job-loss rate did not fall, but the conse-
quences of job loss-—as reflected in reemployment rates and earnings
losses—were less severe during this period. The second is that the job-
loss rate did fall, but the wording change in the 1996 DWS caused more
job-leavers to be classified as job-losers, even among the non-“other”
catcgorics. In that case, the milder consequences of job loss that Farber
found would be due to the higher fraction of job-leavers who were mis-
classified as job-losers.

Recall that the main question in the 1996 DWS placed greater em-
phasis on leaving a job than did the 1994 question. It has been hypothe-
sized that this wording change resulted in more job-leavers answering yes
to the main question, and that it accounts for the large increase in the
“other” category in the 1996 DWS. But it is possible that some job-
leavers who answered yes to the main question gave a reason other than
“other.”

Although it is not possible to determine what reason these job-leavers
might have given, the “insufficicnt work” category is a likely candidate
because it may not be clear to respondents what the phrase means. It was
intended to describe a situation in which an employee was terminated
because his employer had experienced a decline in demand. But respon-
dents may have interpreted the term to include situations in which the
worker left a job voluntarily because he wanted to work more hours or
there was not cnough work to keep him busy.

Research associated with the redesign of the DWS has shown that a
large fraction of people in the “insufficient work™ category are actually
job-leavers. The 1996 and 1998 DWS:s included a set of debriefing ques-
tions that were designed to determine whether respondents were answer-
ing the questions correctly When they analyzed the data, BLS re-
searchers found that 32 percent of people who gave “insufficient work”
as a reason were job-leavers. Of these, only 38 percent left because they
expected their job to end. Hence, a relatively large fraction—20 per-
cent—were true job-leavers. In contrast, about 14 percent of people who
said that they had lost a job owing to a “plant closing™ or because their
“position [was] abolished,” which are less ambiguous terms, were job-
leavers. Approximately two-thirds of these job-leavers said that they left
because they expected their job to end, so that less than 5 percent of
individuals in these two categories were true job-leavers.

However, the real issue is whether this type of misreporting became
more common between the 1994 and 1996 DWSs. Unfortunately, there
were no follow-up questions in the 1994 DWS, so a direct test is not
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possible. However, it is possible to perform a consistency check by deter-
mining whether the increase in the reemployment rate for job-losers in
the DWS was large enough to be consistent with Farber’s finding of no
change in job-loss rates with my finding of a decline in the EU transition
rate.

My strategy is to estimate a lower bound on the amount by which the
reemployment rate must have increased in order tor Farber’s results to be
consistent with mine. If the change in the reemployment rate from the
DWS is less than this lower bound, it would be evidence that the 1996
DWS classified a higher fraction of job-leavers as job-losers than did the
1994 DWS. Because the reemployment rates from the DWS cover a
three-year period and the EU transition rates from the March CPS cover
approximately a one-year period, the levels are not comparable. Instead,
I compare the percentage changes in the reemployment rates from the
two surveys.

Let me begin with the following identiry:

Py, =Py + Pin + Pug, (8.2)

where Py is the fraction of employed workers who lose a job over the
course of a year, Py is the fraction who lose a job and become unem-
ployed, P\ is the fraction who lose a job and leave the labor force, and
Py y is the fraction who lose a job and become reemployed.

Computing the percentage change in Prg from the DWS was straight-
forward. I used Farber’s estimates of P; g from the DWS to compute the
percentage change between the 1991 to 1993 period and the 1993 to
1995 period.” As before, I excluded the “other” category from my calcu-
lations. The reemployment rate (expressed as a fraction of employment)™
increased from 6.4 percent to 6.7 percent, an increase of 5.3 percent.

It is more difficult to compute the percentage change in Py g from the
March CPS data because Py g cannot be estimated directly. In fact, of the
variables in equation 8.2, I can directly estimate only Py (using the
“reason for unemployment” question). For the other variables, it is nec-
essary to obtain estimates from other sources or to make assumptions
about their values.

For some of the variables, it is easier to make assumptions about the
changes than the levels. Taking the difference between the 1991 to 1993
period and the 1993 to 1995 period yields

APL = APLU + APLN + APLE- (83)
As noted earlier, I can estimate APy y; directly from the March CPS data.

By assumption, APy is close to zero. Given that APyy > O (from the
March CPS) and APy > 0 (from the DWS), the labor market must have
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been improving. Hence, it is reasonable to suppose that APy < 0. Since
smaller (more negative) values of APy increase the lower bound on the
percentage change in Py, I take the conservative approach and assume
AP LN & 0.

For both three-year periods, my estimate of Py was calculated by
taking the number of people who made EU job-loss transitions and di-
viding by the number of people who worked at all during the previous
year (2.74 percent in the 1991 to 1993 period and 2.10 percent in the
1993 to 1995 period). 1 adjusted my estimates of Py to account for
recall bias (as described earlier) and the 1994 redesign of the CPS. For
the latter adjustment, I used adjustment factors from Polivka and Miller
(1998) to account for the fact that the redesigned CPS classifies a smaller
fraction of the unemployed as job-losers.”

For my estimates of Py, T used the job-loss rates from the DWS (9.6
percent in the 1991 ro 1993 period and 9.5 percent in the 1993 to 1995
period). This is a conservative approach, because the percentage change
in the reemployment rate decreases as P increases,” and the DWS job-
loss rate (which is a three-year rate) is an overestimate of the average
annual job-loss rate.” Because I had no way of estimating Py, I per-
formed the calculations using assumed values that ranged from 0 to 2
percent (which would be about 20 percent of all job-losers). My estimate
of the initial value of P;x was calculated by plugging these values into
equation 8.2.

The results of these calculations are presented in table 8.2. The first
four columns show the values of the variables from equation 8.2, and the
second four columns show the changes in these variables between the
1991 to 1993 period and the 1993 to 1995 period from equation 8.3.
Using the most conservative estimate (Pry = O in the 1991 to 1993
period), the reemployment rate for job-losers would had to have

Table 8.2 Estimated Lower Bounds on the Change in the
Reemployment Rate for Job-Losers Between the 1991 to
1993 Period and the 1993 to 1995 Period

Change Between the 1991 to 1993 and

Initial Values (1991 to 1993) 1993 to 1995 Periods

Py, Piy Pin Pre AP, APy APy AP APg/Tig
260 274 000 68 —-010 —0.64 0.00 0.54 7.86
960 274 050 6.36 -0.10 -0.64  0.00 0.54 8.47
9260 274 100 586 -0.10 -0.64  0.00 0.54 9.20
9.60 2.74 1.50 5.36 -~0.10 —-0.64 0.00 0.54 10.05
960 274 200 486 -—-0.10 —0.64 0.00 0.54 11.09

Noze: The data have been adjusted to account for recall bias and the CPS redesign.
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increased by at least 7.7 percent—compared with the actual increase of
5.3 percent in the DWS—for the small decline in the job-loss rate ob-
scrved in the DWS to be consistent with the EU job-loss rate from the
March CPS. If we make the more reasonable assumption that Py = 1
in the 1991 to 1993 period (or about 10 percent of job-losers), then the
implied percentage increase in the reemployment rate is 9.2 percent, well
above the DWS estimate.

Hence, these calculations support the hypothesis that the job-loss rate
actually decrcased between the 1991 to 1993 period and 1993 to 1995
period, and that the change in the DWS resulted in more job-leavers
being classified as job-losers than in previous years.

These calculations also illustrate the potential danger of trying to ex-
amine trends when the underlying data collection instrument has
changed. The raw dara seem to indicate that job security fell during the
mid-1990s. But further examination shows that this finding was most
likely caused by a change in the questionnaire rather than by a true
change in job security.

Monks and Pizer

The sample used by Monks and Pizer (1998) was restricted to young
men in two NLS cohorts—one age nineteen to twenty-seven in 1971
and one age nineteen to twenty-seven in 1984—who were working full-
time (at least thirty hours per week) in 1971, 1973, 1976, and 1978
(from the NLSYM) and in 1984, 1985, 1989, and 1990 (from the
NLSY). I was able to impose the cohort and sample year restrictions, but
not the full-time restriction.®

As noted earlier, Monks and Pizer determined whether a job separa-
tion occurred in the two-year period following each sample year, and
whether the scparation was involuntary. Because the March CPS data
measure EU transitions over a fourteen-and-a-half~month window, 1
used data for each year of their data (plus the following year to replicate
their two-year window): 1971 to 1974 and 1976 to 1979 for the NLSYM
cohorts, and 1984 to 1986 and 1989 to 1991 for the NLSY cohorts

I estimated Monks and Pizer’s probit equations for involuntary separa-
tions (sec their table 6) using March CPS data. The main variables of
interest are the sct of education dummy variables interacted with a time
trend variable.” My results were qualitatively very similar to theirs for the
control variables, but there were some differences in the coeflicients on
the main variables of interest.

Tables 8.3 and 8.4 compare the results on the main variables of inter-
est from the two data sets. Table 8.3 compares the coeflicients from pro-
bit equations on the EU transition rate (from the March CPS) and the
job-loss rate (from the NLS) for both whitcs and nonwhites. Both data
sources indicate that there were large and statistically significant increases
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Table 8.3 Comparison to Monks and Pizer (1998): Probit Equations
on Job Loss in the NLS and EU Transitions in the March

CPS
White Nonwhite
March CPS NILS March CPS NLS
Time trend interacted
with
High school dropout 0.0141*** 0.0182%** 0.0218*** 0.0135*
(0.0028) (0.0060) {0.0065) {0.0077)
High school graduare 0.0090*** 0.0126** 0.0094** 0.0206***
(0.0022) (0.0053) {0.0053) {0.0076)
Some college 0.0019 0.0194*** 0.0080 0.0097
{0.0029) (0.0063) (0.0075) (0.0101)
College graduate 0.0019 0.0138** —0.0166 0.0217
(0.0040) (0.0063) (0.0115) (0.0167)
Number of observations 53,053 14,551 6,541 5,442

Nore: The NLS results arc from Monks and Pizer (1998). The dependent variables equal 1 if the
individual made an EU transidon (March CPS) or involuntarily left a job (INLS). The regressions
include the following control variables: a set of education dummies, the unemployment rate, age,
marital status, and industry and occupation dummies.

*Significant at the .1 level.
**Significant at the .05 level.
***Significant at the .01 level.

in the job-loss rate (NLS) and the EU transition rate (March CPS)
among high school dropouts and high school graduates. Among men
with some college and college graduates, the NLS data show large and
statistically significant increases in the job-loss rates for whites, but not
for nonwhites. In contrast, for both whites and nonwhites the March
CPS data show no change in the EU transition rate among men with
some college and college graduates.

To better compare the magnitude of the estimated changes, I com-
pared the 1971 to 1991 changes implied by the point estimates. These
changes, which are expressed as percentage changes to make them more
comparable, are shown in table 8.4.%

Among whites, the two data sources tell identical stories for high
school dropouts and high school graduates but differ significantly when
it comes to people with more than a high school diploma. Both data
sources show that the probability of a job loss (or EU transition) in-
creased by about 75 percent among white high school dropouts and by
about 50 percent among white high school graduates. In the “some col-
lege” and “college graduate” categories, the NLS shows a much larger
increase in the probability of a job loss than does the March CPS. For the
“some college” category, the job-loss rate increased by 100 percent in
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the NLS, compared with a 13 percent increase in the EU transition rate
in the March CPS. For college graduates, the increases were 65 percent
in the NLS and 11 percent in the March CPS.

The differences between the two data sources are even greater for non-
whites. For high school dropouts, the increase in the March CPS data
was twice that in the NLS data, while for high school graduates the re-
versc was true. I hesitate to say much about the other two education
categories because none of the changes are statistically significant.

It is not clear why the two surveys tell such different stories, but differ-
ences in survey design between the NLSYM and the NLSY are probably
not the cause. If they were, then we would expect the NLS to indicate
uniformly larger increases in probabilities between 1971 and 1990. The
fact that the NLS and the March CPS produced very similar results for
some education groups but not for others suggests that something else is
going on.

SUMMARY AND CONCLUSIONS

The evidence presented here suggests that job security, as measured
using EU transition rates, declined in the early to mid-1970s and, except
for cyclical fluctuations, remained constant through the mid- to late
1990s. This finding is consistent with the popular perception that jobs
were less secure in the 1980s than in the 1970s, but not with the percep-
tion that job security continued to decline in the 1990s. A more detailed
look at the EU transition rate for different demographic groups does not
change this conclusion, but it does shed some light on how the percep-
tion that job security declined in the 1990s may have come about.

The 1990 recession was more “white-collar” than previous recessions.
Neumark and Polsky (1998) hypothesized that reporters may have writ-
ten more articles about worker displacement because a relatively large
fraction of their peers had lost jobs. The evidence presented here is con-
sistent with that hypothesis. Groups that are usually insulated from cycli-
cal job loss—such as men with college degrees, men with more labor
market experience, and white-collar workers—were relatively harder hit
by the 1990 recession. The EU transition rates for these groups were
about the same in both the 1982 and 1990 recessions, even though the
1990 recession was far less severe in terms of the decline in GDP. In
contrast, the EU transition rates for less educated men, less experienced
men, and blue-collar workers were much lower in the 1990 recession
than in the 1982 recession.

It is also possible that the slow recovery from the 1990 recession con-
tributed to this perception. Even though the recession officially ended in
March 1991, the labor market did not begin to recover until much later.
The EU transition rate peaked in 1991 but remained high through 1992.
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The unemployment rate did not peak until 1992, and job growth was
sluggish through 1992.

The advantage of using March CPS data is that the series extends
through 1997, so it is possible to distinguish between a slower than nor-
mal recovery from the 1990 recession and the start of a secular trend. The
return of the EU transition rate to its prerecession Jevel by 1994 implies
that the higher EU transition rates in the early 1990s were not the start
of a secular trend. Most other studies cannot make this distinction be-
cause the data used stop in the early 1990s. Farber’s (1997a) data go
through 1995, but it is problematic to make inferences about trends in
the 1990s because of wording changes in the main question in the
DWS.

In comparing my results to those of other researchers, I found that my
results were generally consistent, though there were some differences
worth noting,.

I found that my results are generally consistent with those of Boisjoly,
Duncan, and Smeeding (1998). Both the job-loss rate in the PSID and
the EU transition rate in the March CPS show that jobs were less secure
in the 1980s compared with the 1970s. Both data sources indicate that
job security declined throughout the 1970s and remained constant or
decreased slightly in the 1980s. However, by looking at only men, Bois-
joly, Duncan, and Smeeding tended to overstate the overall decrease in
job security because women did not experience as large a declinc.

My results are similar to Farber’s (1997a), except for the mid-1990s.
The job-loss rate in the DWS data remained constant, and the EU transi-
tion rate in the March CPS data fell. T presented evidence that the DWS
job-loss rate for the 1993 to 1995 period may have been affected by a
subtle wording change in the main qucstion. A consistency check indi-
cates that it is likely that a larger fraction of job-leavers were classified as
job-losers in the 1996 DWS than in previous years. Hence, it appears that
job-loss rates actually fell in the mid-1990s. This finding illustrates the
difficulty of trying to examine trends when the underlying data collection
instrument has changed.

I was able to replicate Monks and Pizer’s (1998) results for some
groups but not for others. Results from the NLS and the March CPS
were close for white high school dropouts and high school graduates. In
the “some college” and “college graduate” categories, Monks and Pizer
found a large increase in the job-loss rate, whereas I found very little
change.
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NOTES

1.

Job stability refers to the duration of jobs, without regard to the reasons for
increasing or decreasing duration. Examples of job stability measures in-
clude retention rates (Swinnerton and Wial 1995, 1996; Marcotte 1996,
Dicbold, Neumark, and Polsky 1996, 1997; and Neumark, Polsky, and
Hansen, this volume), job tenure (Farber 1998), the fraction of workers in
new jobs (Jacger and Stevens, this volume), and turnover (Rose 1995;
Monks and Pizer 1998, Stewart 1998). Job security refers to the extent to
which job separations are involuntary. The primary mcasure of job security is
the job-loss rate (Polsky 1999; Farber 1997a, 1997b; Boisjoly, Duncan, and
Smeeding 1998; Monks and Pizer 1998; Valletta, this volume).

. Diebold, Neumark, and Polsky (1997) found that job stability fell among

less educated workers but did not present gender breaks.

. The shorter time period was used because a key variable for identifying job

separations was not available until March 1976 (covering calendar year
1975). This variable is not required to identify EU transitions.

. Recall bias is more of a problem if information on the year of the job loss is used

to determine changes in the job-loss rate within the period covered by a single
DWS. Because recent job losses are more likely to be reported, increases in the
job-loss rate arc overstated, while decreases are understated. However, using
three-year job-loss rates (as Farber did) minimizes the impact of this bias.

. Daniel Aaronson and Daniel Sullivan (1998) avoided the problem com-

pletely by restricting their analysis to workers with five or more years of
tenure and job losses that occurred in the three years prior to the survey.
They found that job-loss rates increased in the 1990s, but their analysis docs
not account for the 1996 change in the wording of the main question in the
DWS.

. In a similar analysis, Annette Bernhardt and her colleagues (this volume)
look at job stability using NLS data.

. More specifically, the respondent is asked whether he or she was working

during a specific month and year about two years prior to the interview.

. Interviews for the NLSYM were conducted annually from 1966 through

1971 and in 1973, 1975, 1976, 1978, 1980, 1981, 1983, and 1990.
Monks and Pizer (1998) used data from 1971, 1973, 1976, and 1978 as
their base years and determined whether respondents were still working at
their main (CPS) job two years later.

. Most of the research on this issue looks at Survey of Income and Program

Participation (SIPP) data in the context of generating monthly gross flows
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10,

11.

12,

13.

14.

15.

16.

17.

18.

19.

data (see, for example, Martini and Ryscavage 1991). Charles Pierret
(1999) analyzed data from an NLSY test that collected data for 1992 in
both the 1993 and 1994 interviews. He found that respondents were more
likely to both forget and misremember events from 1992 in the 1994 inter-
view than in the 1993 interview.

I use nineteen rather than eighteen as the cutoff because the age refers to
the age at the time of the survey.

I compute potential experience as Age minus Years of Schooling Completed
minus 6 if Years of Schooling is greater than 10 years, and as Age minus 16
for those with 10 or fewer Years of Schooling Completed. This definition is
used in Murphy and Welch (1992). Experience is computed as of March of
the previous year.

I use this restriction because it is not possible to identify students and recent
graduates on a consistent basis for the years covered by my data.

I include wage and salary workers who have some self-employment in-
come.

Using the full sample would result in a relatively small decline in standard
crrors. If the observations were independent, there would be a 40 percent
reduction in the standard errors. But because each individual shows up
twice (in consecutive years) in the full sample, it would be neccssary to ac-
count for the covariance between observations making the actual reduction
much smaller.

It is not clear how the reentrants should be classified. These individuals left
the labor force because they lost or left a job but had reentered the labor
force by March. They could be job-losers who became discouraged over
their prospects of finding a new job, or they could be job-leavers who left
the labor force.

Note also that the reentrants group includes the 0.03 percent who were
classified as new entrants, Presumably these new entrants were miscoded
because everybody in the sample worked at some point during the previous
year. For that reason (and because there are so few of them), I grouped the
new entrants with the reentrants.

The results did not change when I looked at job-leavers and reentrants sep-
arately.

All of the probit equations used for figures 8.2 through 8.8 include demo-
graphic controls (dummy variables for three education levels, four experi-
ence levels, and dummy variables for race, sex, and marital status). In the
probits for subgroups, the appropriate control variables are omitted.

Prior to 1992, the CPS used a years-of-schooling measure, whereas the
1992 and later surveys use a degree based measure. The assignment of ob-
servations to the four education categories (high school dropouts, high
school graduates, some college, and college graduates) accounts for the
1992 change in the education attainment question in the CPS (see Frazis
and Stewart 1999 for a description of the coding).

I thank Dave Macpherson for providing me with the program used to convert
the 1970 Census Bureau occupation codes to 1980 codes. The graphs begin
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in 1970 because the occupation codes used in the 1968 to 1970 March CPS
files are not compatible with the 1970 and later Census Bureau codes.

Boisjoly, Duncan, and Smeeding (1998) did not adjust their data for the
change in recall period noted in Diebold, Neumark, and Polsky (1997).

Farber used three-year intervals because the DWS measures the number of
people who lost at least one job in the previous three years. Although the
DWS identifies the vear in which the job loss occurred, it is not designed to
count the number of people who lost a job in a particular year.

Evans and Leighton {1995) found that respondents forgot job losses at a rate
of about 17 percent per year. The exact adjustment factors are 0.908 for the
previous year, 0.748 for the second year, and 0.616 for the third year. Thus,
to adjust the data for the 1981 to 1982 period, the EU transition rate for
1983 was multiplied by 0.908, the EU transition rate for 1982 was multiplied
by 0.748, and the EU transition rate for 1981 was multiplied by 0.616.

1 also compared the EU transition rate and the job-loss rates by sex, by sex
and education level, and by sex and age, and got qualitatively similar results.

The data reported here were provided by Jim Esposito of BLS. They are
from the debriefing questions in the 1998 DWS. (The results are very simi-
lar to those from the 1996 DWS.)

The data were taken from Farber’s (1997a) table 7 and appendix table 1.

This measure is more intuitively described as the fraction of workers who
lost a job and then found a new job.

These adjustments do not affect the results. In fact, the calculated lower
bounds were larger before making the adjustments for recall bias and the
CPS redesign.

Actually, it is a decreasing function of Py in the initial period. But recall that,
by assumption, APy is close to zero.

There is the issue of recall bias, which would tend to work in the opposite
direction. To check the reasonableness of using the DWS rate, 1 computed
job-loss rates from the Basic CPS using the “reason for wnemployment™
variable. I computed the “monthly™ job-loss rate as the number of perma-
nent job-losers that were unemployed for four or fewer weeks divided by
total employment in March. To arrive at an annual number, I multiplied by
13. The estimated annual rate of .092 is an overestimate of the relevant job-
loss rate because it counts multiple job-losers more than once.

The required hours data are not available until the March 1976 CPS.
The results do not qualitatively change if only the sample years are used.

In addition to the main variables of interest, Monks and Pizer’s equation
included dummy variables for education level, the average unemployment
rate, age at time of interview, marital status, and for industry and occupation.
They also included a variable to account for differences in the time between
the initial interview and the interview approximately two years later. I did not
include this variable because this variation does not apply to the CPS.

Steve Pizer kindly provided the probabilities computed from the NLS.
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Chapter 9

Job Security Beliefs in the General
Social Survey: Evidence on Long-Run
Trends and Comparability with

Other Surveys

Stefanie R. Schmidt

n 1997 both Federal Reserve Chairman Alan Greenspan and former

U.S. Secretary of Labor Robert Reich argued that the level of anxiety
about job security was unusually high for an economic recovery. The
Washington Post, the New York Times, the Wall Street Journal, and USA
Today ran stories claiming that anxiety about job loss had increased in
recent years.

Reich and other writers have argued that the decline in job security has
changed the employment relationship, particularly for white-collar work-
ers. Because workers are more anxious about losing their jobs than they
were in the past, they are investing less in firm-specific human capital and
are morc concerned about developing general skills and a network of
colleagues that will enable them to find their next job (Micklethwait and
Wooldridge 1997).

In recent years, a growing literature has examined whether the alleged
rise in anxiety about job loss is realistic, that is, whether jobs became less
stable during the 1990s than they were in the past. Taken as a whole, the
literature suggests an increase in involuntary job loss and a modest de-
cline in job stability between the late 1980s and carly 1990s (Neumark,
Polsky, and Hansen, this volume).

But the literature has largely ignored the issue of what workers believe
about their own job security. Trends in involuntary job-loss rates are indi-
cators of the economic well-being of the minority of workers who have
recently lost their jobs. However, we can learn about how changes in job
stability and job loss are affecting a/{ workers only by looking at data on
job security perceptions. Theories about changes in the employment re-
lationship are based on growing anxiety about job security, not simply on
rising job-loss rates.

This chapter uses the 1977 to 1996 Genceral Social Survey (GSS) to

300
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examine whether in fact workers have become more pessimistic about
their own job security and whether those fears are consistent with trends
in rates of involuntary job loss. It is the first study to provide an in-depth
examination of long-term trends in perceptions about job security.! Two
measures of workers’ beliefs about their own job security are examined:
beliefs about the likelihood that they will lose their job during the next
twelve months, and beliefs about the likelihood that losing their job will
be costly, that is, that job loss will result in a decline in eamings. If trends
in job security beliefs diverged from trends in involuntary job loss, we
could conclude that workers are overly pessimistic.

The analysis of the GSS data shows that the 1990s have been a period
of relative pessimism about job security. During the economic recovery
years, 1993 to 1996, workers were more pessimistic about keeping their
jobs and about the chances of costly job loss than during the late 1980s,
an economic recovery with comparably low unemployment. Despite the
fact that the recession of 1990 to 1991 was much less severe than the
recession of 1982 to 1983, workers” beliefs about their chances of job
loss were quite similar during the two recessions. The pattern in overall
beliefs about job security is consistent with data from the Displaced
Workers Survey (DWS). Rates of involuntary job loss increased between
the 1980s and 1990s, and earnings declines following involuntary job
loss were more severe during most of the 1990s than they were during
the previous decade (Farber 1997, 1998). The trends in job security be-
liefs by subgroup are largely consistent with the trends in rates of invol-
untary job loss for those subgroups in the DWS.

THE GENERAL SOCIAL SURVEY

This study uses the 1977 to 1996 General Social Survey, a series of cross-
sectional surveys conducted by the National Opinion Research Center
(NORC). The GSS, administered in February and March of each survey
year, collects data from a representative sample of the U.S. adult popula-
tion. For this chapter, the sample is restricted to individuals age eighteen
and older who are employed full-time or part-time during the survey
week. The sample size for individual cross-sections ranges from 601 to
1,364. The questionnaire asks for demographic information and opin-
ions about a wide range of topics, and it includes two questions about job
security expectations. The two questions were included in fourteen sur-
veys between 1977 and 1996.°

The first question measures the beliefs of employed respondents about
their chances of job loss: “Thinking about the next twelve months, how
likely do you think it is that you will lose your job or be laid off —Is it very
likely, fairly likcly, not too likely, or not at all likely?” The second question
measures workers’ beliefs about their ability to find another job with sim-
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ilar compensation. “About how easy would it be for you to find a job
with another employer with approximately the same income and fringe
benefits you now have? Would you say very easy, somewhat easy, or not
casy at all?”

By combining answers to the two questions, I define a variable that
measures whether workers believe that they will probably suffer a pay cut
or unemployment as a result of job loss in the near future. Respondents
who fear costly job loss are those who said that they were very or fairly
likely to lose their job in the next year, and who also said that they could
not easily find another job with similar compensation.

DESCRIPTIVE STATISTICS

Figure 9.1 shows the trends in the fraction of GSS respondents who be-
lieved that job loss was very likely or fairly likely. Figure 9.2 shows the
fraction who believed that they were likely to experience costly job loss.
The vertical lines around cach data point show the 95 percent confidence
intervals.

Figures 9.1 and 9.2 show two siriking patterns. First, aggregated
workers’ expectations about keeping their jobs and finding another have
tracked the unecmployment rate fairly closcly. Second, during the eco-
nomic recovery of 1993 to 1996, workers were more pessimistic about

Figure 9.1 Workers Who Believed That They Were Likely to Lose Their
Jobs in the Next Twelve Months, 1977 to 1996 (95 Percent
Confidence Intervals Shown)
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Figure 9.2 Workers Who Believed That They Were Likely to Experience
Costly Job Loss, 1977 to 1996 (95 Percent Confidence
Intervals Shown)
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Sources: General Social Survey and 1.8, Bureau of Labor Statistics.

both measures of job security than they were during previous periods of
low unemployment in the late 1970s and late 1980s.

Given the relatively small sample sizes of the GSS cross-sections,
t-tests lack power to detect some economically important differences in
workers’ beliefs across years.®* Only two years (1982 and 1983) showed
statistically significantly higher percentages of workers who believed that
job loss was likely than the most recent survey in 1996. The percentages
in 1982, 1983, and 1996 were 13.6, 13.8, and 9.8, respectively. One year
of GSS data, 1978, showed a significantly lower share of workers (6.4
percent) who believed that job loss was likely than did 1996. The pattern
tor the percentage of workers who believed that costly job loss was likely
was similar: 1982 and 1983 were the only years that showed significantly
higher levels of job insecurity than 1996.

PROBIT MODEL RESULTS: BELIEFS ABOUT JOB SECURITY

This section uses probit models to document the trends in the two mea-
sures of job security beliefs, controlling for the profound changes in the
composition of the labor force since the late 1970s. The results are simi-
lar to those shown in the descriptive statistics. During the economic re-
covery of the 1990s, workers were morc pessimistic about their own job
security than during previous economic recoveries.
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Table 9.1 reports the results of probit models with two different de-
pendent variables based on the two job security measures. Each model
includes a series of dummy variables as controls: female, nonwhite, three
age categories, three education categories, part-time status, two occupa-
tion categories, service-producing industry, and eight census regions. The
basc category consists of white male high school graduates between the
ages of twenty-five and thirty-nine who worked full-time in blue-collar
jobs in the manufacturing sector and lived in the mid-Atlantic region.
The base year is 1988 because it was a similar point in the business cycle
to 1996; both were economic recovery years several years from the depth
of recessions. The reported coeflicient for each year’s dummy variable
represents the change in the predicted value of the dependent variable
due to a onc-unit increase in that explanatory variable, holding constant
the other cxplanatory variables at their mean values.

WORKERS' BELIEFS ABOUT LOSING THEIR JOBS IN THE NEAR FUTURE

If workers’ beliefs were consistent with trends in involuntary job loss, we
would expect workers to be more worried about keeping their jobs dur-
ing the 1990s than they were in the past. Henry Farber (1998) showed
that rates of involuntary job loss during the 1993 to 1997 economic re-
covery were higher than they were during the economic recovery of the
late 1980s.* Controlling for the business cycle, Daniel Polsky (in press)
finds a growth in involuntary job loss between the period 1976 to 1981
and the period 1986 to 1991. Rob Vallétta and Randy O’Toole (1997)
documented a secular increase in the share of unemployment due to in-
voluntary job loss bertween 1968 and 1993. The probit model results
show that workers were more concerned about keeping their jobs during
the 1990s than they were in the past.

In the specifications reported in the first two columns of table 9.1, the
dependent variable is equal to one for workers who believed that they
were very or fairly likely to lose their jobs in the next twelve months, and
zero otherwise. Column 1 does not include a control for the business
cycle. Column 2 includes the regional unemployment rate.

Figure 9.3 plots the year effects from column 1 against the national
unemployment rate. The coefficient for the base year, 1988, is plotted as
zero, The bars show the 95 percent confidence intervals of the coefli-
cients. Like the raw data in figure 9.1, the year effects show that concerns
about job security were higher during the 1990s than during the 1980s.
In 1982 and 1991, years that were at the beginning of economic down-
turns, the probabilities that workers believed that they were likely to lose
their jobs were quite similar, despite the fact that the unemployment rate
was much higher in 1982 than in 1991. The 1982 coefhicient is .0563,
and the 1991 coeflicient is .0524. During the economic recovery years of
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Table 9.1 Probit Models of Workers’ Perceptions About Their Own Job
Security (General Social Survey Data)

Dependent Variable = Dependent Variable = Likely
Likely to Lose Job to Expericnce Costly Job Loss
(1) (2) (3) 4)
Regional un- — 00631 *** — .00680**
employ- (.00254) (.00234)
ment rate
1977 .0155 00502 0111 000718
(.0183) (.02211) (.0148) (.01351)
1978 —-.0224 —.0252 00272 —.00003
(.0153) (.0158) (.00147) (.00910)
1982 0563*%** 0292 0759 %= .0386**>
(.0219) (.0276) (.0226) (.0153)
1983 0692%** 0290 0922+*** .0360*
(.0242) (.0209) (.0255) (.0234)
1985 .300 0189** .0368** 0234+
(.204) (.0099) (.0190) (.0133)
1986 0211 0104 0356** 0221**
(.0189) (.0205) (.0181) (.0109)
1988 base year base year base year base year
1989 —.00424 —.00009 —.00237 .00251
(.01822) (.0253) (.01448) {.00983)
1990 —.00269 — 00039 —.00868 00619
(.01818) (.0245) (.0131) (.0127)
1991 0524~ 0442 0513** 0419%**
(.0237) (.0312) (.0220) (.0121)
1993 0444 ** 032]** L0508 *# .0438**
(.0224) (.0161) (.0223) (.0219)
1994 0227 .0170 0290** .0229*
(.0177) {.0185) (.0159) (.0143)
1996 .0255 0281 0142 0181
(.0178) (.0230) (.0140) (.00402)
Sample size 11,304 11,304 11,271 11,271
Log likelihood —-3,578 —-3,575 —2,375 -2.,370

Source: General Social Survey.

Nore: Standard errors are in parentheses. Each probit model included the following dummy variables
as controls: female, nonwhite, three age categories, three education categories, two cccupation cate-
gories, service-producing industry, part-time worker, and cight census regions. The reported coeffi-
cient for cach explanatory variable respresents the change in the predicted value of the dependent
variable duc to 2 one-unit increase in that explanatory variable, holding constant the other explana-
tory variables at their mean values. The heteroskedasticity robust standard errors are adjusted for the
regional clustering of data.

***Significant at 99 percent level.
**Significant at 95 percent level.
*Significant at 90 percent level.
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Figure 9.3  Year Effects from “Likely to Lose Job” Probit, 1977 to 1996
(95 Percent Confidence Intervals Shown)
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Souwces: General Social Survey and U.S. Bureau of Labor Statistics.

1994 and 1996, workers were much more concerncd about losing their
jobs than they were during years of comparably low unemployment rates,
1978 and the 1988 to 1990 period. In 1996 workers were two and a half
percentage points more likely to believe that job loss was probable than
they were in 1988, and slightly more pessimistic rclative to 1989 and
1990. Given that the mean of the dependent variable was .085 in 1988,
the difference of two and a half percentage points between 1988 and
1996 represents nearly a 30 percent increase in the probability that work-
ers belicved that job loss was likely.

The 1994 and 1996 year dummies are not individually statistically sig-
nificant, partly because of the limited power of a chi-squared test to find
an effect of that size using the GSS. A chi-squared test found the 1991 to
1996 year dummies to be jointly significant at the 90 percent level. It is
important to note that conclusions about the statistical significance of
the year dummy coeflicients in figure 9.3 are relative to the omitted year,
1988. If the economic recovery years of 1978, 1988, or 1989 were cho-
sen as the base category of the probit model, the 1991 to 1996 year
coeflicients would still be jointly statistically significant. Howcver, if a
different year were chosen, the 1991 to 1996 coeflicients would not be
statistically significant.
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The results in column 2, which includes the unemployment rate con-
trols, are consistent with the patterns shown in figure 9.3. Relative to the
recovery of the late 1980s, workers” fears about job loss were high during
the period from 1991 to 1996.

BELIEFS ABouT CosTLy JOB Loss

If workers’ beliefs about suffering a job loss that results in a decline in
compensation were consistent with trends in the labor market, we would
expect them to be more pessimistic during the 1990s than they were in
the past. Farber (1998) found that workers who experienced involuntary
job loss between 1991 and 1995 suffered larger postdisplaccment earn-
ings declines than workers who were displaced at similar points in the
business cycle during the 1980s. However, the earnings consequences of
job loss improved for workers displaced between 1995 and 1997. In ad-
dition, workers who were displaced from full-time jobs between 1991
and 1997 were more likely to hold part-time jobs at the survey date than
workers displaced from full-time jobs. In addition, Polsky (in press) finds
that the probability of reemployment following a job loss declined be-
tween the 1976 to 1981 period and the 1986 to 1991 period. The GS$
probit model results show that during the 1993 to 1996 economic re-
covery, workers were more concerned about costly job loss than they
were during the economic recoveries of the late 1970s and late 1980s.

Columns 3 and 4 of table 9.1 show the results of a probit model in
which the dependent variable is equal to onc for workers who believed
that they were very or fairly likely to lose their jobs and that they could
not casily find another job with similar compensation. Figure 9.4 plots
the year effects in column 3 against the national unemployment rate.
Like the raw data in figure 9.2, figure 9.4 shows that workers were more
concerned about costly job loss during the economic recovery of 1993 to
1996 than during earlier recoveries. In 1996 workers were 1.4 percent-
age points more likely to believe that costly job loss was likely than they
were in 1988, and slightly more pessimistic relative to 1989 and 1990.
Given that the mean of the dependent variable was .036 in 1988, the
1.4-percentage-point difference represents nearly a 40 percent increase in
the probability that workers believed that costly job loss was likely be-
tween 1988 and 1996. In 1994 workers were 2.9 percentage points more
likely to believe that costly job loss was likely compared to 1988.

The 1996 coeflicient was not individually statistically significant in part
because of the limited power of a chi-squared test to detect an effect of
that size in a samplc the size of the GSS. However, a chi-squared test
found the 1991 to 1996 year dummies to be jointly significant at the 99
percent level.
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Figure 9.4 Year Effects from “Likely to Experience Costly Job Loss”
Probit, 1977 to 1996 (95 Percent Confidence Intervals
Shown)
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GSS PROBIT MODEL RESULTS: TRENDS IN BELIEFS ABOUT
JOB SECURITY FOR SUBGROUPS OF WORKERS

TRENDS BY OCCUPATION

If perceptions about job security were consistent with trends in involun-
tary job loss, we would expect to see an increase in pessimism about job
loss among white-collar workers and service occupation workers. These
groups of workers, who had been relatively insulated from job loss in the
1980s, experienced large increases in their rates of involuntary job loss in
the 1990s (Farber 1997, 1998).

The trends in job security belicfs by occupation mirror the trends in
rates of involuntary job loss. During the 1990s, white-collar workers and
service occupation workers became more pessimistic about keeping their
jobs, and white-collar workers became more concerned about costly job
loss. Blue-collar workers became significantly more optimistic about
keeping their jobs, but not about costly job loss.

Table 9.2 shows the results when the “likely to lose job” and “likely to
experience costly job loss” probit models are estimated separately by oc-
cupation, education, or age subgroup. Table 9.2 reports only one coeffi-
cient from each model, the coefficient from the 1991 to 1996 year dum-
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Table 9.2 Coefficients on 1991 to 1996 Dummy Variable from Probit
Models Estimated Separately by Occupation, Education, or

Age Subgroup
Dependent
Subgroup Used to Dependent Variable = Likely to
Estimate Probit Variable = Likely to Experience Costly
Models Lose Job Job Loss N for Subgroup
White-collar worker 0340%** 0262%** 6,509
(.0054) (.0032)
Service accupation .0282* 00418 1,563
worker (.0168) (.00912)
Blue-collar worker —.0352* —.0183 3,199
(.0192) (.0186)
High school {00260 .0340** 1,650
dropout (.02462) (.0118)
High school 00216 —.0108 3,947
graduate (.0171) (.0096)
Some college 0330** .0280** 2,947
(.0153) (.0071)
College graduate L0212% >+ 0135** 2,727
(.0047) (.0030)
Ages cighteen to .0183 -.0116 1,231
twenty-four (.0322) (.0138)
Ages twenty-five to .0155 .0178** 4,962
thirty-nine (.0105) {.0092)
Ages forty to fifty- 0179 .0103 3,463
four (.0116) (.0091)
Ages fifty-five and 0254** 0272%* 1,615
older (.0117) (.0135)

Nate: Dependent variables are workers” belicfs abour their chances of jub loss. The probit models
include the following dummy variables as controls: female, nonwhite, service-producing industry,
part-time worker, eight census rcgions, and a control for the regional unemployment rate. The
models by occupation group include controls for three education category dummy variables and
three age category dummy variables. The separate models by education group include two occupa-
tion category dummy variables and three age category dummy variables. The separate models by age
group include three education category dummy variables and two occupation category dummy vari-
ables. The reported coefflicient for each explanatory variable represents the change in the predicted
value of the dependent variable due to a one-unit increase in that explanatory variable, holding
canstant the other explanatory variables at their mean values. The heteroskedasticity robust standard
errors are adjusted for the regional clustcring of data.

***Significant at 99 percent level.

**Significant at 95 percent level.

*Significant at 90 percent level.

mies. The models also include a number of controls, including the re-
gional unemployment rate. The omitted year category is the period 1982
to 1990. Therefore, the 1991 to 1996 coefficient shows how much
higher fears about job loss were in the 1990s rclative to the 1980s,
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controlling for the business cycle. Because figures 9.1 and 9.3 show an
upturn in overall fears about job loss in 1991, 1990 was grouped with the
1980s.

The first three rows of table 9.2 show the results of probit models
estimated separately by three broad occupational categorics—white-col-
lar workers, service occupation workers, and blue-collar workers. Scrvice
occupations include nurses, police officers, and retail clerks.

Controlling for the business cycle, the probability that white-collar
workers believed that they were likely to lose their jobs was 3.40 percent-
age points higher in 1991 to 1996 than it was during the 1980s, and the
probability that they believed in costly job loss was 2.62 percentage
points higher. Those coefficients represent substantial increases over the
1980s levels. During the 1980s, 7.2 percent of white-collar workers be-
lieved that job loss was likely, and 3.9 percent believed that costly job loss
was likely.

Blue-collar workers were more optimistic about keeping their jobs be-
tween 1991 and 1996 than they were during the 1980s. Between the
1980s and the 1991 to 1996 period, blue-collar workers experienced a
3.52-percentage-point decline in the probability that they believed that
job loss was likely. That was a small decline relative to the percentage of
blue-collar workers who believed that job loss was likely in the 1980s—
19 percent.

Because white-collar workers became more pessimistic about keeping
their jobs and blue-collar workers became less pessimistic, the beliefs of
the two groups converged during the 1990s. Descriptive statistics illus-
tratc this convergence. In the 1985 to 1990 period, 6.2 percent of white-
collar workers believed that they were likely to lose their jobs, while the
proportion of blue-collar workers was 16.5 percent. By 1996 their beliefs
were very similar: 10.1 percent of white-collar workers believed that they
were likely to lose their jobs compared with 9.72 percent of blue-collar
workers.

Service occupation workers also experienced a statistically significant
increase in their fears about keeping their jobs between the 1980s and
the 1991 to 1996 period. The 2.82-percentage-point increase was sub-
stantial compared to the share of service occupation workers who be-
lieved that they were likely to lose their jobs in the 1980s—11.6 per-
cent—but similar to the increase among white-collar workers.

TrRENDS BY EDUCATION LEVEL

If trends in job security beliefs were consistent with trends in the Dis-
placed Workers Survey, one would expect to see workers with some col-
lege and college graduates become more pessimistic about keeping their
jobs and about costly job loss during the 1990s. Both groups had been
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relatively insulated from job loss during the 1980s and expericnced in-
creases in rates of involuntary job loss and in earnings declines following
job loss during the 1990s. High school dropouts and graduates experi-
enced little change in their rates of involuntary job loss or in the conse-
quences of job loss (Farber 1997, 1998).

Rows 4 through 7 of table 9.2 show the results of probit models esti-
mated separately by education category. The trends in beliefs about job
loss by education level are largely consistent with trends in involuntary
job loss. College graduates and those with some college became more
pessimistic about losing their jobs and about costly job loss. High school
dropouts and high school graduates expericnced little change in their
beliefs about their chances of job loss. High school dropouts became
more pessimistic about their chances of costly job loss. That result is in-
consistent with DWS data, which show little change in the consequences
of displacement for high school dropouts during the 1990s (Farber
1997, 1998).

TRENDS BY AGE

Workers older than age forty-five cxperienced the largest percentage in-
crease in involuntary job loss during the 1990s (Farber 1998). In addi-
tion, workcrs with more than nine years of tenure experienced the largest
declines in job stability between the late 1980s and 1990s (Neumark,
Polsky, and Hansen, this volume).

Rows 8 through 11 of table 9.2 show the results of probit models
estimated separately by age group. As expected, workers age fifty-five and
older became significantly more pessimistic, both about losing their jobs
and about costly job loss, during the 1990s. But workers age forty to
fifty-four did not become significantly more worried about job loss or
costly job loss, despite the fact that they experienced sizable increases in
rates of involuntary job loss during the 1990s. Middle-aged workers ap-
peared to be overly optimistic about their job security during the 1990s.

ROBUSTNESS OF RESULTS:
DATA FROM OTHER PUBLIC OPINION POLLS

Public opinion research shows that respondents’ answers can sometimes
be greatly affected by question wording and by survey questions that pre-
cede the question of interest (Alwin and Krosnick 1991; Zaller 1992). If
respondents’ answers are robust to changes in question wording and or-
dering, then the data are more reliable indicators of public opinion.

This section compares GSS data on job security beliefs to similar data
in two other public opinion data sets. Respondents’ answers to questions
about their awn job security do not appear to be greatly affected by ques-



312 On the Job

tion wording and context. Therefore, the trends in the GSS job security
data do not appear to be driven by something unique to the survey.

COMPARISON WITH PROBABILISTIC DATA FROM
THE SURVEY OF ECONOMIC EXPECTATIONS

In this section, 1 show that trends in respondents” answers to job security
questions are not greatly affected by whether the question asks for a qual-
itative response (for example, “50 percent chance of losing job”) or
probabilistic response (for example, “very likely to lose job”). The find-
ing is important because qualitative expectations data are believed to be
less reliable than probabilistic data. Jeft Dominitz and Charles Manski
(1998) argued that expectations questions with probabilistic answers are
preferable because qualitative answers are not comparable across individ-
uals. In other words, the meaning of “very likely” in terms of proba-
bilities is highly subjective.

The Survey of Economic Expectations (SEE) asks respondents for
probabilistic answers to questions about their job sccurity expectations.
The SEE is a scries of six cross-sectional surveys that were a module of
the University of Wisconsin Survey Research Center’s WISCON om-
nibus survey between 1994 and early 1997.

Two types of comparisons between the SEE and GSS job security
questions show the robustness of the GSS results to changes in question
wording. First, the trends in workers” beliefs about their chances of los-
ing their jobs and about their chances of costly job loss were similar in
the two surveys. Second, when identical probit models are estimated
using the two surveys, the magnitudes of most of the coefficients are
similar across the two surveys.

The SEE included two questions about job security expectations: “I
would like you to think about your employment prospects over the next
twelve months. What do you think is the percent chance that you will lose
your job during the next twelve months?” The second question was, “If
you were to lose your job in the next twelve months, what is the percent
chance (or what are the chances out of 100) that the job you eventually
find and accept would be at least as good as your current job in terms of
wages and benefits?” (Italics added for emphasis.) Before asking the
questions, the SEE gave respondents a brief tutorial about probabilities.

The second SEE question captures the respondents’ beliefs about their
ability to find a comparable job conditional on job loss. Therefore, trends
in the answer to the SEE question about finding a comparable job should
roughly correspond to trends in the measure of the likelihood of costly
job loss in the GSS.

Because respondents’ answers to the SEE question about job loss have
rcasonable distributions, comparing the trends in the SEE data and GSS
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Figure 9.5 Employed GSS and SEE Respondents Who Believed That
They Were Likely to Lose Their Jobs in the Next Twelve
Months, 1993 to 1996
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data is a way of validating the GSS data. Dominitz and Manski (1997)
used cross-sectional data from the SEE to show that on average workers’
expectations about job loss are quite accurate. Comparing the mean ex-
pected probability of job loss to the mean probability of actual job loss
for various subgroups of workers, they found that for nearly all sub-
groups the two numbers did not differ significantly. I have confirmed
Dominitz and Manski’s results with longitudinal SEE data, showing that
workers’ beliefs about their probability of job loss predict their proba-
bility of future job loss. The results are in appendix 9B.

Figure 9.5 shows the share of respondents in each SEE survey who
believed that they had a 50 percent or greater probability of losing their
jobs in the next twelve months and the fraction of 1993, 1994, and 1996
GSS respondents who believed that job loss was likely.* In both the SEE
and GSS, the share of respondents who believed that job loss was likely
was roughly the same in early 1994 and early 1996. However, job-loss
beliefs could have been the same in the early 1994 and early 1996 waves
of the SEE owing to random fluctuations caused by the small sample size
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Figure 9.6 SEE and GSS Respondents Who Believed That They Were
Likely to Experience Costly Job Loss, 1993 to 1996
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of the SEE cross-sections (between three hundred and six hundred re-
spondents). Compared to other waves of the survey collected in 1995
and later in 1996, the early 1996 data point appears to be somewhat of
an anomaly. None of the differences over time in the share of SEE re-
spondents who belicved that they had a 50 percent or greater chance of
losing their jobs were statistically significant.

Figure 9.6 shows the share of SEE respondents who believed that they
had a 50 percent or less probability of finding a job with similar pay after
a job loss and the share of 1993, 1994, and 1996 GSS respondents who
believed that they were likely to experience costly job loss. Both surveys
show that workers became more optimistic about the consequences of
job loss between 1994 and 1996.° The differences over time in the share
of SEE respondents who believed they had a 50 percent or less chance of
finding a comparable job were not significant. However, when 1 esti-
mated a probit model using the SEE data and controlling for demo-
graphic covariates, the decline in pessimism about finding another job
between 1994 and 1996 was statistically significant.

Appendix 9A shows that the probit results are robust across the SEE
and GSS surveys. For each dependent variable (“likely to lose job,”
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“likely to experience costly job loss™), parallel probit models were esti-
mated, one using the 1994 and 1996 GSS data and a second using the
SEE data. With both dependent variables, the magnitudes of most of the
coeflicients were similar across the two surveys.

COMPARISON WITH DATA FROM THE 1977 QuALITY
OF EMPLOYMENT SURVEY

The 1977 Quality of Employment Survey (QES), sponsored by the U.S.
Department of Labor, measured respondents’ job satisfaction on a vari-
ety of dimensions. The survey included a question that was identical to
the GSS question about the ability to find a comparable job. However,
the context of the question was quite different from the GSS.

Despite the differences in question framing, the respondents’ answers
to the 1977 GSS and 1977 QES questions were very similar: 41.5 per-
cent of QES respondents and 42.1 percent of GSS respondents belicved
that they could not easily find another job with similar compensation.

In resules reported in appendix 9A, 1 find that the probit results are
robust across the Quality of Employment and General Social Surveys.
Parallel probit models were estimated using the 1977 QES and 1977
GSS. The magnitudes of most of the coefficients were similar across the
two surveys. The fact that the 1977 QES and 1977 GSS results are so
similar despite the differences in the surveys’ questionnaires suggests that
workers’ beliefs about their own job security are not influenced by ques-
tion context.

The comparison of the GSS and SEE shows that answers do not ap-
pear to be greatly affected by whether the job security question is proba-
bilistic or qualitative. The comparison of the GSS and SEE and the com-
parisons of the GSS and QES show that answers do not appear to be
affected by other questions in the survey. Therefore, the GSS data are a
reliable indicator of beliefs about job security.

CONCLUSIONS

This chapter uses 1977 to 1996 General Social Survey data to examine
trends in workers’ beliefs about their own job security. Two measures of
job security beliefs are used. The first indicates whether respondents be-
lieved that they were likely to lose their jobs within twelve months, and
the second indicates whether respondents believed that they were likely
to experience a job loss that would result in a decline in compensation or
a spell of unemployment.

During the economic recovery years of 1993 to 1996, workers were
more concerned about keeping their jobs and about costly job loss than
they were during years with comparable unemployment rates during the



316 On the Job

economic recoveries of the late 1970s and late 1980s. In addition, during
the 1990 to 1991 economic recession, workers were just as worried
about losing their jobs as they had been in the much more severe 1982 to
1983 recession.

Workers’ beliefs about their own job security were largely consistent
with trends in rates of involuntary job loss in the Displaced Workers Sur-
vey. During the economic recovery of the 1990s, rates of involuntary job
loss were higher than they were during the economic recovery of the late
1980s, and the earnings declines following job loss were more severe. In
addition, involuntaty job loss was nearly as prevalent during the recession
of the early 1990s as it had been during the recession of the early 1980s.

The results by subgroup are also largely consistent with trends in rates
of involuntary job loss in the Displaced Workers Survey. During the
1990s, rates of involuntary job loss increased among white-collar work-
ers, service occupaton workers, college graduates, those with some col-
lege, and workers age fifty-five and older. During the 1990s, those
groups also believed that they were more likely to lose their jobs than
they were during the 1980s.

In addition, the earnings declines following job loss were more severe
during the 1990s for workers with postsecondary schooling, and those
workers became more pessimistic about costly job loss.

Two subgroups of workers” beliefs about job loss were not consistent
with the trends in rates of involuntary job loss. Those rates increased
among workers age forty to fifty-four during the 1990s, but they did not
become more fearful about losing their jobs. The consequences of dis-
placement remained roughly constant for high school dropouts between
the 1980s and 1990s, yet they became more pessimistic about their
chances of costly job loss.

Although rates of involuntary job loss have risen in recent vears, the
majority of workers still do not lose their jobs in a given year. The dis-
placement literature is uninformative about the well-being of those
workers who have not been displaced. This chapter makes an important
contribution by showing that anxiety about job loss has risen among
workers as a whole. It lends credence to the view that growing fears
about job insecurity have changed the employment relationship.

APPENDIX 9A: TESTS FOR ROBUSTNESS
OF RESULTS ACROSS SURVEYS

This appendix compares results from several public opinion polls. The
comparisons are designed to test the robustness of answers to questions
about job security to survey design and to question wording. The results
suggest that respondents’ beliefs about job security are robust and that
the GSS data are reliable.
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COMPARABILITY OF DESCRIPTIVE STATISTICS ACROSS SURVEYS

I use four data sources in this section: the General Social Survey, the
Survey of Economic Expectations (SEE), the 1977 Quality of Employ-
ment Survey (QES), and a series of Gallup polls. Each of the Gallup polls
included the same question about respondents’ beliefs about their likeli-
hood of job loss, a question identical to one included in the GSS. Like
the GSS, the Gallup polls asked questions about demographics and a
wide variety of other social and political topics. The main disadvantage of
the Gallup data is that questions preceding the job security question dif-
fer greatly across surveys, and such differences in question ordering can
make time-serics inferences from the data much less reliable (Zaller
1992).

Table 9A.1 reports the means and standard errors of the job security
variables, demographic characteristics, industry, and occupation for em-
ployed respondents in each study. Note that the demographic and educa-
tion distributions are fairly similar across surveys, with the exception that
the GSS sample is older and less educated than the Gallup or QES of
Labor samples. The SEE sample is older and better educated than the
GSS and Gallup samples. Columns I through 4 allow us to compare the
1977 QES, the GSS, and the Gallup surveys that were administered in
1977. Because the QES sample was restricted to individuals who were
employed at least twenty hours per week, I report the 1977 GSS sample
means for all employed respondents in column 1 and for 1977 GSS re-
spondents employed at least twenty hours per week in column 3. Col-
umns 5 through 7 compare the sample means for the GSS, the Gallup
polls, and the SEE surveys administered in 1996.

EVIDENCE FOR ROBUSTNESS OF “LIKELY TO LOSE JOB” RESULTS

I examined the validity of the “likely to loss job” results in the GSS by
restricting the GSS sample to surveys that were given within six months
of a Gallup poll and making the same restriction for the Gallup sample.”
Columns 1 and 2 of table 9A.2 report the results of parallel probit models
that were estimated using the restricted data sets. The magnitudes of the
demographic, part-time status, and year dummy coefficients are remarka-
bly similar in the two studies, and none of the coeflicients differed signifi-
cantly across the two surveys.

I performed a similar exercise to compare GSS and SEE data, estimat-
ing probit models using the 1994 and 1996 waves of both data sets. The
GSS and SEE results are shown in columns 3 and 4 of table 9A.2. None
of the cocflicients differed significantly across the three polls. The magni-
tudes of most of the coeflicients were similar across the two surveys. The
robustness of probit results across surveys suggests that workers’ expecta-
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Table 9A.2 Probit Model with Dependent Variable Equal to One if
Workers Believed That They Were Likely to Lose Their Job
in Next Year

General Social  Gallup Poll General
Survey {Surveys Social
(Surveys Within Six Survey
Within Six Monthsof (1994 and Survey of
Months of GSS 1996 Economic
Indcpendent Variables Gallup Polls) Surveys) Surveys) Expectations
Female -.0115 .00700 .0129 00445
(.00852) (.0111) {(.0120) (.0148)
Apes eighteen 1o 00364 -.0137 000115 .0106
twenty-four (.0138) (.0154) (.0208) (.0255)
Ages forty to fifty-four -.0171* —.0215* —.00943 —.000993
(.00945) (.0121) (.0134) (.0161)
Ages fifty-five and older —.0393*** —.0526** -.0250 —.0297
(.0110) (.0145) (.0168) (.0205)
Nonwhite 0804*** 0781 *** 0984 *** 0731 >+
(.0146) (.0182) (.0207) (.0247)
High school dropout 0284 0237 00877 0225
(.0143) (.0212) (.0216) (.0353)
Some college —.0283** —.0336** —.0224 —.0362*
{.00981) {.0122) (.0139) (.0192)
College graduate —.0562*** —.0676***  — .0445** —.0670***
(.00912) (.0112) (.0136) (.0189)
Part-time worker 0447 x> .0336** 0647*** .0370**
(.0131) (.0159) (.0204) (.0194)
1977 (base year) {base year)
1982 .0386** .0306* — —
(.0183) (.0195)
1983 0471** 0477%* — —
(.0203) (.0207)
1990 —.0148 .00388 — —
(.0165) (.0201)
1991 .0374** 0225 — —
(.0207) (.0154)
1994 00744 ~.00254 (base year) —
(.0151) (.0207)
1996 0106 0219 .00412 —
(.0152) {.0129) (.0119)
April to July 1994 — — — base survey
wave
November 1994 to — — — 0410
January 1995 (.0302)
May to July 1995 — — — .0484**

(.0257)
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Table 9A.2 Continued
General Social ~ Gallup Poll General

Survey {Surveys Social
{Sutveys Within Six Survey
Within Six Months of (1994 and Survey of
Months of GSS 1996 Economic
Independent Variables Gallup Polis) Surveys) Surveys) Expectations
November 1995 to — — — —.00565
January 1996 (.0242)
May to July 1996 — — — .0150
(.0236)
November 1996 to — — — —.00437
January 1997 (.0236)
Sample size 6,753 8,860 2,656 2,753
Log likelihood —2278 — 3402 —834 -1102

Note: Standard crrors are in parentheses. Dummies for eight census regions and a constant are in-
cluded in all probit models. The reported coeflicient for cach explanatory variable represents the
change in the predicted value of the dependent variable due to a one-unit increase in that explana-
tory variable, holding constant the other explanatory variables at their mean values.

***Significant at 1 percent level.
**Significant at 5 pereent level.
*Significant at 10 percent level.

tions about job loss were not easily affected by changes in question fram-
ing and wording across surveys.

EvIDENCE FOR ROBUSTNESS OF “LIKELY TO EXPERIENCE COSTLY JOB
Loss” REsuLTs

To examine the robustness of the probit results about the likelihood of
experiencing costly job loss, I performed a similar exercise to compare
GSS and SEE data. T estimated probit models using the 1994 and 1996
waves of the GSS and all five waves of the SEE. The GSS results are
shown in column 1 of table 9A.3, while the SEE results are shown in
column 2. The magnitudes of most coeflicients were similar across polls.
A notable exception is that fears about costly job loss were cighteen per-
centage points higher among forty- to fifty-four-year-olds than among
twenty-five- to thirty-nine-year-olds (the base age category) in the GSS
but differed only by three percentage points in the SEE. The robustness
of probit results across surveys suggests that workers’ expectations about
costly job loss are not easily affected by question wording.

The 1977 QES did not ask about the likelihood of job loss during the
next twelve months, but it did ask respondents how easily they could find
another job with the same compensation. The question was identical to
the one in the GSS, but the context of the question was quite different.
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Table 9A.3 Probit Model with Dependent Variable Equal to One If
Workers Believed That They Were Likely to Experience Job
Loss and That They Could Not Easily Find Another Job
with Similar Compensation

General Social Survey

Survey of Economic

Independent Variables (1994 and 1996 Expectations
Data)
Eemale 00907 —.0225
(.0111) (.0213)
Ages eighteen to twenty-four —.0925** —.0937**
(.0385) (.0369)
Ages forty to fifty-four 188+ 0325
(.0238) (.0237)
Ages fifty-five and older 281*rx 184***
(.0311) (.0320)
Nonwhite 0239*** 01>
(.0294) (.0321)
High school dropout .0283* .0934
(-0176) (.0530)
Some college —.0692*** —.0681**
(.0265) (.0297)
College graduate —.107*** —.130%**
(.0265) (.03006)
Part-time worker —.101*** —.0527**
(.0289) (.0265)
1996 —~.0670** —_
(.0211)
April to July 1994 — base wave
November 1994 to January 1995 — —.0103
(.0390)
May to July 1995 — .00220
(.0334)
November 1995 to January 1996 — —.0582*
(.0351)
May to July 1996 — —.0454
(.330)
November 1996 to January 1997 — —.0672**
(.0342)
Sample size 2,657 2,710

Nore: Standard errors are in parentheses. Dummies for eight census regions and a constant arc in-
cluded in all probit models. The reported coeflicient for each explanatory variable represents the
change in the predicted value of the dependent variable duc to a one-unit increase in that explana-
tory variable, holding constant the other explanatory variables at their mean values.

**w§ignificant at 1 percent level.
**Significant at 5 percent level.
*Significant at 10 percent level.
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Table 9A.4 Probit Model: Dependent Variable Equals One if Workers
Believed That They Could Not Have Easily Found Another
Job with Similar Compensation (Standard Errors in

Parentheses)
1) (2)
Department of General Social Survey
Labor Surveys (1977 Data with
Independent Variables (1977 Data) DOL Hours Restrictions)
Female .0424 .0247
(.0320) (.0423)
Ages eighteen to twenty-four —.0458 —.0322
(.0408) (.0637)
Ages forty to fifty-four J04%** J18%*=
(.0366) (.0457)
Ages fifty-five and older 164 213%%*
(.0450) (.0164)
Nonwhite 0580 J29*
(.0504) (.0603)
High school dropout —.0382 0684
(.0396) (.0514)
Some college —.0445 —.0552
(.0389) (.0547)
College graduate 0123 —.0278
(.0446) (.0602)
Part-time worker —.0244 —.0660
(.0322) (.0726)
Service-producing industry —.0651* —.0600
(.0634) (.0480)
White-collar occupation -.0175 -.102*
(.408) (.0553)
Service occupation —.123** —.103
{.0502) (.0700)
Sample size 4,170 837

Note: ***significant at 1 percent level, **significant at 5 percent level, *significant at 10 percent
level. Dummies for eight census regions and a constant are included in all probit models. The re-
ported coefficient for each explanatory variable represents the change in the predicted value of the
dependent variable due to a one unit increase in that explanatory variable, holding constant the
other explanatory variables at their mean values.

The GSS asks opinion questions on a wide range of topics, while the QES
focused on job satisfaction.

Table 9A.4 shows the results of parallel probit models estimated with
1977 QES and 1977 GSS data, the only year in which both surveys were
administered. Because the QES sample included only individuals who
worked at least twenty hours per week, the GSS sample was restricted to
respondents who worked at least twenty hours per week. The magni-
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tudes of the coefficients are typically quite similar across surveys, and
none of the coefficients differ significantly across surveys.

APPENDIX 9B: WORKERS’ JOB SECURITY BELIEFS PREDICT
FUTURE JOB TURNOVER

This appendix uses two longitudinal data sets to show that workers’ be-
liefs about their likelihood of job loss predict what will happen to them.
This study is the first to use panel data to show the accuracy of job secu-
rity expectations. Dominitz and Manski (1997) used cross-sectional data
from the Survey of Economic Expectations to show that on average
workers’ expectations about job loss are quite accurate. Dominitz and
Manski compared the mean expected probability of job loss to the mean
probability of actual job loss for various subgroups or workers. They
found that for most subgroups the two numbers do not differ signifi-
cantly. One subgroup, older workers, do have job-loss expectations that
are much higher than their chances of actual job loss. The probability of
job loss declines with age, but workers’ expectations about job loss in the
SEE do not. Workers’ beliefs about job security are much more accurate
than their beliefs about their chances of being victims of crimes.

EVIDENCE FROM THE QUALITY OF EMPLOYMENT SURVEY

I use data from the 1973 to 1977 QES panel. The 1973 survey col-
lected data from a representative sample of 1,426 workers who usually
worked at least twenty hours per week. The 1977 panel component of
the survey reinterviewed the 1973 respondents who were employed at
least twenty hours per week in 1977. The survey was conducted by the
Survey Research Center (SRC) at the University of Michigan and spon-
sored by the Employment Standards Administration at the U.S. De-
partment of Labor and the National Institute for Occupational Safety
and Health. The 1977 QES survey contained job security questions
very similar to those in the GSS. The demographic, industry, and occu-
pational characteristics of the 1977 QES and 1977 GSS samples were
quite similar when I omitted GSS respondents who were employed
fewer than twenty hours per week.

The 1973 QES asked respondents about their ability to find another
job and about whether it was true that their job security was good. The
1973 survey did not include a question about the likelihood of job loss in
the near future, but respondents’ perceptions about whether their job
security was good can be viewed as proxies for their expectations about
their job loss in the near future. The 1977 QES did ask a question about
the likelihood of job loss in the near future, as well as a question about
whether job security was good. Table 9B.1 shows that answers to the
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Table 9B.1 Job Security Expectations of Groups of Workers
Categorized by Responses to “Job Security Is Good”
Question: 1977 Quality of Employment Survey Data

How true is the statement: “Very “Somewhat “A Little  “Notat

“My job security is good?” Truc” True” True”  All True”

Overall fraction of workers, regard- 415 339 154 0908
less of job security expectations (.0128) (.012) (.009) (.0075)

“How likely are you to lose your
job in the next couple of years?”

Very likely 00962 0237 0836 .168
(.00392) (.0007) (.0189)  (.032)
Somewhat likely .353 108 176 272
(.007) (.014) (.0257)  (.038)
Not too likely 283 .502 435 312
(.018) (.022) (.034) (.039)
Not ar all likely 641 .346 294 222
(.019) (.0214) (.031) (.035)

“How easy would it be for you to
find another job with similar

compensation?”
Not casy 442 .389 .390 429
{.020) (.022) (.033) (.042)
Somewhat casy 313 .396 .384 307
(.019) (.022) (.033) (.0389)
Very easy 231 207 214 .249
(.017) {.018) (.028) {.036)

“my job security is good” question are highly correlated with answers to
the question about the likelihood of job loss.

For those QES respondents who were reinterviewed in 1977, 1 can see
whether their response to the “my job security is good” question pre-
dicted their chances of job turnover. Table 9B.2 shows the results of a
probit model in which the dependent variable is equal to one if the re-
spondent changed jobs between 1973 and 1977, and zero otherwise.?
The independent variables in the regression are taken from the 1973 sur-
vey. The results show that workers who believed in 1973 that their job
security was poor were significantly more likely to change jobs between
1973 and 1977 than other workers. The coefficient on the “not at all
true that job security was good” dummy is .104, which is very large com-
pared to the fraction of workers who changed employers—.276. The
finding may illustratc that workers are accurate at predicting involuntary
job loss. The findings may also show that workers who expect job loss
may search for a new job in order to avoid a spell of unemployment.
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Table 9B.2 Probit Model with Dependent Variable Equal to
One if Worker Changed Jobs Between 1973 and

1977
Independent Variables
(1973 Value of Variabic)
Not at all true that job security is good 104
(.051)
A little true that job security is good .0500
(.0426)
Somewhat true that job security is good .0233
(.0309)
Not easy to find another job —-.0520*
(.0303)
Somewhat easy to find another job —.0268
(.0307)
Female 0676**
(.0296)
Ages eighteen to twenty-four 128* %+
(.041)
Ages forty to fifty-four —.0439**
{.0331)
Ages fifty-five and older 94 %
(.049)
Nonwhite —.014]1***
(.0402)
High school dropout .0788**
(.0356)
Some college .0343
(.0361)
College graduate —.0146
(.0405)
Part-time worker .0765*
(.0428)
One to three years’ employer tenure —.0771**
(.0338)
Three to five years” employer tenure —.0816***
(.0383)
Five to ten years’ employer tenure —.121%**
(.034)
Ten to twenty years’ employer tenure —.170%**
(.032}
More than twenty years’ employer tenure -.106**
(.042)
Service-producing industry -.0184
(.0330)
White-collar occupation 0229

(.0369)
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Table 9B.2 Continuned

Independent Variables

(1973 Value of Variable)

Service occupation —-.0129
(.0490)

Sample size 1,333

Note: Standard errors are in parentheses. Dummies for cight census regions are included.
The reported coefficient for each explanatory variable represents the change in the pre-
dicted value of the dependent variable due to a one-unit increase in that explanatory
variable, holding constant the other explanatory variables at their mean values.

***Significant at 1 percent level.
**Significant at 5 percent level.
*Significant at 10 percent level.

Workers who believed that they could not easily find another job with
similar compensation were much less likely to change jobs than other
workers. The coeflicient on “not at all easy to find another job” was
—.0520, which was large relative to the share of workers who changed
employers—27.6 percent. That finding could be interpreted as showing
that workers who believe that they have firm-specific human capital are
less likely to lose their jobs involuntarily or are less likely to quit than
other workers.

EVIDENCE FROM THE SURVEY OF ECOMNOMIC EXPECTATIONS

Using SEE panel data, I also find that workers who believed that job loss
was likely experienced higher job-loss rates than other workers. The
1994 to 1996 waves of the SEE were cross-sectional. But participants in
the 1993 experimental wave of the SEE were first interviewed between
February and May 1993, then reinterviewed six months later.”

Table 9.B.3 shows the results of a probit model in which the depen-
dent variable is equal to one if the respondent changed jobs in the six
months between the first and second interviews. The independent vari-
ables of interest are workers” beliefs in the first interview about their
probability of losing their jobs during the next six months. Workers who
believed that they had at least a 50 percent change of losing their jobs
had a 27.7-percentage-point higher chance of losing their jobs during
the next six months. That is a sizable number considering that the mean
of the dependent variable was 5.6 percent.”
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Table 9B.3 Probit Madel with Dependent Variable Equal to One if
Worker Changed Jobs Between Early 1993 and Late 1993

Independent Variables (Early 1993 Value of Variable)

Expected job loss probability 1 to 5 percent 0287
{.039)
Expected job loss probability 6 to 10 percent —.0244
(.0413)
Expected job loss probability 11 to 50 percent .00319
(.0432)
Expected job loss probability 50 percent or higher 278
(.122)
Female 0223
(.0267)
Age cighteen to twenty-four 0132
(.0520)
Age forty to fifty-four —.0148
(.0297)
Age fifty-five and older 346
(.0512)
Nonwhite .0988**
(.0550)
High school dropout 0131
(.0690)
Some college —.00324
(.0345)
College graduare =.00110
(.0398)
Second quintile of earnings distribution .0188
(.0299)
Third quintile of earnings distribution —.0348
(.0291)
Fourth quintile of carnings distribution —.0300
(.0307)
Fifth quintile of earnings distribution —.0573
(.0251)
Sample size 340
Log likelihood 82

Note: Standard errors are in parentheses. The reported coeflicient for each explanatory variable
represents the change in the predicted value of the dependent variable due to a one-unit increase in
that explanatory variable, holding constant the other explanatory variables at their mean values.
**+*+Significant at 1 percent level.

**Significant at 5 percent level,
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NOTES

1.

Daniel Aaronson and Daniel Sullivan (1998) also examined trends in job se-
curity perceptions in the General Social Survey but did not include a mult-
variate analysis of workers” beliefs about costly job loss or trends in job secu-
rity beliefs for different groups of workers. Maria Ward Otoo (1997)
compared the level of workers’ anxiety about their economic future in two
cross-sections of the Survey of Consumer Attitudes, but its anxiety measure
cannot distinguish fears about job security from fears about changes in in-
come.

. GSS data for 1998 were not yet publicly available when this chapter was

written.

. Power analyses showed that a t-test could not detect a difference of less than

2.0 percentage points in the percentage of workers who believed they werc
likely to lose their jobs. A t-test could not detect a difference of less than 1.4
percentage points in the proportion of workers who believed that they were
likely to experience costly job loss. The power analyses assumed the conven-
tional probabilities for type I and type II errors, .05 and .20, respectively
(Cohen 1977).

. One criticism of using the DWS to measure trends in involuntary job loss is

that the survey has significant recall bias (Schmidt and Svorny 1998). Some
analysts (for example, Boisjoly, Duncan, and Smeeding 1997) have argued
that the survey counts only the most painful and memorable job losses. The
fact that workers’ beliefs about their chances of job loss in the GSS track rates
of inveluntary job loss in the DWS results is interesting; it suggests that work-
ers’ beliefs about their chances of job loss are affected by the most painful job
losses of their peers.

. Trends in SEE respondents’ beliefs do not differ when alternative cutoffs of

10, 20, 30, or 40 percent for the probability of losing a job are chosenn. When
cutoffs of 60 or 70 percent are chosen, fears about losing a job appear more
constant over time and do not show a peak in the May-June 1995 survey.

Trends in SEE respondents’ beliefs do not differ when alternative cutoffs of
30, 40, 60, or 70 percent for the probability of costly job loss are chosen.
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7. Eleven of eighteen Gallup surveys and seven out of seventeen years of the
GSS met those criteria. The Gallup polls were October 1976, January 1982,
June 1982, November 1982, April 1983, July 1990, October 1990, March
1991, July 1991, December 1993, and April 1996. The GSS surveys were
from 1977, 1982, 1983, 1990, 1991, 1994, and 1996. NORC conducted all
GSS surveys in February and March.

8. The impurtation method probably underestimates the number of job-
changers. In the 1977 wave of the QES panel, respendents who were em-
ployed less than twenty hours per weck were administered the short-form
version of the survey and were not asked whether they had the same job in
1977 as they did in 1973. Respondents who were employed at lcast twenty
hours per week were administered the long form and were asked whether
they changed jobs. I assumed that all employed short-form respendents were
with the same employer that they had in 1973,

9. The respondents were also interviewed a third time, but given the high attri-
tion rate from the sample, T chose to restrict my analysis to the second inter-
view.

10. Note that the interview question about the probability of futurc job loss was
worded nearly identically to the question asked in subsequent SEE wavcs.
The only diffcrence was that the respondents were asked about their proba-
bility of losing their job in the next six months in the 1993 SEE and the
next twelve months in 1994 to 1996 SEE.
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Chapter 10

Long-Run Trends in Part-Time
and Temporary Employment:
Toward an Understanding

Alec R. Levenson

B etween the mid-1960s and the carly 1980s, the rate of part-time
cmployment in the United States increased by almost one-third,
from about 13 percent to about 17 percent of all workers.! During the
1980s, the temporary help services industry increased in size by at least
100 percent.” Growth in these types of jobs, along with the perceived
growth of other “alternative™ employment relationships such as indepen-
dent contracting, has led many observers to raise questions about the
future of the traditional employment arrangement in the U.S. economy:
full-time work as a permanent or indefinite (at will) employee.

Concerns over the growth in alternative employment relationships
have been voiced in academic, policy, and media forums (see, for exam-
ple, Tilly 1996; Economic Policy Institute 1997; Time 1993). These
concerns center on what is perceived as the bad quality of part-time and
temporary jobs. The issue has been raised against the backdrop of the
worsening labor market outcomes for low-skill workers since the
1970s—a trend that has been well documented (see, for example, Mur-
phy and Welch 1992; Katz and Murphy 1992; Juhn, Murphy, and
Topel 1991; Levy and Murnane 1992; Blau and Kahn 1997; Blau
1998)—and the corporate downsizings of the 1980s and early 1990s.
The typical assumption is that growth in alternative employment ar-
rangements is part and parcel of these other trends that have made it
difficult to find a “good” job. For example, Donald Barlett and James
Steele (1992, 11) predicted that “workers will continue to be forced to
move from jobs that once might have paid $8 to $20 an hour into jobs
that will pay less. Some will be consigned to part-time employment.
Some will lose all or part of fringe benefits they have long taken for
granted.”

A key issuc addressed here is whether workers indeed are “consigned”

335
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to part-time (and temporary) employment. According to this view, em-
ployers are offering only part-time and temporary jobs to people who
prefer regular full-time jobs. An alternative explanation is that some
of the long-run changes in part-time and temporary employment may
be caused by labor supply responses to other changes in the labor mar-
ket. According to this view, not all changes in part-time and temporary
employment are forced on workers who would rather have full-time
jobs.

I address this issue by exploiting the well-documented changes in the
distribution of wages in recent decades to explain trends in part-time and
temporary employment. Most of the existing literature on part-time and
temporary employment uses only cross-sectional data to compare part-
time and temporary jobs with other jobs. A small number of dynamic
analyses have focused either on steady-state or cyclical transitions to and
from part-time jobs. Yet none of these studies have analyzed the differen-
tial trends in part-time and temporary employment for workers at differ-
ent levels of skill. The present study fills that gap.

The analysis finds that long-run aggregate trends in part-time and
temporary employment mask marked differences between low-skill and
high-skill workers. Similar to the uncmployment rate, the involuntary
part-time rate is higher among low-skill workers for both men and
women, and it has risen faster for low-skill workers over time. Compara-
ble patterns hold for men’s voluntary part-time and temporary employ-
ment. In contrast, voluntary part-time and temporary employment are
very different for women, showing no relationship with skill.

To better understand the observed trends in these series, I investigate
whether a labor supply response can explain any of the changes in part-
time and temporary employment. The results show that part of the long-
run increase in “involuntary” part-time employment for low-skill men
can be viewed as a voluntary labor supply response to falling demand for
their skills. This means that some low-skill male part-time workers are
misclassified as involuntary; they probably could find a full-time job at
the same wage.

For women, part of the long-run increase in “involuntary” part-time
employment and the decrease in “voluntary™ part-time employment co-
incided with increased labor supply and rapidly rising employment rates.
The evidence suggests that employers provided ample new job oppor-
tunities for women but slightly underprovided full-time jobs relative to
what women wanted. Thus, many female involuntary part-timers face
hours constraints that are probably transitory. In contrast, a labor supply
responsc can explain only a small part of the change in temporary em-
ployment for both men and women.
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CHANGES IN RETURNS TO SKILL AND TRENDS IN PART-TIME
AND TEMPORARY EMPLOYMENT

A key finding of the literature on increased wage inequality during the
1980s is a marked increase in unemployment rates and nonparticipation
for low-skill men that accompanied a large decline in their real wages
(Juhn, Murphy, and Topel 1991; Juhn 1992). The dominant explanation
for these patterns is a decline in demand for the labor supplied by low-
skill men.? During the 1980s, women experienced skill-related shifts in
demand similar to those that men experienced, with falling wages for
low-skill workers and rising wages for high-skill workers. One unex-
plored possibility is that this decline in demand also may have increased
the propensity of low-skill workers to work in part-time and temporary
jobs, at least in the short run.

One reason for a possible link is that low-skill men may have increas-
ingly turned to involuntary part-time jobs and temporary jobs to earn
income while searching for increasingly scarce high-wage full-time jobs.*
Although such part-time and temporary jobs may be viewed as inferior to
full-time jobs, this perspective calls into question the notion that workers
are rationed out of full-time jobs. Faced with the prospect of working
full-time at a low-wage job, many workers might prefer the option of
working in a part-time or temporary job.* Working in such jobs can be
part of an optimal search strategy given the options the worker perceives
to be available, particularly because unemployment is frequently viewed
by prospective employers as a negative signal of worker quality.

Assuming that workers do use part-time and temporary jobs as part of
a search strategy, the question addressed here is how trend changes in job
opportunities over time affect the rates of part-time and temporary em-
ployment. This issue is taken up at the end of this section. First we review
existing evidence on the nature of part-time and temporary jobs.

TRENDS IN PART-TIME AND TEMPORARY JOBS

Contrary to popular belief, the rate of part-time employment in the
United States did not exhibit any trend increase during the 1980s and
early 1990s—as I have demonstrated (Levenson 1996) for the entire
workforce. As discussed later and as shown in figure 10.1, the same con-
clusion holds when considering a more restricted sample of prime-age
(twenty-five to fifty-nine) workers. Figures 10.1 and 10.2 graph the rates
of total part-time employment (voluntary plus involuntary), voluntary
part-time employment,® involuntary part-time employment, temporary
employment, and unemployment for the entire prime-age workforce
(those with jobs plus those unemployed, figure 10.1), for women (figure
10.2, top panel), and for men (figure 10.2, bottom panel).
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The temporary staffing industry has exhibited tremendous growth
since the 1970s (Segal and Sullivan 1997), yet this growth occurred from
a very small base—less than 1 percent of all workers in the 1970s, as can
be seen in figure 10.3 for prime-age workers. So the total number of
workers employed as temporaries by staffing agencics at any point in time
was no more than 1 to 2 percent of all workers by the early 1990s (Segal
and Sullivan 1997). Nevertheless, the role that temporary staffing agen-
cies play in the labor market imay extend far beyond the small fraction of
workers they employ at a single point in time: many employers use
agency temporaries to screen for regular workers (Houseman 1998).

Firms’ increased demand for this screening role—in response to a legal
environment that makes it increasingly costly to fire workers—may be
one reason behind the rapid growth in temporary agency employment in
recent years. Indeed, as of 1995 there were about three “dircct hire”
temps (that is, workers hired directly by the firm, not through a tempo-
rary staffing agency) for every one agency temp (Polivka 1996b; House-
man and Polivka, this volume). Thus, part of the growth in measured
temporary agency employment may be due to firms outsourcing the hir-
ing of temps.

However, it is doubtful that this fully explains the sharp incrcasc in
temporary agency employment. As temporary staffing agencies have
grown in recent years, they have developed better techniques for match-
ing workers to jobs, gained the ability to take advantage of economies of
scale in denscly populated areas, and received a lot of publicity about
their “new” role in the labor market.” All of these factors almost certainly
contributed to an expansion of the total market for temporary em-
ployees, not just a shifting of the existing placement market to temporary
staffing agencies.

WAGES, TOTAL COMPENSATION, AND DURATION
OF PART-TIME AND TEMPORARY JOBS

Wage differentials are a major reason for the concerns raised about the
prevalence of part-time jobs: average wages for part-time jobs are lower
than average wages for full-time jobs. Part-time workers are much more
likely to be young, inexperienced, and lower-skilled than full-time work-
ers. Part-time jobs also are disproportionately concentrated in low-wage
industries and occupations. Controlling for differences in human capital
characteristics, industry, and occupation can account for up to 80 percent
of the part-time—full-time wage differential (for a review of the literature,
see Blank 1990a).

Accounting further for selection into part-time work can entirely ex-
plain the voluntary part-time-—full-time wage differential but cannot en-
tirely explain the differenual for involuntary part-time jobs (Blank
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1990b). Regardless, part-time jobs arc much less likely to offer fringe
benetits such as health insurance and pension coverage. Total hourly
compensation is thus typically even lower for part-time jobs compared to
full-time jobs than the difference in hourly wage rates would imply
(Blank 1998).

A similar story holds for temporary staffing industry jobs (for a review,
see Segal and Sullivan 1997). On average, temporary jobs pay much less
per hour than nontemporary jobs. Observable characteristics of the
worker and job account for about two-thirds of the temporary—non-
temporary wage ditfcrential. Further accounting for selection bias into
temporary jobs by low-skill workers reduces the wage ditferential to
about 3 percent. Moreover, the fringe benefits offered to temporary
workers on average are much less gencrous. As a result, total hourly com-
pensation typically is lower for temporary jobs than for nontemporary
jobs.

Even though temporary jobs by definition are transitional in nature, a
large minority of temp workers—about one-quarter—maintain that sta-
tus from one year to the next (Segal and Sullivan 1997; Houseman and
Polivka, this volume; Farber this volume). A small number of dynamic
analyses have focused either on steady-state (see, for example, Blank
1994; Stratton 1996) or cyclical {Farber this volume) transitions to and
from part-time jobs. These studies find that part-time jobs are more tran-
sitional in nature than full-time jobs.

VOLUNTARY VERSUS INVOLUNTARY PART-TIME WORK

At the heart of the debate over the quality of altcrnative employment
arrangements is the question of whether those jobs are what workers
really want. The voluntary versus involuntary part-time distinction plays a
key role:

The expansion in the U.S. part-time labor market actually gives us a great
deal of worry. Most importantly, virtually all of the increase in the ratc of
part-time employment in the United States during the last two decades is
due to the expansion of imvoluntary part-time cmployment. An involun-
tary part-time job is only half a job in the sense that it is only half the job
the employee wants. (Tilly 1996, 2-3; italics in the original)

To determine voluntary versus involuntary part-time status, the Cur-
rent Population Survey asks why the respondent worked less than thirty-
five hours during the survey week. The leading reason the CPS records
for involuntary part-time employment among prime-age workers is:
“could only find part-time work.” The predominant vicw in the litera-
ture is that an involuntary part-time worker faces a binding hours con-
straint: he or she wants to work more hours at the given wage but is
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prevented from doing so. This view is consistent with the evidence that
firms may constrain the number of hours that can be worked in some
jobs (Altonji and Paxson 1988). It is also consistent with Leslie Stratton’s
(1996) finding that involuntary part-time workers are much more likely
to make the transition to full-time jobs than voluntary part-time workers.

Evidence in favor of the hours constraint view is available from the
May 1985 supplement to the CPS. All respondents were asked whether,
at the given rate of pay (wage), they preferred to work the same hours
(for the same earnings), fewer hours (for less earnings), or more hours
(for more earnings). The vast majority of involuntary part-timers—89.2
percent of men and 77.8 percent of women—said they wanted more
hours. Yet among the involuntary part-timers in the May 1985 CPS who
said they could find only part-time work, 9.2 percent of men and 19.1
percent of women said they would rather work the same hours than more
hours or fewer hours. If they do not want more hours, then why are they
classified as involuntary part-time?

One possibility is that these workers face low wages but no hours con-
straints: full-time jobs at the same hourly wage as their part-time job are
available. Despite this availability, they voluntarily work part-time be-
cause they require a higher hourly wage to work full-time. For these
workers, “could only find part-time work” may be interpreted as “could
not find a higher-hourly-wage full-time job.” They voluntarily work part-
time but are classified as involuntary because their hourly wages are lower
than desired for full-time work and the CPS questionnaire is misin-
terpreted. This misclassification is likely given the popular perception
that part-time is synonymous with “low wage, no bencfits” and full-time
with “high wage, full benefits.”

In an era of falling real wages for many workers, the measured rate of
involuntary part-time employment could rise because of rising dissatisfac-
tion with the available full-time wage opportunities and without a con-
current increase in hours constraints imposed by firms. For example:

[T]here are . . . millions more people . . . who have been thrown out of
work. They are, overwhelmingly, middie income employees who are being
forced into lower-paying jobs, part-time employment, premature retire-
ment or unemployment.

George Skelton, who lost his job in April 1991, is among those who can
attest to plummeting wages. At Whitehall Laboratories, he earned $13.40
an hour. In his new job, he carned $7 an hour. . . . Mary Scellinger, fifty-
seven, who worked at Whitchall eight years ago did not even do that
well. . .. “I suppose I could probably get in at McDonald’s,” she said, “but
I don’t really feel that it is fair to push people into minimum wage jobs,
because you can’t live on minimum wages.” (Barlett and Steele 1992, 67,
97)
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Indeed, Stratton (1996) found that 13.2 percent of male and 28.3
percent of female involuntary part-time workers in March 1990 made the
transition to voluntary part-time status in March 1991. Despite the five-
year difference in measurement dates, it is striking how close these figures
are to the fractions of both male and female involuntary part-time work-
ers who indicated a desire for no additional hours of work in the May
1985 CPS.

Morcover, the sole question in the May 1985 CPS on desired hours of
work does not make a strong distinction between working more hours
for the same hourly wage and working more hours for a higher hourly
wage. It is possible that some of those who said they wanted to work
more hours for more carnings assumed that full-time employment would
carry a higher hourly wage. These people may also be misclassified as
involuntary part-time.

THE LiINK BETWEEN CHANGES IN RETURNS TO SKILL
AND PART-TIME AND TEMPORARY EMPLOYMENT

In a world of imperfect information about how the labor market is
changing, any negative signals about job opportunities are interpreted by
job-scekers at least partially as transitory. That is, inability to find a high-
wage job because of permanently diminished job opportunities for low-
skill workers should be attributed partly to bad huck initially. This initial
misinterpretation of the overall labor market trend would lead low-skill
workers to have unrealistically high reservation wages for full-time em-
ployment. As a fallback, they would opt instead for short-run employ-
ment in (involuntary) part-time and temporary jobs.

Over time, as it became clear that such jobs had become less easy to
find, some low-skill workers would revise their reservation wages and ac-
cept full-time employment at lower wages (than their previous full-time
employment). But other low-skill workers most likely would opt instead
for longer-term employment as temps or voluntary part-time workers,
using their nonwork time for family responsibilities, off-the-job training,
or leisure; such a pattern is consistent with the findings of Finis Welch
(1997). Opting for lower rates of full-time employment in the long run
would have the effect of shifting workers between involuntary part-time
employment, voluntary part-time employment, and temporary cmploy-
ment, making the net effect on each individual employment state an em-
pirical question.

Nonetheless, the fraction of all people in these three states—involun-
tary part-time, voluntary part-time, and temporary—among low-skill
workers should have increased as a consequence of falling wages. Assum-
ing a high propensity for labor-force attachment and a preference for job
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search while employed over job search while unemployed, the fraction of
the labor force (those working plus those unemployed) accounted for by
these three states among low-skill men also should have increased in re-
sponse to falling wages. Of course, higher-skill men who experienced flat
to moderatcly rising wage growth should have had little or no wage op-
portunity—induced change in their part-time and temporary employment
rates.

The misclassification of voluntary part-time workers as involuntary im-
plies that involuntary part-time employment should be higher among
low-skill workers. Blank’s (1990b) evidence on the involuntary part-time
wage diffcrential supports this view, as do the results reported later in the
chapter. The empirical prediction of the misclassification hypothesis is
that those facing greater unexpected declines in wages should have had
larger increases in involuntary part-time employment, all else equal. This
cffcct is implicit in the idea that involuntary part-time employment
should rise in the short run, and may remain higher in the long run, in
response to falling wages. Thus, measured involuntary part-time employ-
ment should have increased the most during the 1980s among low-skill
workers (assuming their wage declines were unexpected).

As for women, all else equal, the predicted impact of falling real wages
on the propensity of low-skill women to work in part-time and temporary
jobs is the same as for men. But cverything was not equal. Against the
backdrop of changing relative demand for skill, women continued their
decades-long increase in labor-force participation during the 1980s (Blau
and Kahn 1997; Juhn and Murphy 1997; Blau 1998).

Taken alone, these supply shifts should have an indeterminate impact
on the fraction of the female labor force in voluntary part-time, involun-
tary part-time, and temporary employment. The nct cffect depends on
the relative propensity of those women previously out of the labor force
to choose voluntary part-time and temporary employment over full-time
employment, and on the relative propensity of those women previously
voluntarily employed in part-time and temporary jobs to opt for full-time
employment. If women’s increased supply of full-time labor were to lag
behind the demand for full-time labor by firms (at the going wage), the
rate of involuntary part-time work would increase.

To allow for possible identification of supply versus demand factors in
the empirical work later in the chapter, it is necessary to make a simplify-
ing assumption about the relative impact of supply shifts for women at
different levels of skill. One way to do this is to assume that increased
female labor supply has the same marginal effect on the distribution of
employment across the three states (voluntary part-time, involuntary
part-time, and temporary ), holding constant shifts in demand for particu-
lar types of skill. For example, if increased labor supply translates into a
higher rate of involuntary part-time work for high-skill women, it would
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mean a higher rate of involuntary part-time work for low-skill women as
well. The demand shifts would then identify the relative magnitude of
changes in part-time and temporary employment rates at different levels
of skill.

DATA

The central question of the present analysis is whether changes in labor
market opportunities for workers at diffcrent levels of skill are linked to
changes in part-time and temporary employment. The objective is to use
these long-run changes in relative wages to shed new light on why pcople
choose to work in part-time and temporary jobs. Summarizing changes
in ecmployment by wage level over time is also a simple way to analyze the
relationship between human capital and part-time and temporary em-
ployment. To do so, a wage measure is nceded for everyone in the popu-
lation. This presents some diflicultics. The CPS is the only dara set that
both measures voluntary and involuntary part-time employment and of-
fers a large enough sample to analyze satisfactorily temporary industry
employment rates, which are quite low in the population.” However,
there are a number of problems with using recorded wages in the CPS.

First, the CPS measures wages only for those who work. Thus, wages
have to be imputed for nonworkers. Second, people with a greater desire
for flexibility in working hours could choose lower-paying part-time and
temporary jobs even when facing relatively high opportunity wages. This
is a particular concern for women, who disproportionatcly are responsible
for child care and other household tasks. Not surprisingly, women are
also much more likely to work part-time. Observed wages for women
would thus understate their true opportunity wages. This necessitates im-
puting wages for part-time and temporary workers as well as for non-
workers.

The procedurc I followed for imputing wages was as follows. First,
weekly wages were regressed on a standard set of human capital charac-
teristics for people who worked full-time during the survey week and full-
year (forty-cight weeks or more) the previous year (see the appendix for
details). Then full-time, full-year weekly wages were predicted for every-
one in the sample, including those who had worked full-time, full-year.
This procedure was followed for each year from 1964 through 1996,
scparately for men and for women. The wages were then used to con-
struct voluntary part-time, involuntary part-time, and temporary employ-
ment rates by predicted wage quintiles for men and women in each year.”

This procedure for constructing wages ensures that most of the varia-
tion in predicted wages is attributable to differences in completed school-
ing and experience, the two main components of the human capital earn-
ings model. The advantage of this approach is that the predicted wages
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provide a concise way to summarize the relationship between skill, as
measured by schooling and experience, and employment outcomes. The
disadvantage of this approach is that all within-group variation in wages,
which increased for both men and women during the 1980s, is lost. Nev-
ertheless, the substantial increases in relative wages for the more edu-
cated, more expericnced workers that occurred in recent years are pre-
served by this approach.

By limiting the wage regressions to full-time, full-year workers, wages
are predicted for the entire sample using the observed wages of higher-
ability, higher-wage workers within each age and education group. Be-
cause low-wage workers exhibit the lowest rates of labor-force participa-
tion, the predicted wages most likely are systematically overstated, with
the greatest overestimates for the lowest-wage workers (Juhn, Murphy,
and Topel 1991; Welch 1997). Although this makes direct interpretation
of the predicted wages problematic, it does not necessarily change the
rank ordering of workers on the basis of their opportunity wages, partic-
ularly for coarse groupings such as those used here.

Much of the debate over the quality of alternative employment rela-
tionships is concerned with the ability of prime-age adults to provide
decent standards of living for their families. Thus, patterns of alternative
cmployment arrangements are here analyzed for prime-age (twenty-five
to fifty-nine) workers. The life-cycle labor supply decisions of young (six-
teen to twenty-four) and old (sixty or more) workers are quite different
from those of prime-age workers. The young are more likely to work
part-time voluntarily while they attend school and then make the transi-
tion into their desired career. The old are more likely to work part-time
voluntarily as they move into retirement."

These age differences have been a consistent feature of voluntary part-
time employment for men and for women for the past three decades.
Although voluntary part-time rates for some age groups changed signifi-
cantly between the period 1964 to 1974 and the period 1983 to 1993,
the strong life-cycle patterns did not change. Voluntary part-time jobs
consistently accounted for 55 to 65 percent of all jobs for young men and
women (ages sixteen to nineteen), 25 to 55 percent of all jobs for old
men (age sixty-five and older), and 40 to 60 percent for old women. This
stands in stark contrast to less than 5 percent of all jobs for prime-age
men (ages twenty-five to fifty-nine) and 15 to 25 percent for prime-age
women (figure 10.4).

Moreover, constructing predicted wages for young and old workers is
problematic because the selection bias into full-time, full-year employ-
ment is very high. So the analysis here focuses exclusively on prime-age
workers. Age twenty-five was chosen as the lower bound for prime-age
workers to ensure that the vast majority had completed their formal
schooling. Age fifty-nine was chosen as the upper bound for prime-age
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workers to ensure that the vast majority had not entered retirement. Al-
though it is beyond the scope of this study, exploring the relationship
between skill and alternative employment trends for young workers and
old workers is a fruitful topic for future research.

GRAPHICAL ANALYSIS

The analysis is conducted in two parts. First, in this section, each employ-
ment serics is graphed for the entire period to identify the trends at each
level of skill and possible explanations for those trends. Then, in the next
section, regression analysis is employed to analyze more formally the role
that changing wages play in explaining the trends in each series.

Much of the popular discussion of contingent work rates and trends
focuses on part-time and temporary rates measured as a fraction of the
workforce (all those with a job). For most of this analysis, the base used
to construct the rates is the labor force (all those with a job plus those
looking for a job). Using the labor force is preferable to the workforce
because the unemployment, part-time, and temporary employment rates
can be compared directly.

However, for women there is the added complication that rising labor-
force participation rates significantly alter the base used to calculate those
rates. Not accounting for those changes could lead to misinterpretation
of changes in the rates over time. To guide the interpretation of those
changes at each step of the analysis, table 10.1 presents each rate calcu-
lated with the population used as a base for 1971 to 1973, 1988 to 1990,
and the difference.

Before presenting the descriptive analysis of part-time and temporary
employment, it is useful to compare the employment and unemployment
trends for the wage percentiles used here with the trends found by pre-
vious research. Throughout the discussion, wage quintile 1 refers to per-
centiles 1 through 20 of the predicted wage distribution, and so on.

The patterns of employment and unemployment are graphed in fig-
ures 10.5 and 10.6. In figure 10.5 only, the employment rate is equal to
the employment-to-population ratio. For all other figures, the base is the
labor force. Thus, the unemployment rate in figure 10.6 is equal to the
fraction of the labor force (employed plus unemployed) that is unem-
ployed. For men, there is a positive relationship between predicted wages
and employment rates throughout the period 1964 to 1993 that grew
stronger in the 1970s and 1980s: employment rates fell throughout the
wage distribution, more so for low-wage workers. There is a comparable
negative relationship between wages and unemployment rates that also
grew stronger: lower-wage workers had the largest increases in unem-
ployment. These figures show that predicting wages this way produces
employment and unemployment patterns for men similar to those
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Table 10.1 Employment Rates for Prime-Age Women and Men for
1971 to 1973 and 1988 to 1990 (as a Percentage of the

Population)
Prime-Age Women Prime-Age Men
1971 1988 1971 1988
Predicted Wage o to Difference to to Difference
Percentiles 1973 1990 in Rates 1973 1990 in Rates
Out of labor force
1020 59.340 45421 —-13919 12.328 14.696 2.368
21 to 40 51998 30880 -—21.118 7.739  10.525 2.786
4] to 60 48991 27.349 —21.642 6.398 8717 2.319
61 to 80 44817 21.356 —23.461 4958  7.324 2.367
81 to 100 40.034 17.640 -—22.394 4806  4.557 —0.249
Total 49.078 28567 —20.510 7255  9.186 1.931
Unemployed
1020 3.385  4.725 1.340 6.302 8.362 2.060
21 to 40 2.995 3.316 0.321 4012 5340 1.328
41 to 60 2.325 2.754 0.429 3.105 3.871 0.766
61 to 80 2.141 2.725 0.584 2,140 2587 0.447
81 to 100 1.828 1.508 -0.320 1.454 1.476 0.023
Total 2.539 3.010 0.470 3408  4.343 0934
Temporary
1to20 0.022 0479 0.457 0.043 0.332 0.289
21 to 40 0.083  0.544 0.461 0.037  0.154 0.117
41 to 60 0.108 0477 0.369 0.012 0.112 0.099
61 to 80 0.126  0.728 0.603 0.019  0.084 0.065
81 to 100 0.051 0.487 0.436 a.012  0.079 0.066
Total 0.078  0.543 0.465 0.025  0.153 0.128
Involuntary
part-time
1to 20 1580  2.862 1.282 0.885 2244 1.359
21 to 40 0985 2272 1.287 0.389 1.071 0.681
4] to 60 0.667  2.208 1.541 0.357 0.723 0.366
61 to 80 0.653 1.692 1.040 0.245 0.521 0.277
81 to 100 0.573 1.012 0.438 0.099 0379 0.280
Total 0.894 2012 1.118 0.396 0993 0.597
Voluntary
part-time
1to20 6.675  6.958 0.283 1174  1.845 0.671
21 to 40 7905 10.451 2.546 0.946 1.395 0.449
41 to 60 10.063 10.213 0.151 1.144 1.480 0.335
61 to 80 9.284 10.757 1.473 1236 1.412 0.175
81 to 100 9.435 10425 0990 1.311 1.078 -0.234
Total 8.663  9.759 1.097 1.162 1.444 0.282
Full-time
11020 23.763 33.396 9.633  65.697 060.241 —5.456
21 t0 40 30.337 44.008 13.671 71169 66.184 4.985
4] to 60 31.715 47.597 15.882 74.322 68.324  —5.998
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Table 10.1 Continuned

Prime-Age Women Prime-Age Men
1971 1988 1971 1988
Predicted Wage to to Difference to to Difference
Percentiles 1973 1990 in Rates 1973 1990 in Rates
61 to 80 36.243 52.847 16.604 76.078 70.059 -6.019
81 to 100 41.777 57.491 15.714 77473 72551 —4.922
Total 32.732 47.032 14.299 72936 67.443 -5.493
Other
1t0 20 5.235 6.159 0924 13.570 12.279 -1.291
211040 5.696 8530 2.833 15707 15.332 -0.376
41 to 60 6.131 9.401 3270 14661 16.774 2.113
61 to 80 6.737  9.894 3.158 15.325 18.013 2.688
81 to 100 6.301 11.437 5135 14845 19.881 5.036
Total 6.016  9.077 3.061 14.818 16.440 1.621

documented by Juhn, Murphy, and Topel (1991), who used a different
method for constructing wages.

For women, there is also a positive relationship between wages and
employment rates throughout the period that grew stronger in the 1970s
and 1980s. Increases in employment of the lowest-wage workers lagged
until the 1980s. The employment rate patterns in figure 10.5 are consis-
tent with the findings of Mary Coleman and John Pencavel (1993a,
1993b), Francine Blau (1998), and others that the relative importance of
gender versus education in predicting labor market outcomes reversed
during this century, with education becoming more important in recent
years.

Although the employment rates for men and women in figure 10.5
had opposite trends, the unemployment rate trends in figure 10.6 are
much more similar. Unemployment for all but the highest-wage workers
rose for both men and women (as a fraction of the labor force). The
lowest-wage workers had the largest rise for both genders. Moreover,
differences in unemployment by wages for both men and women were
noticeable, albeit muted, in the mid-1960s: comparing any two wage
quintiles shows an almost strict rank ordering by wage quintile, with a
higher unemployment rate for the lower-ranked quintile. These differ-
ences became more pronounced in the 1970s and emerged most
strongly in the 1980s and carly 1990s. This produced a “fanning-out” of
the unemployment rate series by wage quintile over the thirty-year pe-
riod, a pattern first noted for men by Juhn, Murphy, and Topel (1991).

The analysis of women’s unemployment rates by wage quintiles in fig-
ure 10.6 is new. Because women are likely to make the transition directly
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between working and leaving the labor force, the conventional view is
that women’s unemployment rates are less meaningful than men’s. How-
ever, the patterns in figure 10.6 suggest that relative wages play a similar
role in the determination of unemployment rates for both men and
women, and that this role grew stronger in the 1970s and 1980s. This
finding provides turther evidence on the growing similarity of employ-
ment outcomes for men and women. Note, however, that while employ-
ment outcomes for men and women have grown similar, substantial gaps
remain: men on average still have significantly higher rates of both em-
ployment and unemployment, as reflected by the different vertical scales
for men versus women in figures 10.5 and 10.6."

[NVOLUNTARY PART-TIME EMPLOYMENT

Figure 10.7 graphs the involuntary part-time rate (as a fraction of the
labor force) by wage quintile. The lowest wage quintiles had the highest
involuntary part-time rates for both men and women throughout the pe-
riod. For the 1960s through the mid-1970s, the rates for quintiles 2
through 5 were bunched closely together. Starting in the mid-1970s for
women and continuing into the early 1980s for both women and men,
there was a sharp risc in involuntary part-time employment for all but the
top wage quintile, with larger increases for the lower quintiles (1 through
3).

The similarities to the unemployment rate patterns by wage quintile in
figure 10.6 are noticeable. For men as well as women, both the involun-
tary part-time rate and the uncmployment rate series had similar fanning-
out patterns over the thirty-year period, particularly among quintiles 1
through 4. The negative cross-sectional relationship between low wages
and working part-time involuntarily is consistent with the results from
the existing literature. Figure 10.7 shows that the relationship has grown
stronger in recent decades at the same time that real wages have fallen for
low-skill workers. This finding is consistent with the misclassification hy-
pothesis, suggesting that at least part of the increase in measured invol-
untary part-time cmployment for men is actually voluntary part-time em-
ployment induced by falling real wages.

The story for women is a little more complicated. Although low-wage
women lost ground relative to higher-wage women in recent years, their
employment gains were markedly different from the large decreases ex-
perienced by low-wage men. Blau and Kahn (1997) described this as a
“swimming upstream” phenomenon: just as the demand for low-wage
labor decreased overall, the female labor supply increased. It is also possi-
ble to explain women’s involuntary part-time and unemployment pat-
terns within this framewaork. Rising female labor-force attachment led to



Trends in Part-Time and Temporary Employment 359

increased labor market participation at any wage. But with high-wage
jobs in abundance only for high-skill workers, low- and middle- skill
women were much more likely to choose unemployment and “involun-
tary” part-time employment over relatively low-paying full-time jobs."

TEMPORARY EMPLOYMENT

The focus of attention in the analysis of temporary workers is the person
placed by the temporary agency on-site at the customer firm: the temp.
Permanent ecmployees of the temporary agency, such as the president or
CEO and other managers who place temps with the customer firms, are
not temps and should be excluded from the analysis. Unfortunately, the
CPS does not provide a way to make such a distinction easily and consis-
tently over time,

Lewis Segal and Danicl Sullivan (1997) attempted to address this issue
by dcfining a temp in the CPS as someone who works in the personncl
supply services industry (S1C 736) and is paid by the hour. Unfortunately
for our purposes here, such a definition can be used only for the one-
quarter of the CPS respondents included in the outgoing rotation groups
who are asked the earner study questions. Discarding three-quarters of
the sample is undesirable given our focus on year-to-ycar changes among
disaggregated groups of women and men. Conscquently, a temp is here
defined as someone working in the temporary services industry who is
not a manager.'*

Figurc 10.8 graphs the temporary employment rate (as a fraction of
the labor force) by wage quintile. The differences in temporary employ-
ment between wage quintiles arc not large, so to ease analysis of the
trends, quintiles 2 and 3 are combined together, and quintiles 4 and 5 are
combined together. Moreover, precision is reduced because the number
of temp workers in each wage quintile cell used to calculate the temp rate
is still quite small, despite the use of a sample broader than thar used by
Scgal and Sullivan (1997).

The overall rate of temporary employment for women is almost four
times the rate for men. For both women and men, the temporary em-
ployment rate rose dramatically in the mid-1980s, roughly quadrupling.
However, the timing was quitc different. The growth occurred from
1982 to 1986 for women. In contrast, for men the fastest growth started
in the latc 1980s and continued through the end of the period analyzed.
This finding is consistent with evidence that growth in temporary em-
ployment among the “pink-collar” occupations dominated by women
preceded the more recent growth in temporary employment in the
“blue-collar” occupations dominated by men (Segal and Sullivan 1997).

{lext continues on p. 304.)
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364 On the Job

Throughout the entire period, there is no strong skill differentiation
among women, though low-skill women were slightly less likely to work
as temps. Similarly for men, there was relatively little difference in the
probability of temporary employment for workers of different skill
through the mid-1980s. However, during the temporary employment
growth period starting in the late 1980s, a slight skill differentiation
emerged, with the temporary employment rate for lower-skill men sur-
passing that of higher-skill men. These patterns suggest that men work-
ing as temps did so more out of lack of other job opportunities than did
women, particularly in the late 1980s and early 1990s. Note that the
differences in temporary employment by skill in figure 10.8 should not be
overemphasized: they are much smaller than the differences in involun-
tary part-time and unemployment by skill (figures 10.6 and 10.7)."

Additional evidence on these patterns was obtained by analyzing the
contingent workers supplement to the February 1995 CPS. That supple-
ment classifies temps according to their reasons for working as temps:
economic or personal. The predominant reason for temporary employ-
ment was “only type of work could find,” given by 35 percent of prime-
age male temps. A smaller 28 percent of prime-age female temps gave
this reason. In contrast, 17 percent of female temps listed “flexibility of
schedule,” compared to only 9 percent of male temps.

The reasons for working as a temp are broken down by wage quintile
in table 10.2. The economic category includes “only type of work could
find,” “laid off and hired back as a temporary worker,” “hope job leads to
permanent employment,” and other economic reasons. The personal
category includes “flexibility of schedule,” “family/personal obliga-
tions,” “child care problems,” ‘in school /training,” “money is better,”
“to obtain experience /training,” “only wanted to work for a short period
of time,” and other non-economic reasons. The patterns for men are
consistent with the story that men more than women view temporary
work as desirable only when higher-paying, more stable jobs are not
available: almost 60 percent of all men give economic reasons for work-
ing as a temp. Broken down by wage quintile, more than 70 percent of
men in the lowest quintile give economic reasons for working as a temp,
and that percentage declines linearly for the higher-wage quintiles. The
patterns for women are very different. A sim majority—52 percent—
give personal reasons for working as a temp. And in line with the patterns
in figure 10.8, there is no relationship between women’s wage quintile
and the percentage who give economic reasons for working as a temp.

VOLUNTARY PART-TIME EMPLOYMENT

Figure 10.9 graphs the voluntary part-time rate (as a fraction of the labor
force) by wage quintile for women and for men. The difference in the
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Table 10.2 Reason for Temporary Employment Status by Predicted

Wage Quintile
Quintile  Quintile Quintile Quintile Quintile
1 2 3 4 5 Total
Prime-age men
Economic 150 91 74 79 6l 455
71.43% 61.90% 57.81% 54.11% 44.20% 59.16%
Personal 60 56 54 67 77 314
28.57% 38.10% 42.19% 45.89% 55.80% 40.83%
Total 210 147 128 146 138 769

100% 100% 100% 100% 100% 100%
Prime-age women

Economic 84 65 69 82 101 401
51.53% 49.24%  46.94% 51.57% 43.72%  48.19%

Personal 79 67 78 77 130 431
48.47% 50.76%  53.06%  48.43% 56.28% 51.80%

Total le3 132 147 159 231 832

100% 100% 100% 100% 100% 100%

Source: Calculations from February 1995 contingent workers supplement,

overall voluntary part-time employment rate between men and women is
quite large: women’s voluntary part-time rate is many orders of magni-
tude higher. In contrast, the gender differences in the overall rates of
both involuntary part-time and temporary employment are much smaller.

Throughout most of the 1970s and 1980s, the lowest-wage male
workers had the highest voluntary part-time employment rate. The rate
for the low- and middle-wage male quintiles rose fairly steadily through-
out the period. COnly for the highest-wage quintiles did the voluntary
part-time rate stay roughly constant over time (see also table 10A.4).
This suggests a negative relationship between changing wage oppor-
tunities and voluntary part-time employment for men, similar to the
trends in unemployment, involuntary part-time, and temporary employ-
ment for men.

In contrast, the trends in the voluntary part-time rate for women have
been quite different. The voluntary part-time rate expressed as a fraction
of the labor force for all female wage quintiles increased into the early
1970s and decreased thereafter. (See the appendix for a discussion of the
jump in women’s measured voluntary part-time employment induced by
the redesign of the CPS in 1993-1994.) The only quintile that stands
out as having a significantly different rate of voluntary part-time employ-
ment is the middle female quintile during the late 1960s and 1970s.

In contrast to the unemployment, involuntary part-time, and tempo-
rary rates, changes in the voluntary part-time rate appear different when
the population is used as the base. Voluntary part-time employment as a
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3608 On the Job

fraction of the population increased for all female wage quintiles (table
10.1), a trend that is the opposite of the pattern when the rate is ex-
pressed as a fraction of the labor force (figure 10.9). Thus, rapidly rising
female labor-force participation translated into gains in the number of
women in each employment state but a greatly diminished propensity to
be voluntarily employed part-time: among those women opting for la-
bor-force participation, there was a marked decrease in voluntary part-
time employment.

There is no rank ordering by wages in figure 10.9. This suggests that
increased female labor-force participation had similar effects of reducing
the propensity to be voluntarily employed part-time throughout the skill
distribution.

REGRESSION ANALYSIS

The analysis so far implies that men’s skill level affects their choice to be
in any of the four labor market states—unemployment, involuntary part-
time, voluntary part-time, and temporary—in similar ways. The coinci-
dence of falling employment and rising unemployment, involuntary part-
time, voluntary part-time, and temporary employment for low-wage men
suggests that these trends were at least partially caused by declining labor
market opportunities. Moreover, the concurrent increase in both volun-
tary and involuntary part-time employment among low-wage men pro-
vides suggestive evidence for the misclassification hypothesis. The rise in
the fraction of all jobs accounted for by involuntary part-time, voluntary
part-time, and temporary employment among low-skill men is consistent
with a labor supply response induced by decreased labor demand and
falling wages.

Women’s skill level appears to affect the choice to be in any of the four
labor market states in quite different ways (conditional on being part of
the labor force). The voluntary part-time and temporary patterns by skill
for women stand in sharp contrast to the unemployment rate and invol-
untary part-time rate—all in the context of increased overall employment
throughout the period. Although the lowest-wage women saw relatively
small employment gains and increasing unemployment and involuntary
part-time employment, their voluntary part-time rate fell in a way compa-
rable to the pattern for higher-wage women. And in contrast to men,
voluntary and involuntary part-time employment evolved in very different
ways for women, most likely because rising female labor supply con-
founded the effects of falling demand for low-skill workers.

To analyze these trends more formally, this section presents regression
analysis results for changes in employment rates between the period
1971 to 1973 and the period 1988 to 1990. These periods represent
comparable points in the business cycle.'® The hypothesis is that some of
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the changes in the employment rates can be explained as labor supply
responses to changing (relative) wage opportunities driven by shifts in
labor demand.

To test this hypothesis, a multinomial logit was run separately by gen-
der for 1971 to 1973 on seven outcomes: full-time, temporary, involun-
tary part-time, voluntary part-time, unemployed, other (agriculture, self-
employed, with a job but not at work last week), and out of the labor
torce (OLF). The sole regressors were the predicted weekly wage inter-
acted with five wage quintile dummies.

This specification was chosen to focus exclusively on the labor supply
response to demand-driven changes in opportunity wages, hence the ex-
clusion of other regressors.'” Because the predicted wage is exogenous to
individuals’ labor supply decisions, it is a legitimatc, although imperfect,
indicator of their opportunity wages in the market. A change over time in
the predicted wage for a given set of human capital characteristics indi-
cates changing market demand for the skill bundle represented by those
characteristics, assuming that changes in the distribution of wages are
driven primarily by shifts in labor demand. Intcracting the predicted
wage with a dummy for each wage quintile allows for the fact that the
elasticity of labor supply with respect to demand-driven changes in op-
portunity wages may vary by level of skill.

Two different versions of the predicted weekly wage were used. The
first version is simply the predicted wage itself. However, as discussed
earlier, this version probably systematically overstates the wages available
to low-wage workers because they have a lower propensity to work full-
time, full-year, and so are less likely to be included in the first-stage re-
gression of wages on human capital characteristics. Indeed, the drop in
low-skill wages for men during the 1970s and 1980s calculated using this
predicted wage measure was not as steep as what occurred in the actual
distribution of wages.

The alternate version of the predicted wage compensated for that bias
by using the predicted wage percentile ranking from the first version to
assign wages from the actual full-time wage distribution. Thus, everyone
in the first percentile of the predicted male (female) wage distribution
was assigned the mean wage in the first percentile of the actual male
(female) full-time wage distribution.” By doing this, the mecan wage at
each percentile of the predicted wage distribution is constructed to be
exactly equal to the mean wage at each percentile of the actual full-time
wage distribution.”® Note that the ranking of individuals into high and
low percentiles for the purpose of assigning them to a particular skill cate-
gory is unaffected by this procedure.

This procedure for constructing the alternate predicted wage does not
fully compensate for the potential inaccuracies necessitated by imputing
wages for part-time workers and those out of the labor force, but it does



370 On the Job

make the imputed wage for low-wage workers more accurate. This can
be seen in figure 10.10, which graphs the mean wage at each percentile
of the predicted wage distribution using both methods separatcly for
women (top panel) and men {bottom panel). Note that the mean pre-
dicted wage from the first method is much more compressed than the
mean wage (at cach percentile) from the actual full-time distribution,
which is the same as for the alternate predicted wage: the wage from the
first method is too high at the lower tail of the distribution and too low at
the upper tail of the distribution for both men and women.

The coefhicients from the multinomial regression for 1971 to 1973
were used to predict cmployment probabilitics for each person using the
predicted wage in both 1971 to 1973 and 1988 to 1990. The regression
coeflicients are reported in tables 10A.1 and 10A.2. Tables 10A.3 and
10A 4 report the actual and predicted outcomes for all states except “out
of the labor force,” summarized by wage quintile and normalized so that
they total 100 percent.” Figures 10.11 through 10.14 summarize the
changes in actual and predicted employment rates for comparisen pur-
poses.

The model for both wage measures for women uniformly overpredicts
the increases in full-time employment for all wage quintiles and uni-
formly predicts decreases in all other employment states but temporary
{conditional on participating in the labor force). The changes in pre-
dicted wages do not explain any of the increases in involuntary part-time
employment (figure 10.12). The results for temporary are mixed, show-
ing a predicted decrease using the first wage measure and essentially no
change for the alternate wage measure (figure 10.13). Changes in pre-
dicted wages explain part of the decreased propensity toward voluntary
part-time employment and unemployment, but not the increase in un-
employment for the lowest wage quintile (figures 10.11 and 10.14).

The fact that this regression procedure is better able to capture long-
run trends in voluntary part-time but not involuntary part-time or tempo-
rary cmployment suggests fundamentally different behavioral underpin-
nings between the former and the latter for women. The findings of
Segal and Sullivan (1997) for temporary jobs and Stratton (1996) for
part-time jobs showed that voluntary part-time jobs are less transitional:
the year-to-year probability of remaining in the employment state is
much higher for voluntary part-time work, particularly for women. Com-
bined with the regression results presented here, the implication is that
voluntary part-time employment perhaps should be viewed as more of a
stock than a flow measure, and vice versa for involuntary part-time and
temporary employment. That is, in the long run women choose among
full-time employment, voluntary part-time employment, and remaining
out of the labor force, using involuntary part-time and temporary em-
ployment as bridges between those employment states when needed
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(conditional on participating in the labor force). Consistent with this
view, Stratton documented a much higher transition rate from involun-
tary to voluntary part-time employment than from voluntary to involun-
tary part-timc cmployment.

Further evidence in favor of this finding can been seen by comparing,
the coincident changes in full-time, voluntary part-time, and involuntary
part-time employment for women at different points in the predicted
waggc distribution. Note that the women who realized the greatest gains
in full-time employment—the lowest and middle female wage quin-
tiles—also realized the greatest gains in involuntary part-time employ-
ment; those gains were more than offset by the greatest decreases in vol-
untary part-time employment (figures 10.12 and 10.14). This strongly
suggests that the observed increases in involuntary part-time employment
are due to a rapidly increasing supply of full-time labor that partly out-
paced the available demand for full-time jobs; that is, employers were too
slow to respond to the sharp increase in the supply of women’s full-time
labor. But the fact that these same women realized the greatest increases
in full-time employment suggests that the involuntary part-time employ-
ment state is likely to be temporary for most of them.

The actual increase in women’s temporary employment is undoubt-
¢dly due to the large cxpansion in the demand for temporary staffing
industry services, an expansion which dominated the decrease in tempo-
rary employment implied by rising overall wage opportunities. The con-
current increases in involuntary part-time employment and accompany-
ing larger decreases in voluntary part-time employment for cach wage
quintile could be related to these changes in the relative supply and de-
mand of full-time jobs. Viewed this way, the increase in involuntary part-
time employment was due not to a shifting of full-time to part-time jobs
by employers, Rather, it was due to an increase in the supply of women
looking for full-time jobs that outpaced the increase in demand by em-
ployers. That is, a rapidly rising desire to work full-time caused the in-
crease in involuntary part-time employment and the decrease in voluntary
part-time employment.

The results for men do a better job of predicting actual employment
changes for low-wage than for high-wage workers. Part of the incrcasc in
unemployment and temporary, involuntary part-time, and voluntary part-
time employment is explained by falling real wages (figures 10.11
through 10.14). Indeed, the alternate wage measure, which more accu-
rately reflects falling real wages at the bottom of the wage distribution,
does a better job of predicting the actual changes in employment than
the first predicted wage measure. As with women, however, note that the
bulk of the increase in temporary employment for all wage quintiles is
undoubtedly due to the large expansion in the demand for temporary

(Text continyes on p. 383.)
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staffing industry services, not to changes in overall wage opportunities for
men.

Tables 10.3 and 10.4 use the results from figures 10.11 through 10.14
to examine how much of the change in relztzve employment outcomes
for low- versus higher-skill workers can be explained by the relative
change in predicted wages. The first column reports the difference-in-
difference between the actual change in employment outcomes for the
first wage quintile and the actual change in employment outcomes for
each of the other wage quintiles. The second and third columns do the
same calculation for the changes in predicted employment explained by
changes in predicted wages for the two different predicted wage mea-
sures. The final two columns calculate the percentage of the relative ac-
tual change in employment explained by the relative change in predicted
wages (that is, the ratio of the second column over the first column and
the ratio of the third column over the first column).

The results in table 10.3 demonstrate that changes in relative wages
for the lowest-wage women played a role in changing relative employ-
ment outcomes, though only for some types of employment. The rela-
tively larger increase in unemployment for the lowest-wage workers is
partly explained by the relative deterioration in their opportunity wages
and is robust to the choice of predicted wage measure. In contrast, the
relative increases in involuntary part-time and temporary employment for
the lowest-wage workers are not well explained by relative deterioration
in their predicted wages. And there is no evidence at all of a labor supply
response to changing relative wages as an explanation for the relative
changes in voluntary part-time employment.

The results in table 10.4 show that at least part of the disproportionate
increase in all four labor market states for low-wage men was a labor
supply response to demand-driven declines in wages. The patterns are
robust to the choice of predicted wage measure and stronger for the al-
ternate predicted wage measure. The unemployment patterns are consis-
tent with the results of Juhn, Murphy, and Topel (1991). In addition,

falling wages for low-wage men can explain:

* Only 2 to 3 percent of their more rapid growth in temporary em-
ployment;

* 10 to 20 percent of their more rapid growth in involuntary part-time
employment;

» and 25 to 45 percent of their more rapid growth in voluntary part-
time employment.

Taken together, the latter two results are most striking. They under-
score a role for the misclassification hypothesis: voluntary part-time em-
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ployment is misclassified as involuntary part-time employment because of
falling wages. In an era of declining real wages, when “part-time” is syn-
onymous with “low-wage,” perhaps this should not be surprising. They
also show that, just as for women, voluntary part-time employment for
men is probably more appropriately viewed as a stock measure of long-
run labor supply than are both involuntary part-time and temporary em-
ployment, at least for low-wage men.

As an additional check on the results, the entire distribution of hours
worked for 1971 to 1973 and for 1988 to 1990 was analyzed to deter-
mine whether the rise in part-time employment for low-wage men could
be explained by a shift from working thirty-five hours per week to work-
ing just under thirty-five hours. In fact, the opposite occurred: the frac-
tion of all jobs at thirty-one to thirty-four hours fell from 4.22 to 3.28
percent, while the fraction at thirty-five hours increased from 1.94 to
2.30 percent.

The results on involuntary part-time employment for men might ap-
pear to conflict with Rebecca Blank’s (1998, 266) conclusion that “in-
voluntary part-time employment is not growing much more among the
less-skilled than among other male workers and cannot be the driving
force behind the substantial rises in wage inequality among men.” She
based this conclusion on the observation that involuntary part-time cm-
ployment rose by 2.8 percentage points among male workers with a high
school degree or less (the “less skilled™), compared with a rise of 2.0
percentage points for other male workers. Thus, she found that less
skilled male workers’ involuntary part-time employment rate increased
only 0.8 percentage points faster. In contrast, the results in figurc 10.12
show that involuntary part-time employment among workers in the low-
est prime-age male wage quintile increased 1.3 percentage points faster
than among workers in the highest quintile.

Part of the discrepancy in the measured rates of involuntary part-time
employment is undoubtedly due to different samples and definitions:
Blank looked at all workers, not just prime-age workers; she compared
changes between 1979 and 1993; she considered involuntary part-time
employment as a fraction of all workers (not all workers plus the unem-
ployed, as is done here); and her way of dividing the population into
different skill groups was based solely on education.

Regardless of differences in the way the samples are constructed, how-
ever, Blank’s basic conclusion is not at odds with the results presented
here. In particular, Blank considered whether the causation runs from
rising involuntary part-time employment to changes in the male wage
distribution. This assumcs that everyone indicating involuntary part-time
status faces true hours constraints. The causation addressed here is the
opposite: whether increases in measured involuntary part-time employ-
ment are caused by falling real wage opportunities for low-skill workers,
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assuming at least part of the increase is due to misclassification of volun-
tary part-time workers as involuntary. Viewed this way, both sets of results
are consistent with each other. In particular, the partial evidence in favor
of misclassification presented here makes Blank’s conclusion stronger.

Finally, it is worth noting the recent debate over biases in the Con-
sumer Price Index (CPI) (Boskin et al. 1998; Abraham, Greenlees, and
Moulton 1998). If the Boskin Commmission is correct that the CPI is
overstated by about one percentage point per year, then average wages
have grown much faster in recent years than was previously believed.
However, making the Boskin Commission corrections to the CPI should
not measurably change the results reported here because the steep drop
in real wages for low-wage men since the 1970s was so large (calculated
using the CPI).

CONCLUSIONS

Much of the concern raised over alternative employment arrangements
in recent years has been motivated by deteriorating high-wage job op-
portunities for lower-skilled men. This analysis provides support for a link
between those two phenomena. But it is important to identify properly
the direction of the causation, which is at least partly from falling real
wages to rising part-time employment, both voluntary and involuntary.
The results suggest that some low-skill male part-time workers are mis-
classificd as involuntary; they probably could find a full-timc job at the
same wage. Understanding a male worker’s overall wage opportunities,
not just observing his employment outcome, is important for evaluating
the role of part-time employment in the labor market for men.

The same general conclusion applies for women as well. Rising invol-
untary part-time employment for women was probably driven at least
partly by increases in femate labor-force participation and the supply of
tull-time labor that outpaced what employers were offering: firms may
have been too slow to react to the changes in female labor supply. Thus,
many female involuntary part-timers face hours constraints that are prob-
ably transitory.

In contrast to involuntary part-time employment, almost none of the
rise in temporary employment can be explained by overall changes in
wage opportunities for ¢ither men or women. The most likely cause is a
rise in demand for the services of temporary staffing industry firms.

This evidence strongly suggests that at least some of the long-run
changes in part-time and temporary employment were caused by labor
supply responscs to other changes in the labor market, including changes
in the wage distribution. In particular, a labor supply response can explain
a significant portion—though no more than half—of the increase in these
cmployment rates for lower-skill workers relative to higher-skill workers.
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Thus, not all incrcases in “involuntary” part-time and temporary employ-
ment were forced on workers who would rather have had full-time jobs. In
the face of low-paying full-time jobs, some of these workers voluntarily
opted for alternative employment in part-time and temporary jobs.

APPENDIX

The data used for the analysis are drawn from the March 1964 to 1996
CPsS files, the February 1995 CPS contingent workers supplements, and
the May 1985 CPS work schedules, multiple jobholding, and premium
pay supplement. The demographic characteristics in the wage regressions
included racc, marital status, a full set of education dummy variables, and
a full set of age dummy variables. Age dummies were used because po-
tential experience is a poor proxy for women’s actual experience. How-
ever, note that any value for a potential expericnce dummy variable (age
— education — 6} can be cxpressed as a linear combination of age and
education dummy variables. So substituting a full set of potential experi-
cnce dummy variables for the age dummy variables would have no effect
on the estimates.

The 1994 redesign of the CPS addressed a number of problems in the
survey methodology of the old survey instrument. The most significant
changes due to the survey redesign were in measured employment for
women—their aggregate employment-to-population ratio increased by
1.6 percent—and in measured part-time employment for the workforce—
the aggregate proportion of employed who work part-time incrcased by
almost 10 percent (for a detailed discussion, see Polivka 1996a).

The effect of the change in survey methodology on the measured
trends appears to be quite minor for women’s employment rates (see
figure 10.5). Only for the first and third wage quintiles does the 1993 to
1994 change in employment rates appear slightly higher than what
might have been expected from extrapolating the 1990 to 1993 trend. In
contrast, there is a substantial 1993 to 1994 incrcasc in measured volun-
tary part-time cmployment rates for women in figures 10.2 and 10.9 that
is undoubtedly due to the change in survey methodology. Regardless, the
conclusions here are unaffected by the change in survey methodology
because it did not alter the rank ordering of employment and voluntary
part-time rates by skill for 1994 to 1996 compared to the years leading
up through 1993.
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Table 10A.1 Coefficients from Multinomial Logit Regressions:
Prime-Age Women

Employment State Predicted Wage #1 Alternate Predicted Wage
Unemployed
Wage percentiles 1 to 20 0.024 0.062**
Wage percentiles 21 to 40 0.019 0.037**
Wage percentiles 41 to 60 —0.005 0.006
Wage percentiles 61 to 80 —0.003 0.008
Wage percentiles 81 to 100 —0.007 0.002
Constant —3.007** —3.105**
Temporary
Wage percentiles 1 to 20 —0.346 -0.127
Wage percentiles 21 to 40 —0.096 0114
Wage percentiles 41 to 60 —0.050 0.121
Wage percentiles 61 to 80 -0.022 0.119
Wage percentiles 81 to 100 —0.095 0.01¢
Constant —5.673%* —7.138**
Involuntary part-time
Wage percentiles 1 to 20 ~0.109* —0.043
Wage percentiles 21 to 40 —-0.131** —-0.076**
Wage percentiles 41 to 60 —0.152** —0.098**
Wage percentiles 61 to 80 —0.136** —0.069**
Wage percentiles 81 to 100 ~0.106** —0.043**
Constant —2.966** - 3.490**
Voluntary part-time
Wage percentiles 1 to 20 0.060** 0.024
Wage percentiles 21 to 40 0.086** 0.055%*
Wage percentiles 41 to 60 0.110** 0.080**
Wage percentiles 61 to 80 0.105** 0.063**
Wage percentiles 81 to 100 0.093** 0.050**
Constant —2.549** —2.247**
Other
Wage percentiles 1 to 20 0.076*~ 0.084**
Wage percentiles 21 to 40 0.087** 0.080**
Wage percentiles 41 to 60 0.093** 0.080**
Wage percentiles 61 to 80 0.107** 0.080**
Wage percentiles 81 to 100 0.087** 0.056**
Constant —2.888** —2.738**
Full-rime
Wage percentiles 1 to 20 0.199** 0.119**
Wage percentiles 21 to 40 0.209** 0.127**
Wage percentiles 41 to 60 0.197** 0.112**
Wage percentiles 6] to 80 0.211** 0.111**
Wage percentiles 81 to 100 0.185** 0.088**
Constant —2.163** —1.373**

Note: “Out of labor force™ is the comparison group.
**Significant at .05 level.
*Significant at .10 level.
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Table 10A.2  Coefficients from Multinomial Logit Regressions: Prime-

Age Men
Employment State Predicted Wage #1 Alternate Predicted Wage
Unemployed
Wage percentiles 1 to 20 —0.124** —0.075**
Wage percentiles 21 to 40 —0.130** —0.090**
Wage percentiles 41 to 60 -0.132** —0.092*%*
Wage percentiles 61 to 80 —0.140** —0.096**
Wage percentiles 81 ro 100 —0.130** —0.078**
Constant —1.068** - 1.806**
Temporary
Wage percentiles 1 to 20 -0.202 —-0.104
Wage percentiles 21 to 40 —-0.165 - 0.086
Wage percentiles 41 to 60 —0.217** -0.149
Wage percentiles 61 to 80 —-0.168** —0.092
Wage percentiles 81 to 100 —0.154** —0.078
Constant —5.285%* —6.566**
Involuntary part-time
Wage percentiles 1 to 20 —0.203** —0.156**
Wage percentiles 21 to 40 —0.211** —0.167**
Wage percentiles 41 to 60 -0.192** —0.144**
Wage percentiles 61 to 80 —0.193** —0.137**
Wage percentiles 81 to 100 —0.197** —0.126**
Constant —2.271** —3.210*%*
Voluntary part-time
Wage percentiles 1 to 20 —0.156** - (0.087**
Wage percentiles 21 to 40 —0.135** —0.076**
Wage percentiles 41 to 60 —0.108** —0.051**
Wage percentiles 61 to 80 —0.093** —0.037**
Wage percentiles 81 to 100 —0.073** —0.023%*
Constant —2.440** —3.410**
Other
Wagg percentiles 1 to 20 —0.023** 0.040**
Wage percentiles 21 to 40 -0.011 0.036**
Wage percentiles 41 to 60 —0.017** 0.021**
Wage percentiles 61 to 80 —0.014** 0.018**
Wage percentiles 81 to 100 —-0.012** 0.012**
Constant —1.358** —1.940**
Out of labor force
Wage percentiles 1 to 20 —0.171** 0.110**
Wage percentiles 21 to 40 —0.163** 0.110**
Wage percentiles 41 to 60 - 0.156** —0.104**
Wage percentiles 61 to 80 —0.155** —0.098**
Wage percentiles 81 to 100 —0.126** —0.065**
Constant 0.049 —0.509**

Note: “Full-time” is the comparison group.
**Significant at .05 level.
*Significant at .10 level.
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NOTES

1.

These figures arc based on March CPS calculations for the nonagricultural
workforce. Only people who usually work part-time are counted as part-
time; those who usually work full-time but are temporarily working part-
time hours during the survey week are excluded (Levenson 1996).

Estimates of the size of the temporary staffing industry from household-
versus employer-based surveys are markedly different (Segal and Sullivan
1997).

Some authors have shown evidence that not all changes in the wage distri-
bution were demand-driven. However, there is little objection to the con-
clusion that a large number, if not the vast majority, of the changes werc
demand-driven.

This is consistent with the general findings that part-time and temporary
jobs arc more transitional than full-time jobs (see discussion later in the
chapter).

. Rebceca Blank (1998) has a nice treatment of this issuc in her discussion of
policy options regarding part-time, temporary, and other forins of “contin-
gent” employment.

. Note that the jump in voluntary part-time employment for women in 1994
(figure 10.2) is the reason for the jump in voluntary part-time employment
for the entire prime-age workforce (figure 10.1), and for the jump in the
overall part-time employment rate for both women (figure 10.2) and the
entire prime-age workforce (figure 10.1). As explained in the appendix, this
increase in women’s voluntary part-time employment was due to neither a
sudden change in women’s labor supply nor a sudden change in the types of
jobs offered by employers, but to a change in the way the CPS measures
employment.

Typical press coverage touts the fact that Manpower is the “largest em-
ployer” in the United States because it issues the largest number of W-2 tax
forms per year. However, owing to the short duration of temporary assign-
ments, the average number of temps working through Manpower (or any
other staffing agency) each day is much lower than the number of W-2
forms issued at the end of the year.

The second-most-common reason recorded in the CPS, “slack work,” is a
measure of demand-driven reasons for working part-time temporarily. For
those people who usually work part-time, it is likely that “slack work” is a



10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.
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misclassification: “slack work™ may indicate that the worker is working
fewer hours than normal. But if he or she usually works part-time, then
“slack work™ is not an appropriate response to the question that seeks to
determine voluntary versus involuntary part-time status. In a previous study,
I used “slack work” part-time employment among workers who were usu-
ally full-time to measure how firms choose between lavoffs and reduced-
hours employment (Levenson, forthcoming).

. Segal and Sullivan (1997) discussed the biascs inherent in using the CPS to

measure temporary help workers. Unfortunately, the CPS is the only data
suirable for the objective of the present analysis—relating trends in tempo-
rary employment to changes in individual wage opportunities.

The redesign of the CPS in 1994 presents some potential difficulties for
interpreting trends in these rates for 1964 to 1993 versus 1994 to the pres-
ent. See the appendix for a discussion.

For those with pensions whose value depends on carnings in the last few
years of work before retirement, they could retire from the company where
they worked the full-time job and take a part-time job at another company.

Note also that the general pattern of changes by predicted wage quintile for
women is unchanged when considering unemployment as a fraction of the
population (rable 10.1).

Note that, just as for unemployment, the general pattern of changes by
predicted wage quintile for women is unchanged when considering invol-
untary part-time employment as a fraction of the population (table 10.1).

This definition of temp is preferable to the definition in Levenson (1996},
which included both managers and nonmanagers.

Just as for unemployment and involuntary part-time cmployment, the gen-
cral pattern of changes by predicted wage quintile for women is unchanged
when considering temporary employment as a fraction of the population

(table 10.1).

They were also chosen for ease of comparison with Juhn, Murphy and
Topel’s (1991) results.

Note that the variables used to construct the predicted wage cannot be in-
cluded in the multinomial logit because the predicted wage would have no
independent explanatory power.

In this case, the full-year restriction was relaxed when calculating the mean
wage at each percentile of the actual full-time wage distribution.

If X; is the mean wage from the first method for predicted wage percentile i,
then the alternate predicted wage for everyone in percentile i is equal to X;
— G, where C; is the difference between the mean wage for everyone in the
ith percentile of the predicted wage distribution and the mean wage for
everyone in the ith percentile of the actual full-time wage distribution.

That is, the denominator for each rate is the labor force.
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Chapter 11

Alternative and Part-Time Employment
Arrangements as a Response
to Job Loss

Henry S. Farber

he purpose of this study is to examine the extent to which workers

who lose jobs find work in alternative employment arrangements,
including temporary work and independent contracting and in voluntary
or involuntary part-time jobs, rather than as conventional full-time em-
ployees. My analysis is based on data from the Displaced Workers Survey
(DWS), supplements to the February 1994 and 1996 Current Population
Survey (CPS), which I match to the Contingent and Alternative Employ-
ment Arrangements Supplements (CAEAS) to the February CPS in the
subsequent years (1995 and 1997, respectively). These data allow me to
identify job-losers in the DWS, and they contain detailed information on
their postdisplacement employment arrangements from the CAEAS.

Interest in this subject is motivated by several factors. First, although
employment in the United States has grown steadily for the last twenty
years, there is substantial concern about the quality of the stock of jobs.!
Areas of concern include the increased inequality in wages, a decline in
real wages, a decline in real wages at the lower end of the distribution,
and reductions in important fringe benefits, such as employer-provided
health insurance.” Second, concern has developed in the last decade re-
garding high rates of job loss and reduced job security.® Finally, there has
been concern about an increase in the fraction of the workforce in part-
time and temporary jobs.* The evidence also suggests that these jobs are
not comparable to regular jobs in the pay, fringe benefits, and oppor-
tunities for advancement they offer (sce, for example, Blank 1989,
1990a; Ferber and Waldfogel 1996; Montgomery and Cosgrove 1993,
and Tilly 1991).

The interaction between job loss and alternative work arrangements
has not been examined in previous work. In my earlier work (Farber
1997a), I found that workers who lose jobs are more likely to be reem-
ployed in part-time jobs, and that even when reemployed in a full-time
job, they earn significantly less than they did prior to their job loss. Part

398
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of these costs associated with job loss may be related to difficulty finding
a conventional employment arrangement. The central goal of this study
is to provide statistical evidence on the extent to which alternative em-
ployment arrangements are in fact a common response to job loss. I find
that temporary employment and involuntary part-time employment are
uscd disproportionately by job-losers, and T also investigate in some de-
tail whether these alternative employment arrangements are a transitional
experience for job-losers.

THE FEBRUARY 1995 AND FEBRUARY 1997 CAEAS DATA

The February 1995 and 1997 Contingent and Alternative Employment
Arrangements Supplements to the CPS contain information on alterna-
tive employment arrangements held at the survey date. Workers in alter-
native employment arrangements include independent contractors, con-
sultants, free-lance workers, other self-employed workers, temporary
workers, on-call workers, and contract workers. To focus the analysis, 1
combine these into three categories. The first, which I call “independent
contractors,” consists of independent contractors, consultants, and free-
lance workers. The second is composed of other self-employed workers
(“other self-employed”). The third, which I call “temporary workers,”
consists of temporary, on-call, and contract workers.’

To place workers in these categories, I use data from the basic CPS
questionnaire as well as from the CAEAS. Specifically, a worker is classi-
fied as an independent contractor if he or she is employed at the survey
date, is classified as self-employed in the basic CPS, and responds affir-
matively in the CAEAS that he or she is “sclf-cmployed as an indepen-
dent contractor, independent consultant, free-lance worker, or some-
thing else.” A worker is classified as “other self-employed™ if he or she is
employed at the survey date, is classificd as sclf-cmployed in the basic
CPS, and is not classified as an independent contractor as defined here.® A
worker is classified as a temporary worker if he or she is employed at the
survey date, is not classified as either type of selt-employed worker, and
responds affirmatively that he or she is in a temporary job, works for a
temporary work agency, is an on-call worker, is a day laborer, or is a con-
tract employee. All other workers (including part-time) are classified as
“regular” workers.

THE INCIDENCE OF ALTERNATIVE EMPLOYMENT ARRANGEMENTS

The first four columns of table 11.1 contain weighted breakdowns of
employment arrangements for 102,318 individuals in the February 1995
and 1997 CAEASs ages twenty to sixty-six who are employed at the sur-
vey date.” The first row of the table contains the breakdown for the entire
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sample and shows 82.5 percent in regular employment relationships, 5.9
percent as independent contractors, 5.4 percent as other self-employed,
and 6.2 percent as temporary workers.

The last three columns of table 11.1 contain weighted breakdowns of
full and part-time status for the same sample. The full- and part-time
distinction is made using data from the basic CPS information on hours
of work. Part-time workers are those whose total hours on all jobs are less
than thirty-five per week.® Those part-time workers who report a prefer-
ence for working full-time and who report being part-time for economic
reasons (slack work, can’t find a full-time job, seasonal work) are classi-
fied as “involuntary part-time.” The remainder are classified as “volun-
tary part-time.” The first row of the table contains the breakdown for the
entire sample and shows 84.7 percent in full-time employment relation-
ships, 10.8 percent as working voluntary part-time, and 4.5 percent as
working involuntarily part-time.

The remainder of table 11.1 contains breakdowns of employed work-
ers by type of employment and full-part-time status separately by sex,
education level, and age.” A significantly larger fraction of females than
malcs (85.1 percent versus 80.2 percent) are in regular employment rela-
tionships, owing to the fact that females are significantly less likely than
males (8.5 percent versus 13.8 percent) to be self-employed (cither
type). There is only a small difference by sex in the rate of temporary
employment. Despitc being more likely to be in regular employment ar-
rangements, females are substantially more likely than males to be em-
ployed part-time. The overall differential of 15.3 percentage points is ac-
counted for largely by a 13.5-percentage-point differential in the rate of
voluntary part-time employment, which is supplemented by a 1.9-per-
centage-point differential in the rate of involuntary part-time employ-
ment. These differences are likely to reflect systematic differences in labor
supply between men and women.

There is not a strictly monotonic relationship between education cate-
gory and the incidence of regular employment relationships, but the
most obvious pattern is that workers with at least sixteen years of educa-
tion have lower rates (by two to four percentage points) of regular em-
ployment than do workers with less education. This is accounted for by
higher rates of self-employment (both types) among workers in the high-
est education category. With respect to part-time employment, the most
striking difference is that workers in the highest cducation category have
substantially higher full-time employment rates than do workers with less
education. Workers with twelve years of education have an intermediate
rate of tull-time employment. The fact that the involuntary part-time rate
is monotonically declining with education accounts for these findings
(along with the unusually high voluntary part-time rate for workers with
thirteen to fifteen years of education).
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Table 11.2  Part-Time Status of Workers Ages Twenty to Sixty-Six, by
Employment Arrangement: February 1995 and 1997

CAEAS (Row Fractions)

Voluntary Involuntary
Group Full-Time Part-Time Part-Time
Regular 0.874 0.092 0.034
Contractor 0.756 0.148 0.097
Other sclf-employment 0.781 0.151 0.069
Temporary 0.638 0.244 0.119
All 0.847 0.108 0.045

Nore: N = 102,318,

The fraction of workers in regular employment relationships declines
monotonically with age. This results from an increase with age in the
proportion of workers who are self-employed (both types) and a decrease
with age in the fraction of workers who are in temporary jobs. The tem-
porary job rate is particularly high for workers in the youngest age cate-
gory. Full-time employment rates are lowest for workers in the youngest
and oldest age categories, primarily owing to high voluntary part-time
rates among workers in these two age categories. Thesc lower rates may
reflect part-time work while enrolled in school (for the youngest work-
ers) and a decrease in the labor supply of workers approaching retirement
(for the oldest workers).

Note that the type of employment arrangements and full-part-time
status are not independent. Table 11.2 contains a cross-tabulation of em-
ployment arrangements with part-time status for the 102,318 workers in
the combined February 1995 and February 1997 samples used in table
11.1." Regular workers are substantially more likely to be full-time and
less likely to be in either part-time category than are workers in the other
employment arrangements. At the other extreme, temporary workers are
least likely to be full-time and most likely to be in either part-time cate-
gory. Fully 24 4 percent of temporary workers are voluntarily part-time,
and 11.9 percent of temporary workers are involuntarily part-time. This
compares with 9.2 percent of regular workers in voluntary part-time jobs
and 3.4 percent of regular workers in involuntary part-time jobs. The
self-employed categories are intermediate in their full- or part-time status.

MATCHING THE FEBRUARY DWS
AND FEBRUARY CAEAS DATA

The first step in matching the February 1994 and 1996 DWS with the
February 1995 and 1997 CAEAS, respectively, is to define the pool of
individuals eligible to be matched from the DWS. To be eligible to be in
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the CPS in both the DWS and CAEAS in the subsequent year, a house-
hold must be in one of its first four months in the sample in the DWS,
Such a household is then eligible to be in the sample in the CAEAS in the
subsequent year (in one of its four months back in the sample after an
eight-month hiatus). But because addresses rather than specific house-
holds or individuals are sampled and surveyed, only individuals who have
not moved in the intervening year are eligible to be matched. Informa-
tion contained in the CPS since 1994 is meant to allow an exact match of
individuals across CPSs, but to reduce the likelihood of coding errors
leading to inappropriate matches, I also match on a set of demographic
characteristics (age, sex, and race).

I restrict my analysis to individuals age twenty to sixty-four in the Feb-
ruary DWS (1994 and 1996). There are 39,841 individuals in this age
group in rotation groups 1 through 4 in February 1994, and there are
34,689 individuals in this age group in rotation groups 1 through 4 in
February 1996. Thus, 74,530 individuals are ¢ligible to be matched with
individuals in the CAEAS in the subsequent year (February 1995 or Feb-
ruary 1997). Of these, I am able to match 50,620, for a match rate of
67.9 percent. A problem is that the match rate depends centrally on
whether individuals have changed residence between the survey dates.
Not surprisingly, workers who lose jobs (defined precisely later in this
section) are more likely to change residence. The match rate among job-
losers is 65.4 percent, compared with a 69.1 percent match rate among
non-job-losers. The lower match rate among job-losers is particularly un-
fortunate given the focus of this study, but there is no obvious solution to
this problem.

It might be expected that the distribution of type of employment in
the CAEAS in the subsequent year would be related to the probability of
matching, and that those in alternative employment relationships would
be less likely to be matched. It turns out that there are generally small
differences in the distributions of employment arrangements by whether
the observation was matched. Specifically, recall that 82.5 percent of the
overall sample from the CAEAS (including all eight rotation groups)
were employed in regular jobs. Among those matched, 82.9 percent
were employed in regular jobs. The comparisons for the other categories
are fairly closc: independent contractors (5.9 percent overall versus 5.6
percent matched), other self-employed (5.4 percent overall versus 6.8
percent matched), and temporary (6.2 percent overall versus 4.7 percent
matched). The fact that other self-employed are more likely to be
matched may reflect the fact that, based on the algorithm that defines
this category, it includes independent business owners, whose businesses
arc not likely to be gcographically mobile. On the other hand, temporary
workers are less likely to be matched. Although nothing can be done
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about this problem, it is important to note these differences in match
rates.

JOB Loss As DEFINED BY THE DiSPLACED WORKERS SURVEY

The February 1994 and 1996 Displaced Workers Survey asks whether
they were displaced from a job at any time in the preceding three-year
period (1991 to 1993 and 1994 to 1996, respectively). Other events,
including quits and being fired for cause, are not considered displace-
ment. Thus, the supplement is designed to focus on the loss of specific
jobs that result from business decisions of firms unrelated to the perfor-
mance of particular workers.

The central purpose of using the DWS in this study is to identify indi-
viduals who have lost a job in the relevant intervals. Although job loss as
measured by the DWS almost certainly does not represent all job loss
which we ought to be concerned, it does represent the best available
source of data on job loss. (For a detailed discussion of the definition and
limitations of the measure of job loss from the DWS, see Farber 1997a.)
Overall, 6,637 individuals age twenty to sixty-four rcported in the Febru-
ary 1994 DWS that they had lost a job in the 1991 to 1993 period.
Similarly, 6,459 individuals age twenty to sixty-four reported in the Feb-
ruary 1996 DWS that they had lost a job in the 1994 to 1996 period." Of
these 13,096 job-losers, 6,733 were in rotation groups 1 through 4 and
hence are potentially matchable to the subsequent CPSs with the
CAEAS.

THE FINAL MATCH

Of the 50,620 individuals age twenty to sixty-four in the February 1994
and 1996 CPS who were successfully matched to the February 1995 and
1997 CPS, 2,145 were not interviewed for the Displaced Workers Survey,
so that there is no information on job loss for these workers. These indi-
viduals are dropped from the analysis. Although only the employed were
eligible to be interviewed for the CAEAS, T am interested in all employ-
ment-related outcomes for displaced workers. Thus, for now I retain
those who are not employed at the CAEAS date. But 3,412 employed
individuals were not administered the CAEAS. When these nonrespon-
dents are climinated from the sample, there are 45,063 individuals, in-
cluding 4,102 job-losers, left in the matched sample, and they form the
core of the analysis using the matched data. There is complete informa-
tion for this sample on job loss in the three-year period prior to the DWS
and on employment arrangements in the subsequent CAEAS. Of the
45,063 individuals in the sample, 33,296 are employed at the relevant
CAEAS date.
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JOB LOSS AND ALTERNATIVE EMPLOYMENT
ARRANGEMENTS: THE MATCHED DATA

Table 11.3 contains a breakdown of employment arrangements at the
CAEAS date by whether the individual reported a job loss in the three
years prior to the relevant DWS. The sample contains all individuals,
whether employed at the CAEAS date or not. In particular, it shows the
fraction of the sample separately for job-losers and non-job-losers who
are in each type of employment (or nonemployment) arrangement. I also
present the difference between the rates for non-job-losers and the rates
for job-losers, and I call this difference the job-loss differential.

These data include individuals who are not emploved in order to high-
light two issues. First, individuals who lost jobs in the three years prior to
the DWS are more likely than non-job-losers (by 6.2 percentage points)
to report being unemployed a year after the DWS date.”” Second, job-
losers are less likely than non-job-losers (by 6.8 percentage points) to be
out of the labor force (OLF) a year after the DWS date because, in order
to have lost a job, workers must have been employed at some point in the
three years prior to the DWS. Many of the workers who were not job-
losers have been out of the labor force for a long period of time (or were
never in the labor force).

It would be most appropriate to omit workers with no long-term at-
tachment to the labor force from the analysis because they are not (to a
first approximation) affected by job loss, but it is not possible to identify
these workers. I proceed by analyzing the employment status of the sam-
ple of workers who are employed at the CAEAS date. Since a substantial
fraction of job-losers are not employed (25.6 percent in table 11.3), this
analysis errs in excluding individuals who were affected by job loss.
Nonetheless, it gives the clearest picture of the distribution of employ-
ment arrangements subsequent to job loss and of how this distribution is
related to a history of job loss.

Table 11.4 is organized identically to table 11.3 with the difference
that the breakdown in table 11.4 recomputes the fraction of workers in
each type of employment relationship excluding those who are not em-
ployed. The results show that employed job-losers have a smaller proba-
bility than non-job-losers of being in a regular job. The job-loss differen-
tial for temporary work is positive, suggesting that job-losers who find
work are substantially more likcly than non-job-losers (by 5.7 percentage
points) to be in temporary jobs. Another difference is that job-losers are
less likely (by 3.1 percentage points) to be “other self-employed,” but
there is not a significant job-loss differential in the probability of being an
independent contractor. The analysis in table 11.3 which includes those
not employed, vields the same qualitative results.

A word is required on the interpretation of the two self-employed cat-
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Table 11.4 Workers Ages Twenty to Sixty-Four (at DWS Date) in
Specific Alternative Employment Arrangements, by
Job-Loss Status: Matched DWS-CAEAS Data

Other
Group Regular Contractor Self-Employment Temporary
Non-job-losers 0.830 0.063 0.060 0.047
(0.002) (0.001) (0.001) (0.001)
Job-losers 0.805 0.062 0.029 0.105
(0.007) (0.004) (0.004) (0.004)
Difference —0.025 —0.001 -0.031 0.057
{0.007) {0.005) (0.004) {0.004)

Note: Based on tabulations from the matched February 1994 and 1996 DWS to the CPS with the
February 1995 and 1997 CAEAS to the CPS, respectively. All fractions are weighted by CPS sam-
pling weights. The numbers in parentheses are standard errars. N = 33,296.

egories. The “independent contractor” category includes self-employed
workers who say that they are independent contractors, independent
consultants, free-lance workers, or something else. This appears to be the
category that captures the sort of self-employment arrangements that in-
dividuals find themselves in after leaving a company and perhaps per-
forming the same function for their old employer on a contract basis or
starting a “consulting”™ business selling their services. The “other self-
employed” category is the residual category and probably captures
owners of small businesses. As such, the “contractor” category is more
likely to be used by job-losers than “other/self-employed.” This is con-
sistent with the tabulations in tables 11.3 and 11 .4.

The next step is to carry out multivariate analyses of the probability of
employment by type in order to estimate the job-loss differentials in em-
ployment probabilities controlling for demographic characteristics.
Given the similarity of the relationship between job loss and type of em-
ployment found in the analysis that includes those not employed and the
analysis that focuses on those employed, I continue using only the sam-
ple composed of those employed at the CAEAS survey date. I estimate
simple probit models of the probability of cmployment of the various
types as a function of job-loss status, age, education, sex, marital status,
the interaction of sex and marital status, and race."

The key variable for the purposes of this study is the job-loss indicator.
Its normalized coeflicient measures the adjusted (for demographic char-
acteristics) job-loss differential in the probability of employment of the
indicated type controlling for the observable demographic characteris-
tics."* The differences in the structure of employment relationships across
demographic groups implicit in the probit estimates arc as noted in the
raw tabulations in table 11.1 from the February 1995 and 1997 CAEAS;
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for this reason, the estimates of the coeflicients of the demographic vari-
ables arc not presented here.

The first row of table 11.5 contains the adjusted job-loss differentials
for the overall samplc of 33,095 workers. The results are similar to the
unadjusted differences found in table 11.4. Job-losers are about 2.8 per-
centage points less likely than non-job-losers to be in regular jobs. There
is no difference by job-loss status in the probability of being an indepen-
dent contractor, but job-losers are significantly less likcly than non-
job-losers (by 3.1 percentage points) to be in “other self-employed”
jobs. Job-losers are significantly more likely to be in temporary jobs (by
4.1 percentage points).

The job-loss differentials in the first row of table 11.5 control for ob-
scrvable differences across workers, but they constrain the job-loss differ-
ential in the employment outcomes to be the same for all types of work-
ers. I relax this restriction by estimating separate probit models for
various categorics of workers. Each of these probit models contains the
same set of variables as the overall model (omitting the set of variables on
which the particular subsample is stratified). The remaining rows of table
11.5 contain the normalized probit cocflicients of the job-loss dummy
variable from each of these models for (1) separate models by sex and
marital status, (2) separate models by educational category, and (3) sepa-
rate models by age category.

The adjusted job-loss differentials estimated from separate probit
models by sex and marital status are not very different. The adjusted job-
loss differentials show lower probabilities of regular cmployment and
other-self-employment for job-losers, and these differentials are largest
for unmarried workers of both sexes. This is offset largely by higher prob-
abilities of temporary work for job-losers. Single females who lose jobs
also show a higher probability of being an independent contractor.

The adjusted job-loss differentials estimated from separate probit
models by educational category suggest that there is a contrast in the job-
loss differentials between workers with less than sixteen years of educa-
tion and workers with sixteen or more years of education. Although job-
loscrs with less than sixteen years of education are about one percentage
point less likely than non-job-losers to be employed in a regular job, job-
losers with at least sixteen years of education are tully six percentage
points less likely than non-job-losers to be employed in regular jobs. This
difference across education groups appears to be accounted for largely by
a higher adjusted job-loss differential in the probability of being an inde-
pendent contractor (about 1.8 percentage points for highly educated
workers compared with zero for less educated workers), and by a higher
adjusted job-loss differential in the probability of being a tcmporary
worker (about 5.1 percentage points for highly educated workers com-
pared with 3.5 to 4.0 percentage points for less educated workers). Job-
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Table 11.5 Job-Loss Differential in Probability of Employment of
Workers (Employed at CAEAS Date) Ages Twenty to
Sixty-Four (at DWS Date), by Type: Normalized Probit
Estimates Using Matched DWS-CAEAS Data

Other
Group Regular  Contractor  Self-Employment  Temporary
All -0.0277 0.0010 -0.0313 0.0414
{0.0068)  (0.0042) (0.0049) {0.0033)
Sex-marital status
Single male -0.0339  —0.0073 —0.0242 0.0514
(0.0168)  (0.0107) (0.0101) (0.0096)
Married male —-0.0132 —-0.0039 —0.0548 0.0416
(G.0119)  (0.0085) {0.0095) (0.00406)
Single female —0.0529 0.0133 0.0080 0.0266
(0.0126)  (0.0052) (0.0055) (0.0090)
Married female —0.0259  -0.0001 —0.0410 0.0439
(0.0132)  (0.0080) (0.0106) (0.0065)
Education
Less than twelve years —0.0105 —0.0066 -0.0314 0.0354
{0.0252)  (0.0147) {0.0174) (0.0137)
Twelve years —-0.0196 —0.0149 -0.0308 0.0422
(0.0116)  (0.0076) (0.0084) (0.0052)
Thirteen to fifteen years —0.0123 0.0011 -0.0317 0.0332
(0.0118)  (0.0069) {0.0079) (0.0064)
Sixteen years or more —-0.0614 0.0183 —0.0311 0.0514
{0.0116)  (0.0076) (0.0084) (0.0052)
Agc
Twenty to twenty-four —0.0156 0.0079 —0.0042 0.0055
(0.0251)  (0.0056) (0.0084) (0.0229)
Twenty-five to thirty- —0.0189 0.0027 —-0.0121 0.0254
four (0.0122)  (0.0071) (0.0071) (0.0070)
Thirty-five 1o forty-four  —0.0378  —0.0089 —0.0463 0.0564
(0.0118)  (0.0081} (0.0092) (0.0052)
Forty-five to fitty-four —0.0346 0.0161 —0.0343 0.0342
(0.0143)  (0.0090) (0.0113) (0.0057)
Fifty-five to sixty-four 0.0014 -0.0305 - 0.0632 0.0569
(0.0248)  (0.0166) (0.0200) (0.0100)

Note: The estimates are the normalized cocfficients on the job-loss dummy variable from separate
probit models where the dependent variable is the indicator variable for the type of employment in
each column. Other variables included in the probit model include, where appropriate, a constant,
three dummy variables for education category, four dummy variables for age category, and dummy
vartables for sex, marital status, the interaction of sex and marital status, and race. The estimates are
based on the matched February 1994 and 1996 DWS with the February 1995 and 1997 CAEAS,
respectively. The normalized asymptotic standard errors are in parentheses. Alf analyses arc weighted
by CPS sampling weights from 1994 or 1996.
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losers in all educational categories are about 3.0 percentage points less
likely than non-job-losers to be in the “other self-employed™ category.

The remainder of table 11.5 contains the adjusted job-loss differentials
estimated from separate probit models by age category. It appears that
the largest job-loss differential in the probability of regular employment
is for middle-aged workers (thirty-five to fifty-four years of age). The
positive job-loss differential in the rate of tcmporary employment is
shared by workers in all age categories except the youngest. The negative
relationship between job loss and the rate of other self-employment is
stronger among older workers.

To summarize, employed job-losers arc more likely to be in alternative
employment arrangements, broadly defined, than are non-job-losers.
The largest consistent differences are that job-losers are more likely than
non-job-losers to be in temporary jobs, and job-losers are less likely than
non-job-losers to be “other self-employed” workers. There is also some
evidence that highly educated job-loscrs are more likely to be indepen-
dent contractors relative to similarly educated non-job-losers.

Is TEMPORARY EMPLOYMENT SUBSEQUENT TO JOB LOSS
A TRANSITIONAL EXPERIENCE?

There are at least two interpretations of the finding that workers who
have lost jobs are more likely to be in temporary jobs. The first is that
temporary employment relationships are used by some workers in a tran-
sition period following job loss owing to difficulty in finding regular em-
ployment. Following this transition period, displaced workers find regu-
lar employment. The second interpretation is that the relationships
between job loss and temporary employment are the result of un-
measured heterogeneity across workers so that workers who tend to be
employed in temporary jobs are also workers who arc more likely to lose
jobs regardless of the type of job they are holding.

Although the data do not allow me to make a definitive determination
of the relative importance of these two explanations, there is some evi-
dence available that can shed some light on this issue. The first explana-
tion (alternative employment as a transition phase) implies that the prob-
ability that a worker holds a temporary job declines with time since
displacement. The second explanation (unmeasured heterogeneity) has
no such implication.

I investigate this implication directly using the matched sample and
information available in the DWS reporting the year of job loss. Unfor-
tunately, the design of the 1994 and 1996 DWS was such that the year of
job loss was asked only of individuals who reported losing a job for a
subset of the allowed reasons. Specifically, individuals who reported los-
ing a job owing to a plant being closed, slack work, or a position or shift
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Table 11.6 Employment Arrangements of Workers (Employed at
CAEAS Date) Ages Twenty to Sixty-Four (at DWS Date),
by Years Since Job Loss: Matched DWS-CAEAS Data

Other
Years Sincc Loss Regular Contractor Self-Employment Temporary
Two years 0.795 0.055 0.032 0.118
(0.013) (0.008) (0.008) (0.007)
Three years 0.816 0.058 0.029 0.097
(0.015) (0.010) (0.009) {0.009)
Four years 0.829 0.074 0.019 0.078
(0.015) (0.010) (0.009) {0.009)
No loss 0.830 0.063 0.060 0.047
(0.002) (0.001) (0.001) (0.001)

Noie: Based on tabulations from the merged February 1994 and 1996 DWS with the February 1995
and 1997 CAFEAS, respectively. All fractions are weighted by CPS sampling weights from 1994 or
1996. The numbers in parentheses are standard errors. N = 32,321, including 2,056 job-losers.

being abolished were asked follow-up questions, including the year of
job loss. Individuals who reported losing a job for other reasons were not
asked the follow-up questions. Thus, information on the year of job loss
is available for only 2,056 of the 3,031 workers who reported a job loss in
February 1994 or 1996, were matched to an observation in February
1995 or 1997, and were employed at the survey date in February 1995 or
1997. 1 computed the number of years since job loss for these 2,056
workers. Given that job loss occurred in the three years prior to the DWS
date, years since job loss range from two to four years at the CAEAS date.
Of the 2,056 workers in the sample, 851 reported a loss two years earlier,
612 reported a loss three years earlier, and 593 reported a loss four years
earlier.’

Table 11.6 contains a breakdown of employment arrangements by
years since job loss, and it confirms that the likelihood of regular employ-
ment increases with time since job loss (by 3.4 percentage points from
two to four years, p-value = 0.043). In fact, at four years since job loss
(threc years prior to the DWS date, four years prior to the CAEAS date),
the fraction of job-losers employed in regular jobs is virtually identical to
the fraction of non-job-losers in regular jobs. This can be accounted for
by a decline in the likelihood of temporary employment with time since
job loss (by 4.0 percentage points from two to four years, p-value =
0.00023), although the likelihood of temporary employment among
job-losers still substantially exceeds the likelihood of temporary employ-
ment among non-job-losers, even after four years. There are also offset-
ting movements with time since job loss in the likelihood of being in the
two self-employment categories. However, these movements are not sta-
tistically significant at conventional levels. The movements with time
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since job loss in the likelihood of regular and temporary employment
provide support for the view that temporary employment is used by some
workers as a transition to regular employment.'

BrRIEF COMMENTS ON THE RESULTS ON ALTERNATIVE
EMPLOYMENT ARRANGEMENTS

The advantage of using the matched DWS-CAEAS dara is that detailed
information on employment arrangements allows the identification of al-
ternative employment arrangements made subsequent to job loss. But
there are at least two disadvantages. First, the sample size is rclatively
small, owing to the relatively small fraction of workers who report a job
loss in the DWS, the relatively small fraction of individuals who report
being in an alternative employment arrangement in the CAEAS, and the
inability to match a substantial number of individuals across the two sui-
veys. The second disadvantage is that the information on alternative
work arrangements refers to a point in time substantially after the time of
job loss (at least fourteen months later at best, and up to four years at
worst). To the extent that alternative employment arrangements as a re-
sponse to job loss are part of a transitory phase, these matched data might
substantially understate the use of alternative employment arrangements
as a response to job loss."”

Although I cannot address these issues directly owing to data limita-
tion, I now turn to analysis of part-time employment and its relationship
with job loss. I do this for three reasons. First, part-time employment,
particularly involuntary part-time employment, may be experienced by
job-losers in a transition period. Second, information on part-time em-
ployment is available as part of the basic CPS questionnaire and so is
available at the DWS date (one year more proximate to the job loss) as
well as at the CAEAS date. Third, because observations on part-time sta-
tus are available at two points in time in the matched data (three points in
time for job-losers), I can address directly the question of the transitory
nature of part-time employment subsequent to job loss.

JOB LOSS AND PART-TIME EMPLOYMENT

I begin the analysis of job loss and part-time employment by carrying out
an analysis of part-time employment using the matched DWS-CAEAS
data that parallels the analysis presented earlicr for alternative employ-
ment arrangements. The matched data have measures of part-time em-
ployment at two points in time: the DWS date and the CAEAS date.’®
Since the DWS date is more proximate to the date of job loss (one to
three years) than the CAEAS date (two to four years), a comparison of
the part-time rates at the two dates, as well as measures of the transition
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Table 11.7 Employed Workers Ages Twenty to Sixty-Four (at DWS Date)
in Specific Full- and Part-Time Employment Arrangements, by
Job-Loss Status: Matched DWS-CAEAS Data

Full- Voluntary  Involuntary Voluntary  Involuntary
Time at Part-Time Dart-Time Full-Time  Part-Time Part-Time
Group DWS at DWS at DWS at CAEAS  at CAEAS at CAEAS
Non-job-loser 0.850 0.109 0.041 0.854 0.107 0.039
(0.002)  (0.002) (0.001) (0.002) (0.002) (0.001)
Job-loser 0.794 0.116 0.090 0.842 0.104 .054
(0.007) (0.006) (0.004) (0.006) (0.005) {0.004)
Difference —-0.056 0.008 0.049 -0.011 —0.003 0.015
(0.007) {0.006) (0.004) {0.007) (0.006) (0.004)

Note: Based on tabulations from the matched February 1994 and 1996 DWS with the February 1995
and 1997 CAEAS, respectively. All fractions are weighted by CPS sampling weights from 1994 or 1996,
The numbers in parentheses are standard errors. N = 33,705 at DWS date, and N = 33,296 at
CAEAS date.

rates from part-time to full-time employment, can shed some light on the
extent to which part-time employment is used as a transition strategy
after job loss.

Table 11.7 provides strong evidence that involuntary part-time em-
ployment is an important transition strategy for job-losers. The first three
columns of the table contain the full-time, voluntary part-time, and in-
voluntary part-time rates for non-job-losers and for job-losers measured
at the DWS date. Also presented is the job-loss differential in these rates.
The full-time employment rate is 5.6 percentage points lower for job-
losers than for non-job-losers. This is almost entirely accounted for by a
4.9-percentage-point higher involuntary part-time rate for job-losers rel-
ative to non-job-losers. The important contrast is with the tabulations in
the last three columns of table 11.8, which provide the same breakdown
for part-time employment status at the CAEAS date. Here there is no
significant difference in the full-time rate between job-losers and non-
job-losers, and only a 1.5-pcrcentage-point higher involuntary part-time
rate for job-losers relative to non-job-losers.

As before, the next step is to carry out multivariate analyses of the
probability of the three full- and part-time categories in order to estimate
the job-loss differentials in employment probabilities controlling for de-
mographic characteristics. The first row of table 11.8 contains estimates
of the adjusted job-loss differentials from simple probit models of the
probability of employment of the various types as a function of job-loss
status, age, education, sex, marital status, the interaction of sex and mari-
tal status, and race.” The estimates in the first three columns of table
11.8 use the subset of the matched sample consisting of those individuals
who are employed at the DWS date, while the estimates in the last three
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Table 11.8 Job-Loss Differential in Full- and Part-Time Status of Workers
(Employed at CAEAS Date) Ages Twenty to Sixty-Four {at DWS
Date): Normalized Probit Estimates Using Matched
DWS-CAEAS Data

Full- Voluntary  Involuntary Voluntary  Involuntary
Time at Part-Time Part-Time Full-Time  Part-Time Part-Time
Group DWS at DWS at DWS at CAEAS  at CAEAS  at CAEAS
All - 0.0613 0.0168 0.0354 -0.0219 0.0075 0.0130
(0.0060)  (0.0049) (0.0030) {0.0059) (0.0047) {0.0032)
Sex-marital status
Single male —0.0445 0.0069 0.0355 —0.0124 0.0049 0.0073
(0.0145)  (0.0105)  (0.0091) (0.0137) (0.0098) (0.0091)
Married male —0.0394 0.0104 0.0263 -0.0225 0.0115 0.0095
(0.0053) (0.0037) (0.0036) (0.0052) {0.0032) (0.0038)
Single female —0.0744 0.0164 0.0480 -0.0099 ~0.0004 0.0097
(0.0164)  (0.0138)  (0.0089) {0.0158) (0.0128) (0.6091)
Married female —-0.0920 0.0413 0.0410 -0.0293 0.0012 0.0239
(0.0161) (0.0151) (0.0066) (0.0160) (0.0152) (0.0068)
Education
Less than twelve —0.0775  —0.0056 0.0667 —0.0093 —0.0276 0.0277
years (0.0243)  (0.0183) (0.0162) (0.0255) (0.0176) (0.0173)
Twelve years —-0.0666 0.0279 0.0334 —0.0422 0.0282 0.0122
(0.0106)  (0.0080)  (0.0062) (0.0103) (0.0077} {0.0062)
Thirteen to fifteen  —0.0666 0.0279 0.0334 —-0.0422 0.0282 0.0122
years (0.0106)  (0.0080) (0.0062) (0.0103) (0.0077) {0.0062})
Sixteen years or ~0.0497 0.0036 0.0348 0.0016 —0.0108 0.0093
more (0.0114)  (0.0089)  (0.0052) (0.0112) (0.0095) (0.0054)
Age
Twenty to 0.0276  -0.0700 0.0306 0.0409 —0.0338 —-0.0021
twenty-four (0.0385) (0.0361) (0.0197) (0.0338) (0.0309) (0.0165)
Twenty-five to —0.0580 0.0233 0.0271 —0.0206 0.0118 0.0076
thirty-four (0.0108)  (0.0087)  (0.0056) (0.0111) (0.0086) (0.0062)
Thirty-five to —0.0582 0.0095 0.0371 —0.0177 0.0060 0.0099
forty-four (0.0099)  (0.0077) (0.0049) (0.0096) (0.0072) {0.0050)
Forty-five to fifty- -0.0676 0.0257 0.0340 -0.0209 (0.0015 0.0173
four {0.0104)  (0.0080) (0.0056) (0.01006) (0.0080) (0.0060)
Fifty-five to sixty- -0.1150 0.0561 0.0492 —0.0897 0.0538 0.0316
four (0.0221)  (0.0189) (0.0117) (0.0221} (0.0192) {0.0112)

Note: The estimates are the normalized coefficicnts on the job-loss dummy variable from separate probit
models where the dependent variable is the indicator variable for the type of full- and part-time status in
each column. Other variables included in the probit model include, where appropriate, a constant, three
dummy variables for education category, four dummy variables for age category, and dummy variables for
sex, marital status, the interaction of sex and marital status, and race. The estimates are based on the
matched February 1994 and 1996 DWS with the February 1995 and 1997 CAEAS, respectively. Nor-
malized asymptotic standard ¢rrors are in parentheses. All analyses are weighted by CPS sampling weights

from 1994 or 1996.
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columns use the subset of the matched sample consisting of those indi-
viduals who are employed at the CAEAS date.”

The adjusted job-loss differentials for the overall sample (see the first
row of table 11.8) are similar to the unadjusted differences found in table
11.7. Job-losers are 6.1 percentage points less likely than non-job-losers
to be in full-time jobs at the DWS date, and this difference shrinks to 2.2
percentage points by the CAEAS date. There is a small positive relation-
ship between job loss and voluntary part-time employment at the DWS
date that is not apparent at the CAEAS date. Finally, job-losers are 3.5
percentage points more likely to be involuntarily in part-time jobs at the
DWS date, and this difference falls to 1.3 percentage points by the
CAEAS date.

The estimates in table 11.7 and the first row of table 11.8 present the
consistent picture that involuntary part-time employment is experienced
disproportionately by job-losers. However, the differential rate of invol-
untary part-time employment falls with time, suggesting that this is a
transitional experience for many job-losers.

The probit models underlying the estimates in the first row of table
11.8 control for observable differences across workers, but they constrain
the job-loss differential in the full-part-time employment outcomes to be
the same for all types of workers. As before, I relax this restriction by
estimating separate probit models for various categories of workers. Each
of these probit models contains the same set of variables as the overall
model (omitting the set of variables on which the particular subsample is
stratified). The remaining rows of table 11.8 contain the normalized pro-
bit coeflicients of the job-loss dummy variable from each of these models
for separate models by sex and marital status, separate models by educa-
tional category, and separate models by age category.

The adjusted job-loss differentials estimated from separate probit
models by sex and marital status yield results that are not very different
from those derived from the overall sample. The major exception is that
only married females have a significant job-loss differential in the rate of
involuntary part-time cmployment remaining at the CAEAS date.

The adjusted job-loss differentials estimated from separate probit
models by educational category imply that the job-loss differentials in
full-time employment for workers in all educational categories are signifi-
cantly negative at the DWS date. This is offset by significant positive job-
loss differentials in involuntary part-time ecmployment for workers in all
educational categories. Moving forward one year to the CAEAS date, the
job-loss differentials in full-time employment disappear for workers in
the lowest and highest educational categories but remain substantial for
workers in the intermediate educational categories.

With regard to age, the job-loss differential in full-time employment
for the oldest workers is large and negative at the DWS date and remains
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so one year later at thc CAEAS date. This is offset roughly equally by
positive job-loss differentials in voluntary and involuntary part-time em-
ployment for the oldest workers.

To summarize, tables 11.7 and 11.8 provide clear evidence that job-
losers are disproportionately employed involuntarily in part-time jobs.
The cvidence is also clear that much of this involuntary part-time em-
ployment is part of a transition to full-time employment.

THE UsE oF PART-TIME EMPLOYMENT BY LOSERS OF FULL-TIME JOBS

The 1994 and 1996 Displaced Workers Surveys provide information on
the full- and part-time status of the lost job for those who lost jobs owing
to a plant closing, slack work, or a position or shift being abolished. For
the part-time job-losers, there is no information on whether the individ-
ual was part-time voluntarily or involuntarily.” Analysis of post-job-loss
full- and part-time employment status conditioning on the full- and part-
time status on the lost job can provide more information on the extent to
which part-time employment, both voluntary and involuntary, is used by
job-losers. Of particular interest is the postdisplacement experience of
losers of full-time jobs, since these workers show more commitment to
full-time work than do part-time workers, many of whom are part-time
voluntarily.”

Table 11.9 contains information, based on the matched data, on the
postdisplacement full- and part-time status of workers broken down by the
full- and part-time status on the lost job. The first row of table 11.9 repro-
duces the first row of table 11.7, and it shows the postdisplacement full-
and part-time status of those workers who did not report losing a job. The

Table 11.9 Workers Ages Twenty to Sixty-Four (at DWS Date) in Specific
Full- and Part-Time Employment Arrangements, by Job-Loss
Status and Full- and Part-Time Status on Lost Job: Matched
DWS-CAEAS Data (Row Fractions)

Full- Voluntary  Involuntary Voluntary  Involuntary
Time at Part-Time Part-Time Full-Time  Part-Time Part-Time
Group DWS at DWS at DWS at CAEAS  at CAFAS at CAEAS
Non-job-loscr 0.850 0.109 0.041 0.854 0.107 0.039
(0.002) {0.002) {0.001) (0.002) (0.002) (0.001)
Full-time job-loser 0.843 0.078 0.079 0.883 0.066 0.051
(0.009} (0.008) (0.005) (0.008) (0.007) (0.005)
Part-time job-loser 0.500 0.360 0.140 0.602 0.293 0.105
(0.025) (0.022) (0.014) (0.025) {0.021) (0.014)

Note: Based on tabulations from the merged February 1994 and 1996 DWS with the February 1995 and
1997 CAEAS, respectively. All fractions are weighted by CPS sampling weights from 1994 or 1996. The
nurnbers in parentheses are standard errors. N = 32,709 at DWS date, and N = 32,246 at CAEAS date.
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second and third rows report the postdisplacement full- and part-time
employment status of full-time job-losers and part-time job-losers, re-
spectively. The first three columns report the fraction in each full- and
part-time status at the DWS date, and the last three columns report the
fraction in each full- and part-time status at the CAEAS date.

Among those cmployed at the relevant survey date, there is a sharp
contrast between the full-time job-losers and the part-time job-losers. By
the DWS survey date, the fraction of full-time job-losers who are working
full-time is virtually identical to the fraction of non-job-losers who are
working full-time (84.3 percent versus 85.0 percent), and by the CAEAS
date, the fraction of full-time job-losers who are working full-time is
significantly Jarger than the fraction of non-job-losers who are working
full-time (88.3 percent versus 85.4 percent, p-value of difference
< 0.00005). It is also the case that full-tme job-losers are less likely than
non-job-losers to be voluntarily part-time and more likely than non-job-
losers to be involuntarily part-time at the DWS date. By the CAEAS date,
the gap in the voluntary part-time rates increases and the gap in the invol-
untary part-time rate decrcases. This pattern is a result of the fact that the
pool of non-job-losers contains a core of individuals who are voluntarily
part-time as a result of labor supply choices and that the full-time job-
losers have shown evidence of a commitment to full-time work. This in-
terpretation of the evidence is further supported by the postdisplacement
full or part-time status of the part-time job-losers, who are substantially
less likely than full-time job-losers to be employed full-time at either the
DWS date or the CAEAS date.

TRANSITIONS IN FuLL- AND PART-TIME STATUS BETWEEN
THE DWS DATE AND THE CAEAS DATE

The preceding analysis strongly suggests that there is heterogeneity
among the workforce in gencral, and among job-losers in particular, in
preferences for full-time work. There may also be further heterogencity
in the ability to find and hold a full-time job. Implicit in the carlier dis-
cussion is the idea that full-time workers are committed to full-time
wark, but it is surely the case that some full-time workers move to part-
time work, and vice versa, even without a job loss. This presumably re-
flects changes in individual constraints and in market conditions over
time. In this section, I examine individual transitions in full- and part-
time status between the DWS date and the CAEAS date separately for
non-job-losers and for full-time and part-time job-losers.

Conditioning on full- and part-time status at the DWS date, T use the
non-job-losers as a “control group,” and I mcasure their transition rates
to full-time, voluntary part-time, and involuntary part-time employment
by the CAEAS date. These are, in a sense, the “natural” rates of transi-
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Table 11.10 Employed Workers Ages Twenty to Sixty-Four (at DWS
Date) by Full- and Part-Time Employment Arrangement at
CAEAS Date and by Job-Loss Status and Full- or Part-
Time Status on Lost Job and Job at DWS Date: Matched
DWS-CAFEAS Data (Row Fractions)

Voluntary Involuntary
Full-Time Part-Time Part-Time
Group at CAEAS at CAEAS at CAEAS
Full-time at DWS
Non-job-loser 0.954 0.026 0.020
(0.001) (0.001) (0.001)
Full-time job-loser 0.961 0.015 0.024
{0.0006) (0.004) {0.004)
Part-time job-loser 0.926 0.027 0.047
(0.023) (0.017) (0.015)
Voluntary part-time at DWS
Non-job-loser 0.265 0.654 0.081
(0.008) {0.009) (0.005)
Full-time job-loser 0.481 0.388 0.131
{0.040) (0.043) (0.025)
Part-time job-loser 0.217 0.711 0.072
(0.056) (0.060) (0.035)
Involuntaty part-time at DWS$
Non-job-loser 0.558 0.208 0.234
(0.015) (0.012) (0.013)
Full-time job-loser 0.676 0.138 0.186
{0.046) (0.037) (0.039)
Part-time job-loser 0.540 0.170 0.290
{0.101) (0.082) (0.086)

Note: Based on tabulations from the merged February 1994 and 1996 DWS with the February 1995
and 1997 CAEAS, respectively. Only those individuals cmployed at both dates are included in the
analysis. All fractions are weighted by CPS$ sampling weights from 1994 or 1996. The numbers in
parcnthescs are standard errors. N = 30,383,

tion. I then contrast these transition rates with the transition rates for
full- and part-time job-losers. These analyses provide further information
on the incidence and persistence of part-time employment subsequent to
job loss.

Table 11.10 contains the core of this analysis. The first panel contains
the transition rates of workers who were working full-time at the DWS
date. In the control group of non-job-losers, 95.4 percent remained em-
ployed full-time a year later, 2.6 percent moved to voluntary part-time
status, and 2.0 percent moved to involuntary part-time status. Think of
these as the natural transition rates. The picture is not far different for
losers of full-time jobs who were emploved full-time at the DWS date.
However, part-time job losers who are employed full-time at the DWS
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date are less likely to remain in full-time employment (92.6 percent) and
more likely to move to involuntary part-time status (4.7 percent).”

The second and third panels of table 11.10 contain the transition rates
of workers who had voluntary and involuntary part-time status, respec-
tively, at the DWS date. The key finding is that a substantially higher
fraction of full-time job-losers (relative to either non-job-losers or part-
time job-losers) moved from part-time jobs to full-time jobs between the
DWS date and the CAEAS date. This is further evidence that full-time
job-losers find themselves in part-time crployment as a transition to re-
employment full-time.

THE INTERACTION OF ALTERNATIVE EMPLOYMENT
ARRANGEMENTS AND FULL- OR PART-TIME STATUS

I have established that temporary and part-time employment, particularly
involuntary part-time employment, are important transitional outcomes
for displaced workers. Further, the breakdowns in table 11.2 clearly show
that temporary workers are the least likely of all groups to be in full-time
jobs. Temporary workers are more likely than other workers to be both
voluntarily and involuntarily part-time. In this section, I briefly investi-
gate how the interactions between altcrnative employment arrangements
and full- or part-time status generally, and between temporary work and
part-time status specifically, are refated to job loss.

Table 11.11 contains breakdowns, using the merged data, of full- and
part-time status by employment status at the CAEAS date separately for
non-job-losers and job-losers. The top panel of the table uses the merged
data to reproduce the breakdowns in table 11.2 (which used the entire
1995 and 1997 CAEASs), and the results are very similar. This finding
verifics that the merged sample is not substantially diffcrent in these di-
mensions from the overall sample. The sccond panel of table 11.11 con-
tains the same brcakdowns for non-job-losers. It is not surprising that
these breakdowns are very close to those for the overall sample given that
only a small fraction of the sample consists of job-losers. The third panel
of the table contains the breakdowns for all employed job-losers, and
there are some important differcnces here. A significantly higher fraction
of temporary workers who lost jobs are employed full-time at the CAEAS
date relative to non-job-losers (12.0 percentage points, p-value <
0.0000001). This is entirely accounted for by an 11.8-percentage-point
difference in the voluntary part-time rate between non-job-losers and
job-losers (p-value << 0.0000001).

The contrast berween non-job-losers and job-losers is even more strik-
ing when considering only full-time job-losers. The bottom panel of ta-
ble 11.11 contains breakdowns for 1,772 full-time job-losers who are
employed at the CAEAS date. Full-time job-losers who are employed in
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Table 11.11 Part-Time Status of Workers Ages Twenty to Sixty-Four
(at DWS Date), by Employment Arrangement at CAEAS
Date: Merged DWS-CAEAS Data (Row Fractions)

Group Full-Time Voluntary Part-Time  Involuntary Part-Time
All workers
Regular 0.879 0.091 0.030
(0.002) (0.002) {0.001)
Contractor 0.745 0.153 0.101
(0.008) (0.007) (0.004)
Other self-employment 0.784 0.154 0.062
(0.008) (0.007) (0.004)
Temporary 0.638 0.254 0.107
(0.008) (0.007) (0.005)
Non-job-losers
Regular 0.880 0.091 0.029
(0.002) (0.002) {0.001)
Contractor 0.744 0.151 0.105
(0.008) (0.007) (0.004)
Other self-employment 0.790 0.150 0.059
(0.008) (0.007) (0.005)
Temporary 0.616 0.277 0.108
(0.009) ((1.008) {0.005)
All job-losers
Regular 0.869 0.087 0.044
(0.007) {0.0006) {0.005)
Contractor 0.754 0.179 0.066
(0.026) (0.022) (0.016)
Other self-employment 0.651 0.232 0.117
(0.039) (0.032) (0.024)
Temporary 0.736 0.159 0.105
(0.020) (0.017} (0.013)
Full-time job-losers
Regular 0911 0.052 0.037
(0.008) (0.006) (0.006)
Contractor 0.754 0.147 0.099
{0.031) (0.024) {0.021)
Other sclf-employment 0.729 0.143 0.128
(0.047) (0.037) (0.033)
Temporary 0.768 0.109 0.124
(0.024) (0.019) (0.017)

Nate: Rased on tabulations from the merged February 1994 and 1996 DWS with the February 1995
and 1997 CAFEAS, respectively. Only individuals employed at the CAEAS date are included in the
analysis. All fractions are weighted by CPS sampling weights from 1994 or 1996. The numbers in
parentheses are standard errors. N = 33,296.
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temporary jobs at the CAEAS date are even more likely to be in full-time
jobs (76.8 percent) and even less likely to be in voluntary part-time jobs
(10.9 percent).

These results imply that temporary jobs are often taken by workers
who have a preference for part-time work. It may be that temporary em-
ployment arrangements are efficient for these workers. However, it is
clear that among job-losers, particularly those who lost full-time jobs,
temporary jobs are transitional outcomes that are more likely than the
usual temporary job to be characterized by full-time hours.

CONCLUSIONS

It is clear that alternative employment arrangements are an important
teature of the U.S. labor market. Tabulation of the February 1995 and
1997 CAEAS showed that 17.5 percent of workers were self-employed
or in temporary jobs. Additionally, 15.3 percent of workers in these same
surveys were employed part-time (10.8 percent voluntary, 4.5 percent
involuntary). My analysis of the matched DWS-CAEAS data shows that
job-losers are more likely than non-job-losers to use alternative and part-
time employment arrangements. I find that job-losers are significantly
more likely than non-job-losers to be in temporary jobs (including on-
call work and contract work) and that job-losers are significantly more
likely than non-job-losers to be employed involuntarily part-time.

I also find that the likelihood of temporary and involuntary part-time
employment falls with time since job loss. Thus, it appears that these
alternative employment arrangements are often part of a transitional pro-
cess subsequent to job loss leading to regular full-time permanent em-
ployment. In this respect, temporary employment by job-losers is of a
different character than temporary employment by non-job-losers. Job-
losers who find employment in temporary jobs are more likely to be
working full-time, and non-job-losers who are employed in temporary
jobs are more likely to be working voluntarily part-time.
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NOTES

1. Civilian employment was 89.9 million in January 1977 and had risen to
128.6 million by January 1997, for an average annual increase of almost 2
million jobs per year. These statistics are taken from U.S. Bureau of Labor
Statistics Series ID LES11000000. This is the seasonally adjusted civilian
employment level derived from the CPS for workers age sixteen and older.

2. See Farber (1997¢) for a brief review of and references to the literature on
job quality and for an analysis of the quality of new jobs. Farber and Levy
(1999) present an analysis of the decline in employer-provided health insur-
ance that focuses on workers in new jobs and on part-time workers.

3. The most recently available data show elevated rates of job loss in the 1993
to 1995 period (Farber 1997a) and a reduction between 1993 and 1996 in
the fraction of the workforce who have been in their jobs for long periods of
time (Farber 1997b). For further analyses of job loss and its consequences,
see Farber (1993), Gardner (1995), Kletzer (1989), Neal (1995}, Parent
(1995), Podgursky and Swaim {1987), and Topel (1990).

4. See, for example, Abraham (1990), Abraham and Taylor {1996), Belous
(1989), Blank (1990b), Golden and Applebaum (1992), Houseman
(1997), and Howe {1986) for discussions of the incidence of and motiva-
tions for alternative employment arrangements.

5. Another way to identify temporary workers is to classify those workers who
report their industry of employment as personnel supply services (Census
Industry Code 731). However, most workers who actually work for person-
nel supply firms apparently report themselves as employed in the industry to
which they are assigned. Evidence for this is that the Current Employment
Survey (CES) data, which are based on information collected from em-
ployers, shows that 2.2 percent of nonfarm employment was in the person-
nel supply services industry (SIC 736) in 1997 (based on BLS series
EEUG0000001 and EEU8073601). In contrast, my tabulations from the
February 1997 CPS show that 0.76 percent of employment was in the per-
sonnel supply services industry (CIC 731). Additionally, the personnel sup-
ply services industry includes an unknown number of workers who are not
temporary workers. Thus, use of this industry classification to identify tem-
porary workers in the CPS is not likely to be very useful here. See Segal and
Sullivan (1997) for an analysis that does use this method to identify tempo-
rary workers. Se¢ also Polivka (1996).

6. Many of these workers are likely to be owners of small businesses.

7. This age range was sclected to match individuals who were twenty to sixty-
four in the February 1994 DWS. These percentages and other statistics pre-
sented in this study are weighted by the CPS final sampling weights. The
CAEAS is distributed with special supplement weights to account for non-
response to the supplement. These are based on differential response rates
by demographic group, and they are highly correlated with the final sam-
pling weights {(correlation = 0.9988). Thus, although my use of the final
sampling weights would understate overall population counts relative to
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those derived by using the special supplement weights, both weights yield
similar results with regard to computation of means and proportions.

. The algorithm for assigning part-time status to workers has several steps: (1)

a worker is considered part-time if his or her usual total hours are less than
thirty-five per weel; (2) when usual total hours are missing, a worker is
considered full-time if his or her usual hours on the main job are at least
thirty-five per week; (3) when part-time status remains unassigned, actual
total hours during the reference week are used; (4) an indicator in the basic
CPS for “usually full-time” is used to resolve the remaining cases.

Although not presented here, I also carried out multivariate probit analyses
of the probability of being in employment relationships of each type. These
probit models controlled for race as well as for sex, education, and age, and
they show the same relationships of the likelihood of alternative arrange-
ments as the simple breakdowns in table 11.1.

A Pearson chi-squared text of independence in table 11.2 yields a test statis-
tic of 3,586.5 distributed as x*(6) and clearly rejects independence (p-value
< 0.000001).

These represent 8.6 and 10.6 percent (weighted) of the total samples, re-
spectively. However, these are not good estimates of the job-loss rates be-
cause many of those sampled had not worked and hence were not at risk to
lose a job.

That unemployment rates are higher among displaced workers is well
known from the literature on job displacement (sce, for example, Pod-
gursky and Swaim 1987).

Note that I am not estimating a multinomial choice model of employment
type, such as multinomial logit or probit. What I am interested in here is
data description and summary rather than estimates of some structural
choice model. The ease of interpretation of the estimates from the binomial
probit models makes them a preferred method for this purpose.

The coeflicients are normalized to represent the derivative of the probability
of the outcome with respect to a change in the particular explanatory vari-
able evaluated at the means of the explanatory variables. The normalization
factor is (X8 ), so that the normalized coefficient is computed as 8 (XA)
where 3 is the vector of estimated parameters of the probit model, X is the
vector of means of the explanatory variables, and & is the standard normal
probability density function. The standard errors are also normalized by ¢
(X8 ), but they do not take into account the fact that the normalization
itself is 2 random variable,

I have repeated the analyses of adjusted job-loss differentials using only
non-job-losers and this restricted sample of job-losers, and the results arc
very similar. The declining number of job-losers with time since the survey
probably reflects recall bias. Such bias makes it more likely that recent
events and more salient cvents are recalled (Topel 1990).

Although not presented here, probit models of the probability of employ-
ment of the various types that control for age, education, sex, race, marital
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status, and the interaction of sex and marital status, along with time since
job loss, do not change these findings.

For example, the estimates suggest that the likelihood of temporary em-
ployment arrangements falls by abour two percentage points with each year
since job loss. Simple (weighted) tabulation of the data show that 11.9 per-
cent of those employed at the CAEAS date who had lost jobs in the year
prior to the relevant DWS (two years prior to the CAEAS) were in tempo-
rary jobs at the CAEAS date. If the point cstimate is taken seriously (ad-
mittedly a stretch given the out-of-sample nature of this calculation), then
about 14 percent of those displaced in the year prior to the CAEAS would
be predicted to be in temporary jobs at the CAEAS date.

The DWS also has information on full- and part-time status on the lost job.
I use this information later in this section.

These differentials are the cocflicients on the job-loss variable in the probit
models normalized to represent the derivative of the probability of the out-
come with respect to a change in job-loss status. See note 14 for details.

Although the full estimates of the probit model are not presented here, the
estimates based on both samples verify the common finding that marricd
females are substantially less likely to be emploved fuli-time, a fact that is
largely accounted for by a substantially higher probability of being em-
ployed voluntarily in a part-time job. The results also support the common
finding that the probability of involuntary part-time employment falls mo-
notonically with education.

Of the 2,598 job-losers for whom we have information on the full- and
part-time status of the lost job, 10.9 percent (weighted) reported losing a
part-time job. In contrast, 15.0 percent (weighted) of those workers who
did not lose a job were employed part-time at the DWS survey date. Thus,
the job-loss ratc on full-time jobs appears to be higher than the job-loss rate
on part-time jobs.

Tabulations of the February 1994 and 1996 CPS data yield the result thar
68.1 percent of part-time workers are part-time for voluntary reasons.

There are relatively few part-time job-losers in the sample used for this anal-
ysis (173 toral), and even fewer who are employed full-time at the DWS
date (92). As a result, the standard errors on the transition rates for part-
time job-losers are relatively large and the differences between these transi-
tion rates and those for other groups are not generally statistically signifi-
cant at conventional levels.
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Chapter 12

The Implications of Flexible Staffing
Arrangements for Job Stability

Susan N. Houseman and Anne E. Polivka

T here is a widespread perception that the nature of the employment
A relationship is fundamentally changing, resulting in less attachment
between workers and firms and a decline in the stability of jobs (Schmidt,
this volume). For many, flexible statling arrangements—including tem-
porary, contract, and part-time work—epitomize unstable jobs, and re-
cent growth in some of these arrangements is viewed as evidence of a
broader decline in job stability (Belous 1989; Castro 1993).

However, there is little evidence on whether jobs in various flexible
staffing arrangements are in fact less stable. Although some studies have
cxamined the labor market dynamics of female part-time workers (Blank
1994) and workers in the temporary help industry (Segal and Sullivan
1997a, 1997b), lack of data has hampered the examination of such issues
for individuals in other, quantitatively important arrangements, such as
on-call workers, temporary workers hired directly by the company, con-
tract company workers, and independent contractors.

The purpose of this chapter is to shed light on the job stability of
workers in a wide range of flexible staffing arrangements using two new
sources of data: a nationwide employer survey on flexible staffing ar-
rangements conducted by the Upjohn Institute for Employment Re-
scarch and the February 1995 Contingent and Alternative Employment
Arrangements Supplement (CAEAS) to the Current Population Survey
(CPS). The Upjohn Institute Employer Survey on Flexible Staffing Ar-
rangements provides evidence on why employers use various flexible
staffing arrangements and the extent to which employers move workers
in these positions into regular jobs within their organization. The survey
results reveal that employers’ rcasons for using flexible staffing arrange-
ments vary considcrably by type of arrangement—a finding that suggests
that the consequences for job stability differ across arrangements.

The February 1995 supplement to the CPS represented the first at-
tempt in government statistics to provide a comprehensive count of
workers in a wide variety of employment arrangements. Exploiting the
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longitudinal component of the CPS, we compare the subsequent labor
market status of individuals in flexible work arrangements and those
holding regular full-time positions in February 1995. We find that work-
ers in most flexible staffing arrangements have less job stability than
workers in regular full-time positions in the sense that they are more
likely to switch employers, become unemployed, or drop out of the labor
force within a year. However, consistent with the Upjohn Institute survey
results, we find that the degree of job stability varies considerably across
arrangements.

Finally, we extend our analysis of the CPS data to examine the effects
of the growth in flexible staffing arrangements on aggregate job stability,
as measured by one-year transition rates to a different employer, to un-
employment, and out of the labor force. We conclude that growth in
certain types of flexible staffing arrangements could have translated into
small declines in job stability and can account for a substantial share of
the modest increase in job switching observed over the last decade.

FLEXIBLE WORK ARRANGEMENTS:
DEFINITIONS AND PREVALENCE

Using the February 1995 CPS data, we classified workers into eight mu-
tually exclusive categories: agency temporaries, on-call workers, contract
company workers, direct-hire temporary workers, independent contrac-
tors, regular self-employed (who are not independent contractors), regu-
lar part-time workers, and regular full-time workers. We do not distin-
guish between those who work part-time and full-time hours in the first
six categories of employment. The categories “regular part-time” and
“regular full-time” comprise those workers who are not classified in one
of the other arrangements; regular part-time workers are regular em-
ployees who usually work less than thirty-five hours per week. Our tem-
porary help agency category includes all of those who state that they are
paid by a temporary help agency. Thus, it includes the permanent staff of
these agencies, though they represent a relatively small percentage of
those employed in this industry." On-call workers are hired directly by the
organization but work only when needed. Examples of on-call workers
include substitute teachers and many types of hospital employees. We
classified individuals as contract company workers if they work for a com-
pany that contracts out their services, they generally work at the cus-
tomer’s work site, and they are usually assigned to just one customer. In
the February 1995 CPS, a small number of individuals were classified as
both on-call and contract company workers. We classified these individ-
uals as on-call workers.

The category “direct-hire temporaries” comprises temporaries hired
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Table 12.1 Employment by Work Arrangement

Percentage with Percentage of All

Percentage of  Tenure of One Workers with Tenure

All Workers Year or Lcss of One Year or Less
Agency temporaries 1.0 74.9 2.7
On-call workers 17 47.2 3.0
Direct-hire temporaries 2.8 57.7 6.0
Contract workers 0.5 49.8 0.9
Independent contractors 6.7 17.3 4.3
Regular self-employed 59 12.2 2.6
Regular part-time 13.6 46.3 23.9
Regular full-ime 67.8 22.0 56.6

Source: Authors’ tabulations using the February 1995 CPS. Unpaid workers and those in the armed
forces are excluded from tabulations. All tabulations were weighted using the CPS supplement
weight.

directly by the company rather than through a staffing agency. The CPS
does not include a specific question classifying individuals as direct-hire
temporaries. We constructed this category based on a series of questions
in the February supplement. Specifically, we classified individuals as di-
rect-hire temporaries if they indicated that their job is temporary or that
they cannot stay in their job as long as they wish for any of the following
reasons: they are working only until a specific project is completed, they
are temporarily replacing another worker, they were hired for a fixed pe-
riod of time, their job is secasonal, or they expect to work for less than a
year because their job is temporary.

The category “independent contractor” includes those stating that
they work as an independent contractor, an independent consultant, or a
free-lancer. Thus, the category comprises a large and, no doubt, diverse
group of workers. The vast majority of independent contractors (85 per-
cent) report being self-employed.’

Table 12.1 rcports the distribution of employment by arrangement
according to data from the February 1995 CPS. Together, agency tem-
porary, on-call, direct-hire temporary, contract company, independent
contract, and regular part-time workers account for 26.3 percent of total
employment. Despite the media attention given agency temporaries, it is
interesting to notc that on-call, direct-hire temporary, contract company,
and independent contractor employment are all quantitatively as impor-
tant or more important than temporary help agency employment.?

Workers in flexible arrangements generally have much shorter job ten-
ure than regular full-time workers. As shown in table 12.1, the share of
workers with job tenure of one year or less is much higher for most flex-
ible arrangements than it is for regular full-time arrangements. The ex-
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ception is independent contracting, which, like regular self-employment,
has a smaller proportion of workers with one year of tenure or less. Al-
though workers in flexible arrangements comprise 26.3 percent of the
workforce, they account for 40.8 percent of those with job tenures of one
year or less. Lower job tenure in flexible staffing arrangements could
partly reflect either greater growth of new jobs in these arrangements or a
tendency of new entrants to hold these jobs. Even so, lower tenure is
consistent with the hypothesis that any shift in employment toward flex-
ible statling arrangements results in less stability.

WHY EMPLOYERS USE FLEXIBLE STAFFING ARRANGEMENTS

Understanding why employers use flexible staffing arrangements can
provide useful insights into whether these jobs are less stable. If em-
ployers are using these arrangements primarily in response to a tcmporary
need for additional workers, then the jobs are intrinsically less stable than
regular positions. If, however, employers are using workers in flexible
staffing arrangements to accommodate predictable and stable fluctua-
tions in their workload over the day and week or to accommodate em-
ployee desires for more flexible schedules or shorter hours, there is little
reason to believe these arrangements would result in less job stability.
The implications for job stability are ambiguous if firms are using these
arrangements as a way to screen workers for regular jobs. On the one
hand, using flexible arrangements to screen workers for permanent jobs
should facilitate better job matches and may even increase job stability.
This outcome is particularly likely if flexible workers are hired through
third parties, like temporary help agencies, and if these organizations
have a comparative advantage in screening workers and can make better
initial matches than firms would make hiring on their own. On the other
hand, screening workers for permanent positions by trying them out in
flexible arrangements arguably lowers the costs of dismissing workers
who demonstrate low productivity and may result in lower job stability.
For instance, if the workers are hired through a third party, employers
neced not maintain records on workers they decide not to hire, and the
chance that workers will take legal action in the event of dismissal is
probably not as great. The dismissal of low-productivity workers also
would not increase a firm’s unemployment insurance rating if they were
hired through a third-party intermediary. Given these potential cost sav-
ings, employers may try out more workers for any given position than
they would if hiring on their own, resulting in a decline in job stability.
Sdill, the consequences for job stability are likely to be less adverse if em-
ployers are using flexible staffing arrangements to screen workers for per-
manent positions than if they are using them to fill temporary slots.
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EVIDENCE FROM THE UPJOHN INSTITUTE EMPLOYER SURVEY
ON FLEXIBLE STAFFING ARRANGEMENTS

The Upjohn Institute Employer Survey on Flexible Staffing Arrange-
ments, conducted in 1996, provides evidence on why employers use flex-
ible staffing arrangements. In that survey, employers from a stratified ran-
dom sample of 550 private-sector establishments with five or more
cmployces were interviewed on their use of five types of flexible work
arrangements: temporary help agency, direct-hire temporary, regular
part-time, on-call, and contract workers. If a company used agency tem-
poraries, direct-hire temporaries, on-call workers, or regular part-time
workers, they were asked a detailed set of questions on why they used the
particular arrangement. In addition, employcrs who stated that since
1990 they had increased employment in a particular flexible staffing ar-
rangement relative to regular employment were asked why they had in-
creased their use.* The latter question reveals why, on the margin, em-
ployers may be increasing their use of flexible arrangements and is
particularly relevant for assessing the probable effects of any increase in
the use of tlexible staffing arrangements on job security.

The reasons most commonly cited by employers for using agency tem-
poraries, direct-hire temporaries, and on-call workers had to do with the
need to accommodate fluctuations in their workload or in their regular
staff. For example, 47 percent of employers using agency temporaries
cited as important the need to fill a vacancy until a regular employee was
hired; 47 percent using agency temporaries and 69 percent using on-call
workers cited the need to fill in for an absent regular employee; 55 per-
cent using direct-hire temporaries cited seasonal needs; and 52 percent
using agency temporaries and 51 percent using on-call workers cited the
need for assistance at times of unexpected increases in business. These
reasons indicate that these jobs are often temporary and thus are likely to
be less stable than regular jobs.

Employcrs primarily said that they use part-time workers to provide
needed assistance during peak-time hours of the day or week (cited by 62
percent); cover for hours not covered by full-time shifts (cited by 49 per-
cent); and accommodate employees’ wishes for part-time hours (cited by
54 percent). These responses have no obvious implications for the stabil-
ity of part-time jobs.

As noted ecarlier, flexible staffing arrangements could be associated
with greater job stability if employers are using them to screen workers
for permanent positions. However, screening workers for permanent jobs
appears to be an important factor only in employers’ use of agency tem-
poraries and, to a lesser extent, regular part-time workers. Twenty-one
percent of employers using agency temporaries and 15 percent using reg-
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ular part-time workers cited screening for permanent jobs as an impor-
tant reason for using these arrangements. Among employers who in-
creased their relative use of agency temporarics since 1990, about half
explained the increase by citing greater use of agency temporaries to
screen workers for regular positions or difficulty finding qualified workers
on their own.

Besides asking ecmploycers whether they used flexible staffing arrange-
ments to screen workers for regular positions, the Upjohn Institute sur-
vey asked them to evaluate the extent to which they actually moved
workers in flexible arrangements into regular positions. Specifically, em-
plovers using agency temporaries, direct-hire temporaries, regular part-
time workers, or on-call workers were asked whether their organization
moved each type of worker into regular positions often, occasionally or
sometimes, seldom, or never. Responses to these questions are reported
in table 12.2. Only a small minority of employers stated that they often
moved workers in flexible arrangements into regular positions, although
a substantially greater percentage reported occasionally or sometimes
moving them. Along with the reasons employers gave for using flexible
stafling arrangements, these responses suggest that although many em-
ployers use flexible arrangements—particularly agency temporaries—to
screen workers for permanent positions, other factors are generally more
important in determining employer use.

Moreover, though certainly some employers do move workers in flex-
ible arrangements into regular positions, there is concern that companies
also do just the opposite: move workers from regular positions into flex-
ible arrangements. Questions in the February 1997 supplement to the
CPS shed some light on the prevalence of this phenomenon.® Specifically,
individuals who were identified in the Februzary 1997 CPS as agency tem-
poraries, on-call workers, contract company workers, or independent
contractors were asked whether they had always been in their present
arrangement at the place they were currently working. Nine percent of all

Table 12.2 Mobility of Workers in Flexible Arrangements into Regular

Positions
Occasionally- Dor’t  Sample
Often  Sometimes  Seldom  Never Know Size
Agency temporaries 11.5 31.3 19.0 36.8 1.6 253
On-call workers 9.3 26.7 27.3 32.7 4.0 150
Direct-hire temporaries 9.0 34.3 17.1 38.6 1.0 210
Regular part-time workers 14.7 39.6 16.0 289 0.8 394

Source: Upjohn Institute Employer Survey on Flexible Stafling Arrangements.



Implications of Flexible Staffing Arrangements 433

agency temporaries, 11.5 percent of contract company workers, 15.9
percent of on-call workers, and 8.5 percent of independent contractors
reported working at the same place in another type of work arrangement.
These workers were not directly asked the type of arrangement in which
they were previously working, but they were asked how long they had
worked there prior to being switched. Among agency temporaries, 39.5
percent had worked a year or more and 22.5 percent had worked three or
more years prior to being switched; among on-call workers, 76.8 percent
had worked a year or more prior to being switched and 51.2 percent had
worked three or more years prior to being switched; and among indepen-
dent contractors, 84.2 percent had worked three or more years prior to
switching arrangements. These tenure distributions imply that, with the
possible exception of agency temporaries, the majority of workers who
were switched were not in a short-term arrangement. This fact, coupled
with evidence presented later in the chapter that most flexible arrange-
ments are associated with less job stability, suggests that most of those who
were switched probably were initially in “regular permanent” positions.

In sum, the evidence collected in the Upjohn Institute survey on why
ecmployers use flexible staffing arrangements indicates that the effect on
job stability of these arrangements varies with the type of arrangement.
Employers’ reports that they primarily use agency temporarics, on-call
workers, and direct-hire temporaries to fill temporary positions suggest
that, on average, these positions would be associated with less job stabil-
ity than regular full-time positions. This adverse effect on job stability
may be mitigated by some employers’ use of these arrangements to
screen workers for permanent positions. Howcever, only for agency tem-
poraries do we find substantial numbers of employers reporting that they
use or arc increasing their use of these workers to screen for permanent
positions. Moreover, data from the February 1997 CPS supplement indi-
cate that some employers are switching workers from regular positions
into flexible arrangements. The reasons cmployers give for hiring regular
part-time workers do not suggest any strong relationship between part-
time employment and job stability.®

JOB STABILITY: EVIDENCE FROM THE CURRENT
POPULATION SURVEY

In this section, we exploit the longitudinal component of the CPS to
examine more directly the implications of flexible staffing arrangements
on job stability. Specifically, we track workers who were in flexible ar-
rangements in February 1995 and compare their labor market status over
time with the labor market studics of those who were in regular full-time
jobs in February 1995,
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DATA

Houscholds in the CPS are in the sample for four months, out of the
sample for eight months, and back in the sample for four months. From
one month to the next, a maximum of three-fourths of the sample can be
matched; in months exactly one year apart, a maximum of one-half of the
sample can be matched. In practice, given that the CPS sample is based
on addresses, the proportion of individuals who are the same across
months is lower because some individuals move each month and some
refuse to continue cooperating. We matched individuals from the Febru-
ary 1995 CPS with those from the March 1995 CPS and February 1996
CPS.

The proportion of workers we were able to match was slightly lower
for those in flexible arrangements in February 1995 than for those in
regular full-time positions, suggesting that workers in flexible arrange-
ments are somewhat more inclined to move. Assuming that changing
jobs or becoming unemployed is an important rcason why individuals
move, our analysis may understate the extent to which workers in flexible
arrangements change jobs and become unemployed relative to regular
full-time workers. Although we believe that any bias in the data is mini-
mal, we weighted the tabulations of the raw data to help account for
differences in attrition from our sample. Specifically, our weights main-
tain the same distribution across cight gender-age-race groups in March
1995 and February 1996 as in February 1995.7

Our matched data allow us to follow the labor market status of work-
ers in flexible arrangements one month and one year later and compare
their outcomes with the outcomes of those who began in regular full-
time jobs. Specifically, from the March 1995 and February 1996 data, we
can determine whether an individual is employed with the same em-
plover, employed with a different employer, unemployed, or not in the
labor force.® A drawback of the CPS data is that we know the individual’s
type of work arrangement only in February 1995. Thus, for example, we
do not know if a direct-hire temporary worker who changed employers
between February 1995 and March 1995 holds another temporary posi-
tion or is in a regular permanent job.

Determining whether agency temporary and contract company work-
ers have changed employers between periods is complicated by the fact
that many misreport their employer as the client firm. In the basic CPS
cach month, the respondents are asked to give or verify the name of their
employers. In the February 1995 supplement, individuals identified as
working for a temporary help agency or for a company that contracts out
their services were then asked whether the employer listed for them in
the basic CPS was the temporary help agency or contract company or the
business for which they were doing the work. In February 1995, 57 per-
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cent of agency temporaries and 17 percent of contract company workers
had incorrectly given the client firm as their employer. In the analysis
later in the chapter, we exclude individuals who misreported their em-
ployer as the client firm in the February 1995 data. Although these exclu-
sions increase the accuracy of our classification as to whether the individ-
ual has the same or a different employer, they substantially reduce the
sample sizes, particularly for agency temporaries.

DESCRIPTIVE STATISTICS

Tables 12.3 and 12.4 show the labor-force status in March 1995 and
February 1996 of workers by their employment arrangement in February
1995. In the next section, we present resuits of multivariate analyses that
test for differences in labor-force transitions by initial employment ar-
rangement, controlling for individual and job characteristics.

According to the figures in tables 12.3 and 12 .4, the subsequent la-
bor-force outcomes of workers who were in flexible arrangements in
February 1995 are markedly different from those for workers who were in
regular full-time positions. Agency temporaries, on-call workers, direct-
hire temporaries, and contract company workers are much more likely to
switch employers within a month and a year, and regular part-time work-
ers are much more likely to change employers within a year compared to
regular full-time workers. In addition, workers in all flexible arrange-
ments are less likely to be employed one month and one year later com-
pared to regular full-time workers. The differences in employment rates
are particularly dramatic for agency temporaries, on-call workers, and di-
rect-hire temporaries after both one month and one year, and for con-
tract company workers and regular part-time workers after one year.
Their lower employment rates may be ascribed to both higher unem-
ployment rates and lower labor-force participation rates. Agency tempo-
rary, on-call, dircct-hire temporary, contract company, and part-time
workers are also more likely to drop out of the labor force but express a
desire to stll work.® We use the term “involuntarily out of the labor
force™ to denote this status. The pattern for independent contractors and
regular self-employed is quite different. Their lower employment rates
after one month and one year may be attributed, for the most part, to a
greater propensity to drop out of the labor force voluntarily.

Some might suspect that workers in flexible arrangements are more
likely to become unemployed because they are more inclined to quit
their jobs voluntarily. Questions on the March 1995 CPS specifically
asked the unemployed whether they held a job prior to becoming unem-
ploved and, if so, whether they lost or left that job. About 80 percent of
those who were regular full-time workers in February 1995 and who
were unemployed the following month reported losing their job. This
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438 On the Job

figure is the same or higher for all categories of flexible arrangements,
although the sample sizes are small in some cases. Thus, it appears that
the higher incidence of unemployment among workers in flexible ar-
rangements cannot simply be ascribed to a higher propensity on the part
of those workers to quit their jobs.

RESsULTS FROM MULTINOMIAL LoGIT MODELS

The different labor market outcomes experienced by workers in flexible
arrangements relative to those in regular full-time jobs may result from
the nature of the arrangements themselves. Alternatively, they may stem
from differences in the average personal and job characteristics of individ-
uals in those arrangements. To control for personal and job characteris-
tics, we estimated multinomial logit models using the February 1995 to
March 1995 matched data and the February 1995 to February 1996
matched data. In the models estimated, there are four possible labor mar-
ket outcomes: employed, same employer (E;); employed, different em-
ployer (Ey); unemployed {U); and not in the labor force (N). To identify
the model, the coeflicients for one outcome must be set equal to zero.
We used employed-same employer as the base group in our models. The
probability of each outcome is as follows:

1
Pr(E; = 1) = 1 + 'BE) 4 XB(U) XB(N)
12.1
B R
Pr(l = 1) =

1 + SPED L XBU) | XP(N)

I =F4 U,orN

where X is a vector of control variables measuring personal and job char-
acteristics and 8 is a vector of coefficient estimates."

In each set of specifications, we controlled for age, age squared, gen-
der, race, level of education, industry (nineteen categories), occupation
(twelve categories), region of the country, whether the individual was
from a central city or a rural area, whether the individual lived in a pov-
erty area, marital status, marital status interacted with gender, tenure on
the job, and tenure squared. All of these variables were taken from the
February 1995 CPS. We included dummy variables for each flexible work
arrangement; the excluded category is regular full-time workers.

Unmeasured personal characteristics are potentially important in ex-
plaining any lower job stability among those in flexible arrangements.
Our data set contains many measures of job history that arguably control
for such unobserved characteristics by capturing an individual’s predis-
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position to change employers, experience spells of unemployment, or
drop out of the labor force. In the February 1995 supplement, those who
had three or fewer years of tenure in their current arrangement were
asked a series of questions about what they were doing prior to their
current arrangement. We included controls for whether, just prior to
their current job, these individuals held another job, lost a job, and were
unemployed.’ We also included controls for the number of employers
individuals had in 1994, the number of weeks they were unemployed in
1994, and the number of weeks they were out of the labor force in 1994,
Thesc variables come from the March 1995 CPS Income Supplement.

Finally, we included the logarithm of the hourly wage. The wage vari-
able may be correlated with unmeasured characteristics affecting worker
quality and stability in the workforce. Alternatively, workers earning low
wages relative to their education, tenure, and job characteristics may be
morc inclined to quit and find a new job, quit and become unemployed,
or drop out of the labor force. The hourly wage measure was constructed
from 1994 earnings data, which were collected in the March 1995 CPS
Income Supplement.”

Selected coeflicient estimates for the multinomial logit models pre-
dicting labor-force status in March 1995 and February 1996 are reported
in tables 12.5 and 12.6, respectively. The marginal effects on the proba-
bility of switching employers, being unemployed, or dropping out of the
labor force are reported in brackets below the coefficient estimates.”” For
instance, in table 12.5, column 1, being an agency temporary versus a
tull-time regular worker increases the probability of switching employers
by 4.4 percentage points. ’

The coeflicient estimates for the control variables in the multinomial
logit models have the cxpected signs, and many are statistically signifi-
cant. For example, workers who had another job immediately prior to
their current one are more likely to change employers within a month or
a year. Those who lost a job immediately prior to their current one are
also more likely to be unemployed one month and one year later. The
number of emplovyers an individual had in 1994 is positively associated
with switching employers and becoming unemployed. The number of
weeks a worker was unemployed in 1994 and the number of weeks the
worker was out of the labor force in 1994 are positively related to the
probability that the individual will switch employers, be unemployced, or
drop out of the labor force both in one month and in one year. The
logarithm of a worker’s hourly wage is inversely related to the probability
that the individual will be unemployed after one month and drop out of
the labor force after one year.

Although the inclusion of controls for individual and job characteris-
tics, employment history, and wage levels reduces the magnitude of some
cocflicients on the flexible arrangement dummy variables, most of these
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Table 12,5 Multinomial Logit Models Predicting Labor-Force Status in

March 1995
Employed, Different Employer
(1) (2) 3 (4)
Agency temporary 1.325%** 1.313*** 1111*** 1.211%**
[0.044] [0.043] [0.043] [0.040]
On-call worker 1.085*** 1.118%** 0.943*** 0.798***
[0.029] [0.031] [0.025] [0.020]
Direct-hire temporary 0.844*** 0.865*** 0.731*** 0.708***
[0.021] [0.022] [0.018] [0.017]
Contract worker 0.856%* 0.862%* 0.729* 0.775**
[0.025] [0.025] [0.020] [0.022]
Independent contractor 0.555*** 0.575%** 0.547%** 0.629***
[0.013] [0.013] 10.013] [0.016]
Regular self-employed 0.264* 0.294* 0.293* 0.247
[0.005] [0.005] [0.006] [0.005]
Regular part-time 0.156 0.185* 6126 0.022
[0.003] [0.003] [0.002] [0.000]
Another job before — 0.354*** 0.345%** 0.253*
[0.008] [0.007] [0.005]
Unemployed before — 0.401 *** 0.343** 0.319*
[0.010] [0.009] [0.008]
Lost job before — 0.083 0.021 0.076
[0.002] [0.000] [0.002]
Number of employers in 1994 — — 0.328%** 0.384***
[0.007] [0.008]
Wecks unemployed in 1994 — — 0.019*** 0.018***
[0.000] [0.000]
Weeks not in labor force in 1994 — — 0.013%** 0.009**
[0.000] [0.000]
In(wage) — — — -0.074
[—0.001)

Note: Al madels also include an intercept term and control for age, age squared, gender, race, education,
tenure, tenure squared, tenure less than three years, occupation, industry, region, central city and rural
locations, marital status, and marital status interacted with gender. The marginal effect on the probability of
being employed with a different employer, unemployed, or not in the labor force is reported in brackets.

*Denotes significance of the coeflicient estimate at .10 level.
**Denotes significance of the coefficient estimate at .05 level.
*** Denotes significance of the coefficient estimate at .01 level.

coeflicients remain statistically significant with large implied effects on
the probability of switching employers, becoming unemployed, or drop-
ping out of the labor force. In our models, being an agency temporary, an
on-call worker, a direct-hire temporary, or a contract company worker
increases the probability that the individual will switch employers within
a month and within a year; being an independent contractor increases
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Unemployed
(1) 2) (3) (4)
1.807*** 1.761*** 1.490*** 1.154***
[0.036] [0.034] [0.026] [0.016]
1.874*** 1.867*** 1.535%** 1.483***
[0.037] [0.037] [0.026] [0.024]
1.524%** 1.504%** 1.240*** 1.251***
[0.026] [0.025] [0.019] [0.019]
—0.604 -0.617 -0.891 -0.797
[ —0.004] [—0.004] [—0.006] [-0.005]
0.348* 0.371* 0.233 0.118
[0.003] [0.003] [0.002] [0.000]
0.123 0.155 0.059 -0.277
[0.001] [0.001] [0.000] [-0.002]
0.442%** 0.453*** 0.286** 0.157
[0.004] [0.005] [0.003] [0.001]
— 0.229 0.538*** 0.533%**
[0.003] {0.006] [0.005]
— 0.480** 0.283 0.253
[0.007] [0.004] {0.003]
— 0.367*** 0.200 0.229
[0.005] [0.002] [0.002]
— — 0.092 0.144*
[0.001] [0.001]
— — 0.054*** 0.054***
[0.001] [0.001]
— — 0.034*** 0.033***
[0.000] [0.000)
— — — —0.195**
[—0.002]

(Table continues on p. 442.)

the probability that the individual will change employers within a month;
and being a regular part-time worker increases the probability that the
individual will change employers within a year. The implied effects of
being in a flexible staffing arrangement on the probability of switching
emplovers is often quite large. For example, estimates from table 12.6,
model 4, indicate that being an agency temporary increases the proba-
bility of switching employers within a year by 21.3 percentage points
relative to regular full-time workers; being an on-call worker, a direct-
hire temporary, or a contract company worker increases the probability of
switching employers by 8.7, 7.5, and 7.9 percentage points, respectively.

One caveat to these findings is that employers may be using tlexible
staffing arrangements to screen workers for regular positions. Agency



442 On the Job

Table 12.5 Continued

Not in Labor Force

1) (2) (3) (4)
Agency temporary 1.448%** 1.447%** 0.718 0.617
[0.025] (0.026] [0.009] [0.004]
On-call worker 2.162**x 2.045* >+ 1.354***» 1.521***
[0.057] [0.052] [0.024] [0.019]
Direct-hire temporary 1.785%** 1.708*** 0.986*** 1.096***
[0.039] [0.037] [0.015] [0.0I1]
Contract worker 0.430 0.355 0.299 0.762
[0.005] {0.004] [0.004] [0.007]
Independent contractor 1.479*%* 1.423%** 0.940*** 1.287%*=
[0.029] [0.028] 10.015] [0.015]
Regular self-employed 1.546*** 1.477%** 0.855%** L.219%**
{0.032] 10.030] [0.014] [0.014]
Regular part-time 0.952**=* 0.868*** 0.428*** 0.556%**
[0.014] [0.013] [0.006] [0.005]
Another job before — —0.733%** 0.257** 0.103
[—0.013] [0.004] [0.001]
Unemployed before — —0.280** —0.331** —-0.359
[—0.005] [ —0.005] [—0.003]
Lost job before — 0.130 -0.022 0.089
[0.002] [ —0.000] [0.001]
Number of employers in 1994 — — —0.207*** 0.009
[—0.004] [ -0.000]
Weeks unemployed in 1994 — — 0.049*** 0.037***
{0.001} [0.000]
Woeeks not in labor force in 1994 — — 0.077*** 0.070%**
[0.001] [0.001]
In(wage) — — — —0.050
{~-0.000]

temporaries, contract company workers, and indcpendent contractors—
who are not employees of the client firm—in theory are classificd in the
data as switching employers when they are being hired into a regular
position by the client company. This possibility complicates the inter-
pretation of the estimates of the probability of switching employers.
However, data from the Upjohn Institute employer survey, cited earlier,
suggest that this is unlikely to be a significant problem for any flexible
staffing arrangement—save perhaps agency temporaries.

It is also interesting to compare differences between the proportions of
workers in flexible arrangements and of regular full-time workers who
switch employers in the raw data (reported in tables 12.3 and 12.4) with
the estimated marginal effects of being in flexible staffing arrangements
after controlling for individual and job characteristics (reported in tables
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12.5 and 12.6). For instance, as shown in table 12.4, the percentage of
on-call workers who switch employers in a year is 11.2 percentage points
higher than the percentage of regular full-time workers who switch. Esti-
mates from model 4 in table 12.6 (which includes the most control vari-
ables) indicate that being an on-call worker increases the probability of
switching e¢mployers in a year by 8.7 percentage points compared to a
regular full-time worker. Therefore, in this as in other cases, differences in
individual and job characteristics account for some, but by no means all,
of the differences in labor market outcomes of workers in flexible staffing
arrangements, according to our models.

In general, workers who were agency temporaries, on-call workers,
direct-hire temporaries, or regular part-time workers in February 1995
also were significantly more likely to be unemployed in March 1995 and
February 1996 compared to regular full-time workers. For example, esti-
mates from model 4 in table 12.6 indicate that being in one of these four
flexible staffing arrangements increases the probability of entering unem-
ployment from 1.0 percentage point (for part-time workers) to 4.5 per-
centage points (for on-call workers).

In addition, those in most flexible staffing arrangements in February
1995 were more likely than regular full-time workers to be out of the
labor force in March 1995 and February 1996. These results are difficult
to interpret by themselves. On the one hand, certain flexible arrange-
ments may be amenable to balancing family and work responsibilities or
may make good bridge jobs to retirement, and therefore a larger propor-
tion of workers in these arrangements may voluntarily drop out of the
labor force over the course of the year. On the other hand, workers in
flexible arrangements may be more likely to lose their job and drop out of
the labor force even though they would prefer to work. To address this
issue we used the February 1995 to February 1996 matched data to esti-
mate multinomial logit models with four possible labor-status outcomes:
employed; unemployed; not in the labor force, don’t want to be; and not
in the labor force, want to be. Selected results from these models, re-
ported in table 12.7, show that on-call workers, direct-hire temporaries,
regular part-time workers, and, in most specifications, contract company
workers are significantly more likely to drop out of the labor force invol-
untarily than are regular full-time workers.'*

One of the most interesting findings from our analysis is that indepen-
dent contractors do not appear to experience less job stability over the
course of a year than regular full-time employees. Once controls for indi-
vidual characteristics are included, independent contractors are not more
likely to switch employers and generally are significantly less likely to be-
come unemployed than are regular full-ime workers. In addition, al-
though independent contractors are more likely to drop out of the labor
force, their change in labor market status appears largely voluntary. These
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Table 12.6 Multinomial Logit Models Predicting Labor-Force Status in

February 1996
Employed, Different Employer
(L) (2) (3) (4)
Agency temporary 1.992%** 2.000*** 1.883*** 1.805***
[0.221] [0.220] [0.220] [0.213]
On-call worker 1.007*** 1.031*** (0.925%** 1.003***
[0.075] [0.081] [0.075] [0.087]
Direct-hire temporary 0.994*** 1.018*** 0.988*** 0.948***
[0.072] [0.078] [0.077] [0.075]
Contract worker 0.912*** 0.918*** (0.949%** 0.950**
[0.076] [0.078] [0.079] [0.079]
Independent contractor 0.162 0.169 0.095 0.115
[0.012] [0.013] [0.008] [0.010]
Regular self-employed -0.016 —-0.002 -0.072 ~0.182
[—0.006] [—0.004] [-0.010] [-0.017]
Regular part-time 0.310*** 0.333%** 0.304*** 0.278%**
(0.017] [0.020] [0.016] [0.015]
Another job before — 0.181** 0.211* 0.185
[0.022] [0.020] [0.017]
Uncmployed before — 0.064 -0.021 -0.122
[0.005] [-0.001] [-0.009)]
Lost job before — 0.009 0.062 0.108
[—0.003] [0.003] [0.006]
Number of employers in 1994 — — 0.298*** 0.328***
[0.025] [0.026]
Weeks unemployed in 1994 — — 0.019*** 0.016%**
[0.001] [0.001]
Weeks not in labor force in 1994 — - 0.019%** 0.016***
[0.001] [0.001]
In{wage) — — — —0.145**
[-0.011]

Noze: All models also include an intercept term and control for age, age squared, gender, race, education,
tenure, tenure squared, tenure less than three years, occupation, industry, region, central city and rurai
locations, marital status, and marital status intcracted with gender. The marginal effect on the probability of
being employcd with a different employer, unemployed, or not in the labor force is reported in brackets.

*Denotes significance of the coefficient estimate at .10 level.
**Denotes significance of the coefficient estimare at .05 level.
***Denotes significance of the coefficient estimate at .01 level.

findings are subject to the caveat that in the BLS data independent con-
tractors are a large and diverse group of workers who label themselves
independent contractors, independent consultants, or free-Jancers and
who may or may not work at the client’s work site. It is possible that
certain types of independent contractors experience less job stability than
regular full-time workers.

Our conclusion that most flexible staffing arrangements are associated
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Unemployed
(1) (2) (3) (4)
2.185%** 2.20]*** 1.912%** 1.339*
[0.077] [0.079] [0.056] [0.024]
1.599*** 1.586*** 1.275%%* 1.499***
10.054] [0.054] [0.035] [0.045]
1.466*** 1.422% %% 1.190*** 1.252%**
[0.044] [0.042] [0.027] [0.030]
1.205** 1.150** 1.129* 1.200**
[0.035) [0.032] [0.027] [0.029]
~0.640** —0.634** ~0.702** —0.528
[—0.012] [—0.012] [—0.012] [—0.009]
—0.589** —-0.556* —0.200 -0.092
[-0.011] [—0.011] [-0.005] [-0.002]
0471 *** 0.457*** 0.476*** 0.506**
[0.009] [0.009] {0.009] [0.010]
— -0.004 0.350 0.292
[0.001] [0.008] [0.007]
— 0.615*** 0.469 0.439
[0.020] [0.014] {0.013]
— 0.497%** 0.429** 0.506**
[0.014] [0.011] [0.012]
— — 0.280*** 0.266**
[0.005] {0.005]
— — 0.051*** 0.051***
[0.001] [0.001]
— — 0.03]1*** 0.024%**
[0.001] {0.000]
— — — 0.026
[0.001]

(Table continsges on p. 446.)

with less job stability is subject to the qualification that unobserved per-
sonal characteristics may still account for the remaining differences.
However, earlier we argued that we included many controls for past work
history and for wages, which should be correlated with unobserved char-
acteristics that result in less job stability. Moreover, work by Segal and
Sullivan (1997b) suggests that controlling for individual fixed effects has
almost no impact on estimates of the job stability of workers in the tem-
porary help industry. Using longitudinal data from administrative re-
cords, they found that workers in the temporary help industry are much
more likely than other workers to expericnce short employment spells.”®

Finally, the pattern of coefficient cstimates in the models reported in
tables 12.5, 12.6, and 12.7 is consistent with evidence from the Upjohn
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Table 12.6 Continued

On the Job

Not in Labor Force

(1) (2) (3) (4)
Agency temporary 1.235* 1.260* 0.496 0.760
[0.036] [0.038] [ —0.002] [0.016]
On-call worker 1.401*** 1.291%** 0.956**+ 0.692%**
[0.079] [0.069] [0.045] [0.023]
Direct-hire temporary 1.550%** 1.476*** 1.358*** 1.232%*=
[0.096] [0.090] [0.081] [0.066]
Contract worker 1.044** 1.021** 1.022** 1.059**
10.051] [0.050] [0.051] [0.051]
Independent contractor 0.450%* 0.413*** 0.166 0.123
[0.023] [0.021] [0.008] [0.005]
Regular self-employed 0.744>** 0.708*** 0.67]1%** 0.643***
{0.045] [0.043] [0.041] [0.037]
Regular part-time 0.971*** 0.902**~* 0.836*** 0.799%**
[0.058] [0.053] [0.048] [0.043]
Another job before — —0.662***  —0.348***  —(.353**
[ —0.037] [—-0.022] [-0.019]
Unemployed before — —0.281** —0.382** —0.343*
[-0.017] [—0.020] [—0.016]
Lost job before — 0.166 0.060 0.037
[0.008] [0.002] [0.000]
Number of employers in 1994 —_ — -0.102 —0.061
[ —0.009] [—0.0006]
Weeks unemployed in 1994 —_ — 0.031*** 0.024***
[0.001] [0.001
Weeks not in labor force in 1994 — - 0.034%** 0.031***
[0.002] [0.001]
In(wage) — — — ~-0.132*
[ —0.006]

Institute employer survey and accords well with our intuition. Workers in
arrangements that are explicitly temporary (agency temporaries, direct-
hire temporaries) or quite likely to be temporary in nature (on-call, con-
tract company)'® are the most likely to change employers and become
unemployed. Tests show that regular part-time workers, whilc signifi-
cantly more likely to change employers and become unemployed than
regular full-time workers, are significantly less likely to switch employers
and become unemployed than are workers in these four arrangements.

TRENDS IN FLEXIBLE STAFFING ARRANGEMENTS AND THE
IMPLICATIONS FOR JOB STABILITY IN THE AGGREGATE

The question of whether aggregate job stability has declined in the
United States in recent years is a subject of much debate. Some studies
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have found a significant decline in job stability among men. Although
other studies have found little or no decline in overall job stability, they
have generally found significant declines in the job stability of certain
subgroups (for example, blacks, youth, men with long tenure, and less
educated workers)."” In addition, several studies that found negligible
declines in job stability in the 1980s uncovered larger declines in the
1990s (Jaeger and Stevens, this volume; Neumark, Polsky, and Hansen,
this volume; U.S. Bureau of Labor Statistics 1997, 1998). There also is
evidence that the rate of involuntary job loss increased, particularly in the
1990s (Boisjoly, Duncan, and Smeeding 1998; Farber 1997, 1998; Pol-
sky 1999; Valletta, this volume).

To conclude the chapter, we examine the effect of changes in the share
of workers in flexible staffing arrangements on job stability in the aggre-
gate. Using our multinomial logit estimates from the previous section,
we simulate the effects of changes in the composition of employment
across work arrangements on one-year labor market transition rates. We
then compare the magnitude and pattern of our predicted effects to ac-
tual changes in the one-year labor market transition rates.

To devclop a trend mcasure of aggregate job stability comparable to
the measure of job stability used in the analysis in this chapter, we
matched individuals in the Janunary 1986 CPS and the January 1987 CPS.
The availability of tenure data in the January 1987 CPS supplement al-
lowed us to construct one-year labor market transitions, as was done for
the 1995 to 1996 data reported earlier. We then compared one-year la-
bor market transitions for 1986 to 1987 to labor market transitions for
1995 to 1996. The results of this comparison, shown in table 12.8, are
consistent with other findings of a modest decline in job stability in re-
cent years. According to these tabulations, the number of workers re-
maining with the same employer one year later was 0.6 percentage points
lower in the 1995 to 1996 period compared to the 1986 to 1987 period.

Interestingly, all of the decline in one-year job retention rates may be
attributed to an increase in the proportion changing employers. The pro-
portion entering unemployment actually declined between the two time
periods (a finding consistent with the fact that aggregate unemployment
also declined); the proportion dropping out of the labor force remained
the same; and the proportion switching employers rose by one percent-
age point.

How much of the decline in job stability may be attributed to a
growth in flexible staffing arrangements? Examination of this issue is
hampered by the paucity of time-series data on employment by flexible
staffing arrangement. Statistics for on-call, direct-hire temporaty, con-
tract company, and independent contract workers were first collected in
the February 1995 supplement to the CPS.* Although time-series data
for part-time employment are available from the CPS, the measurement
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Table 12.7 Multinomial Logit Models Predicting Labor-Force Status in

February 1996
Unemployed
(1) (2) (3) (4)
On-call worker 1.330*** 1.313%** 1.065*** 1.263***
{0.047] [0.046] [0.031] [0.039]
Direct-hire temporary 1.195%** 1.164*** 0.909*** 1.001***
(0.038] [0.037] [0.023] [0.026]
Contract worker 1.091** 1.034* 1.045* 1.086*
[0.035] [0.032] [0.029] [0.030]
Independent contractor —0.675%** —0.668*** —0.703** —0.540
[-0.011] [—0.011] [—0.010] [-0.008]
Regular self-employed —0.612** —0.58]1** —0.204 -0.089
[~0.010] [-0.010] [—0.004] [-0.002]
Regular part-time 0.404*** 0.392%** 0.432%* 0.455**
[0.008] [0.008] [0.008] [0.009]

Note: All models also include an intercept term and control for age, age squared, gender, race, education,
tenure, tenure squared, tenure less than three years, occupation, industry, region, central city and rural
locations, marital status, and marital status interacted with gender. The marginal effect on the probability of
being employed with a different employer, unemployed, or not in the labor force is reported in brackets.

*Denotes significance of the cocflicient estimate at .10 level.
**Denotes significance of the coefficient estimate at .05 level.
***Denotes significance of the cocflicient estimate at .01 level.

of part-time work was changed with the redesign of the CPS in 1994,
resulting in a break in the series. Self-employment data for both incorpo-
rated and unincorporated individuals are available only beginning in
1989; the measurement of self-employment was also affected by the re-
design of the CPS in 1994. Adjusting for the breaks in the scrics, Anne
Polivka and Stephen Miller (1998) argued that both part-time and self-
employment declined in the 1990s.”” However, even use of adjusted fig-
ures is problematic because the categories “part-time” and “self-employ-
ment” in the CPS differ from the categories “regular part-time” and
“regular scif-cmployment” used in this chapter. In particular, time-series
data on part-time employment include agency temporaries, on-call work-
ers, direct-hire temporaries, contract company workers, and independent
contractors classified as employees who work fewer than thirty-five hours
per week. Self-employment figures include both regular sclf-employed
and self-employed independent contractors.

“Agency temporaries” is the only flexible staffing category for which a
relatively clean time series is available. The Current Employment Statis-
tics (CES) provide information on employment in the help supply ser-
vices industry (SIC 7363), which is comprised primarily of temporary
help agencies. According to these figures, employment in temporary help
agencies grew dramatically in the 1980s and 1990s. From 1982 (the first
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Not in Labor Force, Don’t Want to Be

(1) (2) (3) (4)
1.146***  1.042%*%  0.722*** 0410

[0.056] [0.049] [0.031] [0.013]
1.302%**  1.235%**  1.086***  (.986***
[0.069] (0.065] [0.057] [0.046]
0.608 0.593 0.654 0.853
[0.022] [0.022] [0.026) [0.037]
0.446***  0.406%**  0.176 0.131
[0.018] [0.017] [0.007] [0.005]
0.852%**  (.807***  (0.773%**  (.742%**
[0.042] 10.040] [0.039] [0.034]
0.949%**  (0.882%**  (.783%**  (.738***
[0.046] [0.042] [0.037] 10.032]

(Table continues on p. 450.)

year for which data are available) to 1997, the share of total employment
in help supply services rose sharply from 0.4 percent to 2.0 percent. For
the 1986 to 1987 subperiod to the period from 1995 to 1996, the share
of total employment in help supply services increased from 0.8 to 1.7
percent.”’

Table 12.8 reports on a simulation of the effects of the increase in
agency temporaries over the period from 1986 to 1987 to the 1995 to
1996 period on the one-year labor market transition rates. We used the
estimates in table 12.6, model 4, which contains the greatest number of
contro] variables, as the basis for our simulations. In calculating the mar-
ginal effects of the growth in temporary help employment, we assumed
that the distribution of characteristics of individuals joining temporary
help agencies during the period was the same as the distribution of char-
acteristics among those who currently are agency temporaries.” We also
assumed that, in the absence of growth in temporary employment, work-
ers would be employed in regular part-time and regular full-time jobs in
proportion to the number of agency temporaries actually working part-
time and full-time hours.

Our estimates suggest that the growth in agency temporaries over the
period from 1986 to 1987 to the 1995 to 1996 period would have in-
creased the number of workers switching employers (where the employer
is defined as the agency) within a year by .30 percentage point. With a
labor force of over 129 million in 1997, this would translate into an in-
crease of about 387,000 workers changing employers in a year. The ef-
fects on unemployment arc more modest: the growth in agency tempor-
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Table 12.7 Continued

Not in Labor Force, Want to Be

(1) (2) (3) 4)
On-call worker 1.284%** 1.194%** 1.079** 1.133**
[0.014] [0.012] [0.010] [0.010]
Direct-hire temporary 1.278*** 1.190*** 1.04]1%=** 1.186***
[0.013] [0.012] [0.009] [0.010]
Contract worker 1.547** 1.518** 1.557* 1.193
[0.022] [0.021] [0.020] [0.011]
Indcpendent contractor 0.360 0.343 0.154 -0.046
[0.003] [0.003] [0.001] [~0.000]
Regular self-employed -0.144 —-0.120 -0.076 —0.027
[-0.0011 [ —0.001] [—0.001] [—0.000]
Regular part-time 0.741*** 0.684*** 0.847%** 0.976%**
[0.006] [0.006] [0.007] [0.008]

aries would be expected to increase the number who arc unemployed by
only 0.03 percentage point, or about 39,000.

Most interesting is the fact that the predicted effect from the growth in
agency temporaries on labor market transitions mirrors the pattern ob-
served between the period from 1986 to 1987 and the period from 1995
to 1996. In particular, according to our simulations, the principal effect
of the growth in agency temporaries was to increase the proportion of
workers switching employers, a finding that accords with the fact that the
decline in aggregate job stability resulted entirely from an increase in em-
ployer switching. The estimates presented in table 12.8 suggest that
about 30 percent of the growth in employer switching may be attributed
to the increase in agency temporary employment.*

These simulations reflect only the effects of the growth of agency tem-
porary employment over the 1986 to 1996 period. The share of employ-
ment accounted for by agency temporaries also grew rapidly prior to
1986 and after 1996. The simulated effects on aggregate job stability
over the 1982 to 1997 period are over 60 percent greater than those for
the subperiod 1986 to 1996. In particular, over the 1982 to 1997 period
our simulations indicate that the growth in agency temporary employ-
ment increased the number of workers changing employers by 0.5 per-
centage point.

The next two rows of table 12.8 simulate the effects of the declinc in
part-time and self-~employmcnt. We make the assumption that all of the
decline occurred in regular part-time employment and regular self-em-
ployment.®* According to the simulations, the decline in part-time em-
ployment would have almost no effect on the probability of switching
employers and becoming unemployed, and a very small effect on the
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Table 12.8 Effects of Growth in Flexible Staffing Arrangements on Job
Stability, 1986 to 1996—Labor Force Status One Year Later

Employed, Notin  Employed,
Different Labor Same
Employer  Unemployed Force Employer
1. Onc-year labor-market 0.1038 0.0338 0.0759 0.7864
transitions, 1986 to 1987
2. One-year labor-market 0.1139 0.0291 0.0763 0.7807
transitions, 1995 to 1996
3. Actual changes 1986-1987 0.0101 —0.0047 0.0004 —0.0057
to 1995-1996 (2 — 1)
4. Predicted changes from 0.0030 0.0003 0.0000 —0.0033
growth in agency
temporaries
5. Predicted changes from —0.0001 —0.0000 —-0.0003 0.0004
decline in part-time
employment
6. Predicted changes from de- — — —0.0004 0.0004
cline in self-employment
7. Predicted changes assuming 0.0022 0.0012 0.0018 - 0.0051

on-call, contract company,
and direct-hire temps have
doubled as percentage of
workforce

Notze: Derails of the dara and the methodology for the simulations are provided in the appendix.

probability of exiting the labor force. Because we estimated no significant
effect from being in regular self-~employment on the probability of
switching arrangements or becoming unemployed, the simulations for
the decline in self-employment are limited to estimating the effect on the
probability of exiting the labor force. These simulations also suggest a
very small decline in the number of individuals exiting the labor force
from the decline in self-employment. Although these estimates are ad-
mittedly rough, they nonctheless illustrate an important point: declines
in part-time and self-employment arc unlikely to offset the strong effects
of the growth in temporary cmployment on the probability of switching
employers.

The simulations in rows 4 to 6 of table 12.8 arguably represent a
lower-bound estimate of the effects of changes in flexible staffing ar-
rangements on aggregate job stability. Although our multinomial logit
models suggest that any increase in independent contractors would have
little effect on aggregate job stability, growth in the other arrange-
ments—on-call workers, direct-hire temporaries, and contract company
workers—would have a more substantial impact. And although no statis-
tics are available on trends in these arrangements, qualitative evidence
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from employer surveys indicates that there has been some growth in
these arrangements in the 1980s and 1990s. For instance, in a Confer-
ence Board (Axel 1995) survey, one-fourth to one-third of member com-
panies reported sizable growth in their use of direct-hire temporaries in
the preceding five years and expected sizable growth in the coming five
years. Data from BLS Industry Wage Surveys in 1986 and 1987 show
growth in the contracting out of services in thirteen manufacturing in-
dustries between 1979 and the period from 1986 to 1987 (Abraham and
Taylor 1996). In a survey of members of the Bureau of National Affairs, a
larger percentage of employers reported an increase than reported a de-
crease between 1980 and 1985 in their use of direct-hire temporaries,
on-call workers, administrative or business support contracts, and pro-
duction subcontracting relative to regular workers (Abraham 1990). In
the Upjohn Institute Employer Survey on Flexible Staffing Arrange-
ments, a much larger percentage reported contracting out work previ-
ously done in-house than reported bringing work back in-house since
1990. Moreover, two-thirds of respondents to the Upjohn Institute sur-
vey predicted that organizations in their industry would increase their use
of flexible staffing arrangements in the coming five years. Thus, it is rea-
sonable to assume that there has been some growth recently in other
types of flexible staffing arrangements, though the amount by which they
have grown is unknown.

The last row of table 12.8 presents the results of a hypothetical simula-
tion that assumes that on-call, contract company, and direct-hire tempo-
rary employment each doubled as a percentage of the workforce over the
1986 to 1996 period. This simulation illustrates that, as with agency
temporaries, the largest effect of any growth in these other flexible staff-
ing arrangements would be an increase in the proportion of workers
switching employers. Although the percentage growth assumed for these
categories is slightly less than that actually experienced by agency tempo-
raries, employment in these arrangements is unlikely to have increased as
much as twofold. Thus, the simulation in row 7, combined with the
other simulations, probably represents an upper-bound estimate of the
effects of the growth in flexible staffing arrangements on job stability.
Summing the effects of rows 4 through 7 of table 12.8, growth in flexible
staffing arrangements could result in a 0.51-percentage-point increase in
the percentage of workers switching employers. This figure represents
about half of the net growth in employer switching over the period.™

CONCLUSIONS

We set out in this chapter to examine whether workers in a wide variety
of flexible work arrangements experience less job stability as a conse-
quence of those arrangements. Although our evidence suggests that they
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generally do, it is important to distinguish between types of arrange-
ments.

Evidence of lower job stability is clearest for agency temporaries, on-call
workers, direct-hire temporaries, and contract company workers. Results
from the Upjohn Institute survey show that employers primarily use agency
temporaries, on-call workers, and direct-hire temporaries for temporary as-
signments. Only for agency temporaries do a substantial proportion of em-
ployers report using the arrangement to screen workers for permanent po-
sitions, and even then it is not the primary reason that employers report for
using them. Moreover, our analysis of CPS data shows that compared to
regular full-time workers, agency temporaries, on-call workers, direct-hire
temporaries, and contract company workers are more likely to change em-
ployers, become unemployed, or, in the case of on-call workers and direct-
hire temporaries, involuntarily drop out of the labor force after one month
and /or one year. These results hold up even after controlling for individual
and job characteristics, job historics, and wages.

We also find considerable evidence of job instability for those in regu-
lar part-time jobs. Regular part-time workers are more likely than regular
full-time workers to change employers, become unemployed, or involun-
tarily drop out of the labor force, particularly over the course of a year.
Although regular part-time work is less stable than regular full-time
work, it is more stable than agency temporary, on-call, direct-hire tempo-
rary, and contract company work.

We find little evidence that the employment of independent contrac-
tors is less stable than that of regular full-time workers. Although inde-
pendent contractors display some increased tendency to drop out of the
labor force, this change in labor-force status appears largely voluntary.

Our simulations indicate that the recent rapid growth in agency tem-
poraries resulted in a modest decline in job stability primarily because
agency temporaries are much more likely than workers in regular full-
time and regular part-time positions to switch employers. According to
our simulation results, the growth in agency temporaries over the periods
from 1986 to 1987 to the period from 1995 to 1996 increased the num-
ber of workers switching jobs over the course of a year by 0.30 percent-
age point, which represents about 30 percent of the increase in employer
switching evidenced in the CPS data. The decline in part-time and self-
employment over the period would not have offset the increase in job
switching caused by the growth in agency temporaries. Given qualitative
evidence of growth in other forms of flexible staffing arrangements, this
probably represents a lower-bound estimate of the effects of the growth
in flexible staffing arrangements on job stability. Thus, although the de-
cline in aggregate job stability is itself modest, our results indicate that
the growth in agency temporaries and other flexible staffing arrange-
ments can account for a substantial part of the decline.
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Future CPS supplements on contingent and alternative work arrange-
ments will supply better time-series data on employment in flexible staff-
ing arrangements. The results we present in this chapter suggest that
continucd growth in agency temporaries and other types of flexible staff-
ing arrangements would bear watching for their effects on job stability.

APPENDIX

LONGITUDINAL MATCHING AND WEIGHTING
WITH THE CURRENT POPULATION SURVEY

Houscholds in the CPS are interviewed for four consecutive months, not
interviewed for the next eight months, then interviewed for four more
consecutive months. In each calendar month of the year, a new group of
households is administered its first monthly interview. Given this struc-
ture, it is theoretically possible to match 75 percent of the households in
consecutive calendar months and 50 percent of the households in
months one year apart. The actual percentage that can be matched is
lower because some individuals refuse to continue participating and be-
cause the sample is address-based and some individuals move. In addi-
tion, starting in January 1996, the sample of both new and continuing
households in the CPS was reduced by approximately 12 percent, result-
ing in a lower match rate for the February 1995 to February 1996
matched sample. Of those who were not in their fourth or cighth inter-
view and were employed in February 1995, 96.3 percent had a valid re-
cord to which they could be matched in March 1995. Of those who were
in the first half of their interviewing rotations (interviews onc through
four) and who were employed in February 1995, 67.1 percent were
matched to a valid record in February 1996.

Because a new area sample was phased in, household identifications on
the public use tapes were generated such that households could not be
matched forward starting in May 1995. All longitudinal data reported in
this chapter were constructed using internal BLS data containing house-
hold identification numbers and unique personal identification numbers
for individuals within a household.

The tabulations reported in tables 12.3 and 12.4 were weighted to
account for the reduction in observations caused by the rotation pattern
of interviewing, attrition, and the overall reduction in the CPS sample
instituted in January 1996. We constructed weights to preserve the Feb-
ruary 1995 age, race, and gender distribution of workers in the matched
February 1995—-March 1995 data and in the matched Febriary 1995-
February 1996 data. To do this, we multiplied the individual February
1995 supplement weights by a ratio that captures the attrition in each
individual’s age-race-gender group. We calculated ratios for eight age-
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race-gender groups (male, white, more than twenty-five years old; male,
nonwhite, more than twenty-five years old; and so on). Specifically, the
ratio equals the weighted number of individuals in that particular group
in February 1995 to the weighted number of individuals in the same
group in the matched sample, where the weight was the February 1995
supplement weight.

DEFINITION OF SELECTED VARIABLES

Living in a Poverty Area
A poverty area is defined as a census tract in which more than 20 percent
of the houscholds had incomes below the poverty level in 1990.

Job Tenure

Job tenure in February 1995 for those who were agency temporaries,
contract company workers, or on-call workers is defined as how long the
individual had worked for the temporary help agency or contract com-
pany or had been an on-call worker rather than how long the individual
had been at a particular assignment. Independent contractors and the
self-employed were asked how long they had been in these arrangements.
In the February 1996 tenure supplement, wage and salary workers were
asked how long they had worked for the employer identified as their
current and main employer in the monthly CPS. The self-employed were
asked how long they had been self-employed.

Eamings

Hourly earnings were constructed using data from the March Income
Supplement, which inquires about earnings in the previous year. Using
data on 1994 earnings from the March 1995 CPS has the drawback that
we must exclude those who worked in February 1995 but report no earn-
ings the previous year. Inclusion of the March earnings variable, however,
generally has little effect on the size and significance of the other coefhi-
cients in the model.

BEING SWITCHED TO A FLEXIBLE WORK ARRANGEMENT
AT THE CURRENT PLACE OF WORK

Agency temporaries, on-call workers, and contract company workers
were asked whether they had always worked at the place where they were
currently working in this arrangement. In February 1995, only indepen-
dent contractors who were identified as wage and salary workers were
asked about their previous status. In addition, in February 1997 indepen-
dent contractors identified as self-employed were asked, “Have you ever
worked for one of your clients as something other than an independent
contractor?” The proportion of independent contractors reporting to
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have been switched in 1995 was higher than in 1997. However, this is
almost entirely attributable to the fact that only wage and salary indepen-
dent contractors were asked about their previous status. The percentage
of workers in the other three flexible work arrangements who said that
their work arrangements had changed was higher or about the same in
1995 as in 1997.

Agency temporaries, on-call workers, contract company workers, and
wage and salary independent contractors who had previously worked in
another arrangement at their current workplace were asked directly in
both 1995 and 1997 how long they had worked in that previous arrange-
ment before being switched. Tenure prior to being switched for indepen-
dent contractors identified as sclf-employed was less precisely derived
from a series of questions asked of those who had been independent con-
tractors for no more than three years. In these questions, independent
contractors who stated that they had been employed directly prior to
becoming an independent contractor were asked how long they had
worked in this other job.

CONSTRUCTING TRENDS IN AGGREGATE JOB STABILITY
FROM THE CURRENT POPULATION SURVEY

Aggregate job stability measures were constructed by matching those
who were in the first half of their interviewing rotations and were em-
ployed in either January 1986 or February 1995 to their individual re-
cords a year later. January 1987 and February 1996 were chosen because
in cach of these months a tenure supplement for those who were em-
ployed at the time of the survey was conducted in conjunction with the
monthly CPS. Individuals were defined as being employed with the same
employer if they were reported to have been employed in January 1987
or February 1995 and their tenure in January 1987 or February 1996 was
greater than or equal to a year. Individuals were classified as being em-
ployed with a different employer if they had been employed one year
earlier and their tenure was less than one year in January 1987 or Febru-
ary 1996. Those employed in January 1986 or February 1995 were classi-
fied as going from employment to unemployment, or from employment
to not being in the labor force, if they were unemployed or not in the
labor force, respectively, in January 1987 or February 1996.

Individuals abserved in February 1995 were matched to their February
1996 data using household identification numbers and unique personal
identification numbers for individuals within a household, as described
carlier. Individuals observed in January 1986 were matched to their data
in January 1987 also by using houschold and personal identification
numbers. However, because identification numbers were somewhat less
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likely to be consistent month to month in 1986 than in 1995, we also
required that an individual’s gender, race, and age (or age plus one) be
the same betwcen 1986 and 1987 in order for a match to be considered
valid. The match rate for those who were employed in January 1986 was
68.4 percent. Nonresponse and attrition from the sample were ac-
counted for when estimating the job stability measures in both 1986 to
1987 and 1995 to 1996 by adjusting the weights as described in the
discussion on weighting.

METHODOLOGY FOR SIMULATIONS

The estimated effect of a change in the employment share of a particular
work arrangement on the one-year labor market transition rates was cal-
culated as

AS X MEfsa—pt Xp+ AS X MEfsa-ft[l - P],

where AS is the change in the flexible staffing arrangement share; MEg,
is the marginal effect of being in a particular flexible staffing arrangement
relative to being in a regular part-time arrangement on labor market tran-
sitions (employed with the same employer, employed with a different
cmployer, unemployed, or not in the labor force); MEg,  is the marginal
effect of being in a particular flexible staffing arrangement relative to be-
ing in a regular full-time arrangement on labor market transitions; and p
is the proportion of workers in that flexible staffing arrangement who
work part-time hours. The marginal effects were based on table 12.6,
model 4, which contains the greatest number of control variables, and
were calculated as the average of the marginal effects for individuals who
were in that particular flexible staffing arrangement in February 1995.
The individual marginal effects were calculated as the difference between
the predicted probability assuming the individual was a regular part-time
worker (or a regular full-time worker) and the predicted probability as-
suming the individual was in the particular flexible arrangement (agency
temporary, on-call worker, and so on). By taking the average of the indi-
vidual marginal effects only across those in the flexible staffing arrange-
ments, we are implicitly assuming that the distribution of characteristics
of workers joining (or leaving) a particular arrangement reflects the dis-
tribution among workers in that arrangement in February 1995. For ex-
ample, we assume that the growth in temporary employment was drawn
disproportionately from young, female, and minority workers. Calculat-
ing the marginal effects, however, as the average across all workers (as
reported in tables 12.5, 12.6, and 12.7) produces qualitatively similar
results.
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NOTES

1.

A 1989 Industry Wage Survey indicated that permancnt full-time staff con-
stituted 3.2 percent of employment in “help supply services.”

. A further explanation of the variables in the Contingent and Alternative
Employment Arrangements Supplement is contained in the appendix to
this chapter and in Polivka (1996).

. Agency temporaries, as measured in the February CPS supplement, account
for only about 1 percent of total employment. They account for over 2
percent of employment in the Current Employment Statistics (CES), the
Bureau of Labor Statistics’ establishment survey. Although the CES some-
what overstates the number of employees of temporary help agencices, it is
generally presumed that the CPS somewhat understates the number of
agency temporaries. For a discussion of the differences between CPS and
CES statistics on temporary help agency workers, see Polivka (1996).

. Employers were not asked why they contracted out work but only why, if
pertinent, they had changed their use of contract workers since 1990. The
concept of contract workers in the Upjohn survey differs from the concept
of contract company workers and independent contractors in the 1995 CPS
supplement, and results on contract workers from the Upjohn survcy are
not discussed in this chapter. Susan Houseman (1997) provides a detailed
discussion of the Upjohn survey.

. The Contingent and Alternative Employment Arrangements Supplement
to the CPS was repeated in February 1997. We report the 1997 figures here
because, as a result of a questionnaire error in 1995, very few independent
contractors were asked whether they had previously worked for their em-
ployer or client in another arrangement. This problem was corrected in the
1997 survcey.

. The Upjohn Institute employer survey does not provide evidence on job
stability for contract company workers and independent contractors.

. Derails on the construction of these weights along with other variables are

provided in thc appendix.

. A question on the basic March 1995 survey explicitly asks individuals who

are employed whether their employer is the same as in the previous month.
We determined whether individuals held the same job in February 1996 as
they did one year earlier using data on job tenure from the February 1996
supplement to the CPS.



10.

11.

12.

13.

14.
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. As noted earlier, the results for agency temporaries exclude those who mis-

reported their client as their employer in the February 1995 basic CPS.
These agency temporaries displayed a pattern of labor market transition
rates similar to that of agency temporaries who correctly reported the
agency as their emplover. Their exclusion from the tabulations and the mul-
tivariate analysis reported here does not affect the qualitative nature of our
findings.

The multinomial logit model assumes that the ratio of the probability of
one state to the probability of another state, or the odds ratio, is indepen-
dent of the other altcrnatives. We performed a Hausman specification test
on this independence of irrelevant alternatives assumption, and it was ac-
cepted. (For a discussion of this test, see Greene 1997, 920-21.)

Because these three variables are defined only for individuals with three or
fewer years of tenure, we also included a dumny variable set equal to one if
the individual had three or fewer years of tenure on the job.

We also have run models using a wage measure based on reported hourly
carnings from the February 1995 CPS. The results from these models are
almost identical to the results from those reported here, in which wages are
calculated from annual earnings. Although reported hourly carnings from
the February 1995 survey are likely to be more accurate, we cannot include
any of the variables from the March 1995 CPS in regressions with the Feb-
ruary 1995 wage measure because February 1995 wage data for regular
part-time and regular full-time workers were collected only for the outgoing
rotations. For this reason, we report regression modcls with the hourly wage
calculated from annual 1994 earnings.

The reported marginal effects were calculated as the average of the marginal
effects for each individual in the sample. For continuous variables, the
marginal_cffect of variable x; on the probability of being in state j, P, is
Pi(B; — B;). For binary variables, the individual marginal effects were calcu-
lated as the difference in the predicted probability, first assuming a value of
zero and then a value of one. For the flexible staffing dummy variables, the
individual marginal effects were calculated as the difference between the
predicted probability assuming the individual was a regular full-time worker
and the predicted probability assuming the individual was in the particular
flexible arrangement (agency temporary, on-call worker, and so on) (see
Greene 1997, 876-78, 916).

These results included the same set of control variables as the equations
reported in table 12.6. Agency temporaries were excluded from the models
because none were in the category “not in the labor force, want to be.”
Similarly, because there were no individuals in the category “not in the labor
force, want to be” for certain work arrangements in March 1995, these
models could not be run on the February 1995 to March 1995 matched
data. We also estimated a specification with the interaction of the work ar-
rangement dummy variables with gender. Thesc interactions were almost
always insignificantly different from zcro. In addition, the estimates from a
model in which the sample was restricted to those between the ages of
twenty and sixty-four were qualitatively similar to those reported here. We
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do find, however, that among workers forty-five and older the proportion
who report being in retirement in February 1996 is much higher among
those in most flexible staffing arrangements than among those in regular
full-time arrangcments in February 1995. Thus, there is some evidence to
suggest that flexible staffing arrangements are often bridges to retirement
for older workers.

Because individuals® work arrangements are recorded only at one point in

time in our data, we cannot adopt an empirical strategy similar to that used
in Segal and Sullivan (1997b).

Recall that, following the BLS definition of contract company workers, we
restrict the category to those who work primarily for one client at the cli-
ent’s work site.

For reviews of this literature, see Schmidt and Svorny (1998), Gottschalk
and Moffitt (this volume), or Bansak and Raphael (1998).

The CAEAS was repeated as a supplement to the February 1997 CPS; be-
tween 1995 and 1997, the percentage of workers in these arrangements
remained roughly constant.

Adjusting for the redesign, the percentage of workers in part-time employ-
ment declined from 19.1 percent in 1986 to 18.3 percent in 1996. Self-
employment (both incorporated and unincorporated) declined from 12.5
percent in 1989 to 11.5 percent in 1996.

The CES includes only data for paid employees in nonfarm industries. We
calculated agency temporaries as a share of total employment by adding
figures on self-employment and farm employment from the CPS to total
paid employment figures from the CES. We averaged the share of tempo-
rary employment in the years 1986 and 1987 and in the years 1995 and
1996.

Our results were not particularly sensitive to this assumption. See the ap-
pendix for a further explanation of the simulations.

We noted earlier that some of the employer switching associated with tem-
porary agency employment may occur when agency temporaries are hired
by their client firm. Nevertheless, such transitions would also be recorded as
employer switches in the CPS figures that we are trying to explain.

We have already taken into account a shift from regular part-time employ-
ment to agency temporary part-time employment in the simulation for
agency temporary employment. The decline in self-employment is mea-
sured over the 1989 to 1996 period. All calculations were based on esti-
mates that accounted for the effect of the redesign of the CPS in 1994,
Other dctails concerning the simulations are provided in the appendix.

It should be pointed out that our simulations capturc only permanent
changes to one-year labor market transition rates from changes in the com-
position of employment arrangements; the aggregate data, however, mea-
surc both these permanent changes and changes that result from one-time
changes in the composition of employment arrangements. For instance, if,
during the period, individuals were shifting from being in regular jobs to
being independent contractors, there would be a one-time increase in job
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switching owing to the growth in the number of independent contractors,
even though, according to our estimates, independent contractors are no
more likely to switch jobs than regular full-time workers. Our simulations
probably understate the extent to which growth in flexible staffing arrange-
ments has contributed to a decline in job stability, but the understatement is
likely to be slight because we measure job stability over a relatively short
time horizon (one year). However, the contribution of such one-time shifts
to changes in job stability in the 1980s and 1990s will be more important
when job stability is measured over a longer time horizon, as it is done in
most studies.
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Chapter 13

Examining the Incidence of
Downsizing and Its Effect

on Establishment Performance
Peter Cappelli

A cademic research and casual observation before the early 1980s sug-
gested that employment levels were derived in a straightforward way
from the demand for a firm’s product or services. Most layoffs were seen
as driven by business cycles: they were temporary in that employees were
rehired when product demand returned, and production workers were
most often affected. The exceptions were typically limited to industry-
specific market changes—the long-term decline of an industry, such as
coal mining, or the movement of an industry, such as textiles, overseas.
Thus, virtually all of the public policy attention given to unemployment
assumed that job losses were driven by cyclical or structural declines in
product demand.

After the 1980s, however, this assumption no longer seemed valid.
Layofts were more likely to be permanent, and although business cycles
still drove unemployment rates, they did not neatly explain corporate
layoff announcements, now labeled “downsizing.” The term “downsiz-
ing” was introduced to describe the contemporary practice of perma-
nently cutting jobs in an effort to improve operating efficicncy, not neces-
sarily in response to declines in business. (For further discussion of
downsizing, sce, for example, Cascio 1993; Cappelli et al. 1997.) Down-
sizing has received a great deal of attention, especially in the business
press, in part becausc it represents something of an cnigma. As noted
later in this chapter, the companies engaged in downsizing have not nec-
essarily appeared to be in financial distress. The perception that even suc-
cessful companies can improve their financial performance by downsizing
has led to a series of studies of the financial consequences of downsizing
decisions.

This chapter focuses on the main empirical question about downsiz-
ing: What are the factors that cause it? There have been no prior studies
of the determinants of downsizing and only a handful on related topics
such as plant closings. The most important empirical challenge facing
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such investigations is defining and then measuring downsizing. The
studies of the comsequences of downsizing rely either on self-identifica-
tions by firms themsclves when they have had a downsizing or on media
announcements. | take a different approach and define downsizing as
reductions in jobs driven by the desire to improve operating efliciencies,
and I distinguish it from the layoffs typically associated with shortfalls in
demand. One might think of downsizing, therefore, as driven by devel-
opments inside the firm, in its production function, rather than by
changes in the product market and product demand. I can identify such
situations indirectly by controlling for cases in which firms experience
shortfalls in demand as well as for cases that involve other unrelated
sources of job loss such as outsourcing. I define job losses in the remain-
ing cases as downsizing. I examine the factors that explain both general
job losses and downsizing across a national probability sample of firms,
using hypotheses associated with management practices, most com-
monly as they relate to incentives to cut the use of labor. Finally, I con-
tribute to the growing literature on the consequences of job losses for
firms by relating job losses and downsizing to the subsequent perfor-
mance of the firms.

THE DOWNSIZING CONSTRUCT

Downsizing represents for many the most obvious manifestation of a per-
ccived decline in the nature of the employment rclationship as it relates
to job security. In particular, the perception that even profitable com-
panies can raise the price of their stock by making downsizing announce-
ments scems to have stood on its head the conventional wisdom that
layoffs are a sign of trouble for a firm, something that happens only when
its business is failing. As Kevin Hallock (1998) observed, the belicf that
companies reward those CEOs who downsize their operations has fed
the perception that downsizing is good for companies. (Whether these
perceptions are justified is another matter, as discussed later.)

Much of the concern and interest in downsizing has focused on large
corporations, which have been perceived until relatively recently as places
where most employces, especially managers, could expect lifetime jobs,
subject to adequate performance (see, for example, Kanter 1977). Find-
ing systematic evidence of the change in practice, however, can be diffi-
cult. Job security in most companies has been an implicit policy that was
never spelled out in the employee handbook. It is difficult, therefore, to
use changes in explicit policies as a measure of the change in job security.
But there is anecdotal evidence of changes in policies associated with
employment security. The authors of The One Hundred Best Companies
to Work for in America, for example, found that ten of those companies
had an explicit no-layoff policy in thc 1980s but that only two of them
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still had such a policy in 1997, and onc of those was privately held (Le-
vering and Moskowitz 1993; see also Mother Jones, July 17, 1997,5). A
benchmark study of leading companies conducted by the Corporate
Leadership Council (1995) discovered an important change in their ex-
pectations about carcer development from the 1980s to the 1990s: com-
panies were now explicitly expecting managerial incumbents to stay with
the company for an average of three to four years, and to leave sometime
during that time period, rather than to remain with the company until
they retired. A recent survey of large emplovers conducted by the Con-
ference Board (1997) reported that 69 percent of those companies had
abandoned job security policies for their employees; only 3 percent said
that they still had such policies. This finding in particular suggests that an
important change has taken place, but in the absence of a representative
sample, it is difficult to interpret its significance.

The concept of downsizing appeared after the recession of 1981 to
1983. The layoffs were initially driven by sharp declines in business and
were seen as traditional, temporary layoffs. Sixty-one percent of the hu-
man resource executives sutveyed by the Conference Board thought that
by 1984 the downsizing trend was losing its momentum (Gorlin 1985).
In 1991, in contrast, a similar Conference Board survey found that more
than half of the surveyed executives believed that downsizing would con-
tinue to be necessaty indefinitely to maintain competitive firms (Johnson
and Linden 1992). That year other surveys reported that 22 percent of
surveyed companies were planning to make cuts in their workforce. In
fact, twice as many of those companies, 40 percent, ended up cutting
workers (Ehrbar 1993).

The Amcrican Management Association (AMA) has surveyed approx-
imately one thousand of its member companies about downsizing every
year since 1990. Although AMA members are no doubrt different from
the population of all employers—different cven from the average large
employer by virtue of their membership in that organization—the trends
in their experience over time may be instructive. The AMA surveys found
that the incidence of downsizing increased every year untl 1996, when
48.9 percent of companies reported having at least one downsizing wave,
only a trivial decline from 50 percent the year before. (The AMA survey
essentially counts every layoff as a downsizing and in that sense measures
the occurrence more than the intensity of job loss.) Downsizing there-
fore increased across companies even as the economy expanded follow-
ing the 1991 recession. Hallock’s (1998) calculations of layoff announce-
ments (not necessarily downsizing per se) found that they increased in
the 1990s as compared to the 1980s.

The causes of downsizing as reported in the AMA annual surveys also
changed. In the early 1990s, virtually all respondents cited overall eco-
nomic conditions as an important cause of downsizing. By 1996, how-
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cver, most were citing restructuring (66 percent) as the cause, and most
of the companies reporting cuts were now profitable in the vear they
were cutting (American Management Association 1996). In more recent
years, firms have been hiring at the same time that they have been down-
sizing. In 1996, 31 percent of firms in the AMA survey were adding
workers even as they reported job cuts, and the average firm reporting a
downsizing in fact was growing by 6 percent.

EVIDENCE FROM DATA ON INDIVIDUALS

The firm-level data cited earlier arc suggestive of interesting and poten-
tially new relationships with job loss. But because the surveys from which
they are derived are proprietary and typically use nonrepresentative sam-
pling frames, it is difficult to use these data as the basis for conclusions
about the economy as a whole. In contrast, a considerable litcrature has
developed on the labor market experience of individuals to ¢xamine
questions related to downsizing. Although it is only suggestive of em-
ployer practices, this literature has the advantage of being based on repre-
sentative samples. Many studies find increases in job losses of a kind asso-
ciated with changes in the nature of employment security and in the
factors shaping it. James Medoff (1993) found that the proportion of
prime-age male workers (ages thirty-five to fifty-four) who were perma-
nently (as opposed to temporarily) displaced from their jobs almost dou-
bled between the 1970s and the early 1990s. Henry Farber (1997, 1998)
concluded that the overall rate at which workers were permanently dis-
placed decreased a bit during the late 1980s from the peak of the 1981 to
1982 recession, but then rose again—despite the economic recovery—
and jumped sharply through 1995 (Farber 1997; for concerns about data
problems that may have inflated more recent figures, see Polivka 1998).
The rate at which workers were thrown out of their jobs was almost as
great from 1993 to 1995, a period of significant economic expansion and
prosperity in the economy as a whole, as it had been from 1981 to 1983,
the worst recession period since the Depression. And economic or com-
panywide reasons, such as downturns in business or plant closings, were
o longer the sole or primary cause of the job losses. More and more
often, particular positions were being eliminated.

Another feature of changing layoff practices has been the susceptibility
to downsizing of white-collar and management employees, whose jobs
were traditionally the most protected. The data on the cxperiences of
individual workers suggest that the rate of displacement was actually
higher for managers and white-collar workers in the 1980s than for other
occupations, controlling for other charactcristics (Cappelli 1992; Kletzer
1998). It rose sharply through the early 1990s but appcars to have de-
clined somewhat from 1993 to 1995 (Farber 1997). Older and more
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educated workers, the kind we would expect to find in the “better” jobs
buffered by the organization from market pressures, seem to have been
more likely to be displaced in the early 1990s as compared to earlier
periods (Gustman, Mitchell, and Steinmeyer 1995; Farber 1997). The
increases in job losses for these groups have also been attributed to inter-
nal restructuring (for example, “position abolished”) rather than external
cconomic conditions (Farber 1997).

Also contributing to our understanding of changing employment rcla-
tionships are the studies of changes in average employee tenurc, a mea-
sure driven by the combination of voluntary and involuntary employee
turnover. Turnover for the average employec scems quite stable over
time (although not for all demographic groups), as estimated by data
from both the Current Population Survey (CPS) and the Panel Study of
Income Dynamics (PSID) (sce, for example, Jacger and Stevens, this vol-
ume). David Neumark, Daniel Polsky, and Daniel Hansen (this volume)
find that overall turnover, though stable in the 1980s, appears to have
risen somewhat in the mid-1990s, even for managcrial employees who
have traditionally been seen as having significant job security. The more
relevant question for downsizing and job security generally, however, is
whether involuntary or employer-initiated turnover has increased. The
answer appears to be yes. Polsky (forthcoming) examines whether there
has been an increase in employer-initiated job loss, such as layoffs, using
the Panel Study of Income Dynamics. He compares the 1976 to 1981
period to the 1986 to 1991 period and finds that the overall rate of em-
ployee turnover was similar, but that involuntary job losses were greater,
especially for older employees and those with more tenure with the em-
ployer, the group traditionally associated with internal labor markets.
Johanne Boisjoly, Greg Duncan, and Timothy Smeeding (1998) found
similar results with the same data. Robert Valletta (1996) reported that
the proportion of the unemployed accounted for by permanent dis-
missals (technically, non-layoft job-losers) rose through the 1980s and
early 1990s.

Together, both the limited descriptive data on employer layoff deci-
sions and the more representative studies of employcc job loss and turn-
over suggest that the factors driving contemporary job loss may be differ-
ent than in the past. Those factors appear to be related less to downturns
in product demand and more to internal factors associated with manage-
ment decisions.

RESEARCH ON DOWNSIZING

Despite the popular attention given to downsizing and the continuing
stream of studies about job sccurity for individual workers, there has
been essentially no rescarch directed at the causes of downsizing. A
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growing body of research on the consequences of downsizing addresses
the perception that firms can improve their financial performance by
downsizing. Although thesc studies do not relate to the central question
here—What factors explain employer downsizing?—they may shed light
on how to conceptualize and measurc downsizing. These studies include
Abowd, Milkovich, and Hannon (1990), Caves and Krepps (1993), and
Worrell, Davidson, and Sharma (1991), all of whom found that, on aver-
age, financial performance as measured by stock prices seems to decline
after a downsizing (for similar results, see DeMeusc, Vanderheiden, and
Bergmann 1994; Igbal and Shetty 1995; and, for Canadian firms, Gun-
derson, Verma, and Verma 1997). At least some part of the negative per-
formance of downsizing firms can be traced to a wide range of adverse
effects on the workforce (see, for example, Brockner 1992; for surveys,
see Cameron 1994).

But some studics also find that performance improves after downsiz-
ing for firms with certain characteristics. Worrell, Davidson, and Sharma
(1991) found that firms with restructuring plans as part of their downsiz-
ing cffort show an improvement in stock prices after a downsizing.
Wayne Cascio, Clifford Young, and James Morris (1997) took a longer
time perspective in examining several different modcl specifications and
found some positive relationships between reductions in employment
and financial performance, although the relationship was generally nega-
tive. A study of the positive eftects on performance associated with down-
sizing at General Dynamics suggested that the restructuring of firm oper-
ations and management that presumably drove much of that company’s
improved performance both led to and was facilitated by downsizing
(Dial and Murphy 1995).

The central analytic problem facing studies of downsizing is to define
it and to differentiate the cutting of jobs because a firm already has finan-
cial problems from the cutting of jobs to seck new efficiencies. The data
outlined later in the chapter make it possible to address this issue and to
contribute to the literature on the relationship between downsizing and
performance cffects.

There is also a body of research on firm financial performance and
plant closings, which are not identical to downsizings but may be similar
enough to shed some light on how to conceptualize downsizing. David
Blackwell, Wayne Marr, and Michael Spivey (1990) observed early on
that negative relationships between plant closings and firm financial per-
formance may be spurious because such decisions are associated with,
and difficult to untangle from, the overall competitivencss of firms. Mi-
chael Gombola and George Tsetsekos (1992) found that plant-closing
decisions in general hurt share prices, but not for firms that are financially
sccure. These results appear to be consistent with the view in the down-
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sizing studies that cuts in struggling firms help identify those firms that
are already declining while cuts in more successful firms may proxy cfforts
to restructure and reposition operations. Rajiv Kalra, Glenn Henderson,
and Michael Walker (1994} made a similar finding: plant closings may be
associated with improved performance when firms are restructuring.

One of the drawbacks with these studies is that, because they use stock
prices as a dependent variable, they are limited to publicly held com-
panies. Moreover, the unit of analysis must be the entire corporate entity,
which is often far removed from where employment decisions are made;
a massive company like General Electric, with its hundreds of divisions
and facilities, is counted as a single observation because it has a single
stock price. Martin Baily, Eric Bartelsman, and John Haltiwanger (1996)
took a different approach and examined the effects of job reductions on
plant productivity using plant-level data from the U.S. Census Burcau.
From a range of results they concluded that downsizing plants have only
slightly more productivity growth than do plants that are increasing em-
ployment.

The more fundamental complication illustrated by all of these studies
is the problem of defining and then measuring what counts as a downsiz-
ing. The studies of downsizing announcements rely on firms to self-iden-
tify through their public announcements that they are implementing a
downsizing and to define it consistently.! Not all reductions in employ-
ment merit public announcements, firms differ in what type of job cuts
they define as downsizing, and as noted earlier, actual cuts often do not
seem closely related to planned cuts. Studies of downsizing announce-
ments may thus measure something that differs systematically from ac-
tual job losses—perhaps something about the effects of public state-
ments, or the unobserved characteristics associated with the type of
changes that merit such announcements. To illustrate, Hallock’s (1998)
study of layoff announcements found that the initial positive relationship
between layoffs and CEQ pay (presumably motivated by the perception
that layoffs improve firm performance) in fact appears to be driven by
firm characteristics associated both with CEO pay and with the layoff
decision. When one controls for those characteristics, the relationship
between layoff announcements and pay disappears.

The study by Baily and his colleagues (1996) took the simpler ap-
proach of examining actual employment changes, and Cascio and his col-
leagues (1997) defined “employment downsizers” as companies that cut
employment more than they cut plant and equipment. The latter study
attempts to differentiate job cuts associated with declines in business ac-
tivity from what might be thought of as “true” downsizing—job cuts
designed to increase efficiency by operating with proportionately fewer
employees.
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MODELING THE DOWNSIZING DECISION

In an attempt to define downsizing clearly and consistently, I define
downsizing as job cuts driven by pressures for increased efficiency in the
use of labor rather than by declines in demand. We can therefore begin to
conceptualize downsizing by thinking about the factors that drive reduc-
tions in jobs—essentially reductions in labor demand—and then differ-
entiate the factors that are consistent with the drive for improved effi-
ciency. The demand for labor is typically seen as derived from the
demand for the final product or service produced by the firm through a
production function that represents how labor and capital are combined
to produce final products (see, for example, Hamcrmesh 1993). Reduc-
tions in the level of demand for the product or service lead to reductions
in the demand for labor of the kind traditionally associated with layofis:
especially if the firm is a price taker in its factor markets and cannot cut
wages and other factor prices, it will respond to a decline in product
demand by attempting to reduce inputs and laying off employees. A wide
range of forces and developments might be responsible for a decline in
the demand for a firm’s final products, such as general business cycle
conditions, changes in import penetration, or other industry- and firm-
specific eftects. For the purposes of estimation, they operate by reducing
effective product demand and creating cxcess capacity.

Factor Prices

Changes in the mput mix within a given production function are the
other main cause of reductions in the demand for labor, the kind associ-
ated with the concept of downsizing as I define it. Such changes repre-
sent perhaps the best-known conceptual illustration of developments
within a given production function that would lead to reductions in the
demand for labor: emplovers substitute other, cheaper factors for labor
and reduce their use of labor in the process. Wage rates and changes in
the price of various factors that substitute for labor, such as technology or
even management practices that might ¢conomize on the use of labor,
are examples of these factor prices. (Of course, changes in factor prices
may also affect product prices and, in turn, product demand and the de-
rived demand for labor.)

Employment practices may affect the ability to substitute other factors
for labor by changing the costs of laying off employees. Severance pay-
ments and employer pension obligations may be the clearest examples.
The presence of unions and collective bargaining agrcements can also
restrict management’s ability to adjust employment. The use of part-time
and temporary employees, in contrast, may provide a substitute for
downsizing by making it easier to adjust the total hours of work: contract
work can be reduced without cutting employees.
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Efficiency Parameter
The other explanation for downsizing relates to the gencral efficiency
parameters in production function models. They represent the technol-
ogy, broadly defined, for combining labor and other factors into final
products. The typical assumption is that efficiency parameters are fixed in
a given production function, although no doubt employers have some
choice of practices within a given production function (see¢ discussion
later in the chapter). Firms may have choices berween production func-
tions, however, and essentially between different efficiency parameters.
Onc basic choice that is likely to affect the basic operation and produc-
tion function of a firm is business strategy. The traditional concept of
business strategy 1s competitive strategy—how a firm positions itsclf
against competitors in a given product market. The notion behind com-
petitive strategy is that firms have choices and discretion in selecting
niches within markets. Michael Porter’s (1985) framework describing
the competitive strategy choices of firms is the best known. He argued
that each strategy choice has implications for the internal structure of the
firm, including employment practices. These practices, in turn, have im-
plications for job security and downsizing.

Practices and Incentives

The distinction between substitution of other factors for labor within a
given production function and the shift to different production functions
that use less labor is casier to establish in theory than in practice. For
example, whether the automation of a production operation represents
only substitution of capital for labor within a production function or a
move to a new production function altogether may be difficult to distin-
guish empirically. Doing so would require, among other things, esti-
mates of the firm’s production frontier.

It is possible to identify some changes in practices that are directly asso-
ciated with shifts within or between production functions. It may be casier
to identify managers® different incentives to pursue more efficient opera-
tions that reduce the use of labor and relate them to downsizing. The
classic argument about the operation of modern, publicly held firms is that
managers pursue their own interests and do not necessarily maximize efhi-
ciency because their interests are not aligned with those of the share-
holders (Berle and Means 1932). Arrangements that align the interests of
the managers who operate the companies with those of the shareholders
are thought to change the operation of firms in fundamental ways, such as
reducing excess jobs (Lichtenberg and Siegel 1992; Matsusaka 1993).
Programs such as stock options for managers are perhaps the most obvious
attempts to change the way a firm operates by creating these incentives for
managers to act like stockholders as they execute their responsibilities.
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Tn a typical production function like the well-known Cobb-Douglas
form, where Y = AKPL'™® these arguments about the practices that may
affect the overall efficiency of the function relate to the general efficiency
parameter A. Changes in the distribution parameter § reflect general
technological changes as well as changes in employment practices that
affect the ability to substitute other factors for labor. The general cost of
labor and the employment practices that influence these costs relate di-
rectly to the incentives to substitute capital (as well as other factors) for
labor. The cost of labor relates directly to the incentives to substitute
capital and other factors for labor. Changes in the demand for the output
Y are the basis of the derived demand for labor. Reductions in that de-
mand are behind traditional capacity-related layoffs. Changes in factor
prices, the distribution parameter, and the efficiency parameter, in con-
trast, are associated with the more contemporary phenomenon of down-
sizing as defined earlier.

The analyses that follow examine the extent to which variables associ-
ated with the potential substitution of other factors for labor and with
the shift to more efficient production regimes cxplain the incidence of
more general job reductions and then the specific casc of downsizing.

DATA AND ANALYSES: THE EQW NATIONAL
EMPLOYER SURVEY

To examine the causes of downsizing, we need data about changes in
employment, about product demand and related firm characteristics, and
about management practices at the establishment level where downsiz-
ing decisions take place, a combination that has been difficult to find in
the same data set. A recent establishment-level survey of employment
practices conducted by the U.S. Census Bureau for the National Center
on the Educational Quality of the Workforce (EQW) (1994) contains
such data and allows us to address some of these questions.

The EQW National Employers Survey was administered as a tele-
phone survey in August and September 1994 to a nationally representa-
tive sample of private establishments with more than twenty employees.
It is structured to provide information on all categories of incumbent
workers, not just new hires or those in core occupations.

The survey oversampled establishments in the manufacturing sector
and establishments with more than one hundred ecmployees. Public-sec-
tor cmployees, nonprofit institutions, and corporate hcadquarters were
excluded from the sample. Although the survey excluded establishments
with fewer than twenty employees (which represent approximately 85
percent of all establishments in the United States), the sampling frame
represents establishments that employ approximately 75 percent of all
workers, since most establishments are small (fewer than five employees)
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but most workers are employed in larger establishments. The survey con-
centrates on those establishments with the most employees. The target
respondent in the manufacturing sector was the plant manager and, in
the nonmanufacturing sector, the local business site manager.

The sampling frame for the survey was the Census Bureau (Standard
Statistical Establishment List {SSEL])} filc, onc of the most comprehen-
sive and up-to-date listings of establishments in the United States. Of the
4,633 eligible establishments contacted by the Census Bureau, 1,275 re-
fused to participate in the survey. This represents a 72 percent response
rate, which is substantially higher than that of similar establishment sur-
veys.” The usual reason employers gave for not participating in the survey
was either that they did not participate in voluntary surveys or that they
were too busy to participate. Probit analysis conducted by Lisa Lynch and
Susan Black (1996) of the characteristics of nonrespondents indicates
that there was no significant pattern at the two-digit industry level in the
likelihood that an establishment would participate in the survey. The only
differentiating characteristic was that manufacturing establishments with
more than 1,000 employees, 0.1 percent of the sample, were less likely to
participate in the survey. Of the 3,358 establishments that participated in
the survey, not all respondents completed all parts of the survey by the
interview cutoft date of October 1, 1994. Completing all parts of the
survey were 1,621 establishments in the manufacturing sector and 1,324
establishments in the nonmanufacturing sector—a “completed” survey
response rate of 64 percent overall. For the analyses in this chapter, we
restricted the sample to establishments that reported usable data for all
questions used in any of the regressions to ensure that differences across
specifications or across different dependent variables do not reflect
changes in the sample.

The questionnaire was designed to allow for multiple respondents. Es-
tablishments that kept financial information in a separate office, such as
corporate headquarters for multi-establishment enterprises, could have
that information reported directly. Computer-assisted telephone inter-
viewing (CATT) was used to administer each survey, which took approx-
imately twenty-cight minutes to complete.

The survey was repeated again in August 1997 (NES II) and adminis-
tered by the Census Bureau through CATI. The sampling frame was
again drawn from the SSEL, targeting business establishments through-
out the United States and excluding those with fewer than twenty em-
ployees. The survey oversampled the nation’s largest establishments and
those in the manufacturing sector. The sample for the NES IT has three
components: an oversampling of states involved in particular educational
reform efforts (2,000 completed interviews in California, Kentucky,
Michigan, Maryland, and Pennsylvania); approximately 2,500 completed
interviews that make up a representative sample of the rest of the United
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Table 13.1 Employment Changes for All Plants, 1991 to 1994
All Plants
Percenrage Change in Employment
Share as Worker-
Percentage Un- Population
of Worker  weighted (Standard Weighted {Standard
N Population Mean Deviation) Mean Deviation)
Total 2,689 100.0 49 (35.7} 5.3 {37.4)
By operating level versus capacity in
1994
Below 901 30.1 ~-1.2 (32.3) 0.7 (25.4)
At 1,523 60.6 6.7 (33.3) 1.5 (31.1)
Above 265 9.3 15.3 (52.6) 45.2 (70.2)
By plant size
Less than 50 458 10.3 15 (23.7) 5.6 (20.6)
501099 405 10.7 9.5 (50.9) 7.1 (43.0)
100 1o 249 522 14.0 4.8 (31.1) 49 (26.3)
250 to 499 453 10.7 6.8 {40.5) 37 {57.1)
500 w 999 286 10.3 7.0 (38.0) 3.1 (33.7)
1,000 or more 565 44.0 1.8 (27.5}) 4.7 (36.8)
By industry
All manufacturing 1,510 25.5 4.4 (36.6) 7.6 (46.5)
Food, tobacco 123 21 106 (60.8) 16.9 {85.7)
Textile, apparel 115 1.8 10.6 (61.8) 11.9 (72.0)
Lumber, paper 171 2.8 4.1 (28.8) 4.6 (27.7)
Prinung, publishing 139 1.9 23 (16.4) 3.1 (15.5)
Chemical, petroleum 148 2.2 -0.1 (17.7) 1.6 (14.2)
Primary metals 169 1.0 33 (31.8) 4.2 (29.0)
Fabricated metals 140 1.5 05 (22.9) 4.6 (22.8)
Machinery, instruments 171 7.0 39 (41.6) 127 (52.1)
Transportation equipment 16l 19 6.6 (44.0) 14 (52.5)
Miscellaneous manufacturing, 173 32 38 (16 .8) 4.1 (17.1)
All nonmanufacturing 1,179 745 5.6 (34.4) 4,5 (33.8)
Construction 132 33 1.3 (26.2) 21.3 (57.4)
Transportation services 107 5.1 8.7 (43.2) 4.6 (26.9)
Communications 64 8.0 1.8 (22.9) -85 (11.0)
Utitities 112 2.5 -35 (12.4) -32 (8.0)
Wholesale trade 131 13.7 4.1 (26.6) —4.1 (28.1)
Retail trade 100 17.1 2.5 (13.5) —4.3 (19.2)
Finance 107 39 17.7 (61.2) 16.5 (48.0)
Insurance, real cstate 99 2.3 4.0 (30.7) 29 (20.1)
Hotels 134 1.6 2.0 (15.5) 21 (14.8)
Business setvices 103 8.2 19.7 {59.1) 38.9 (55.1)
Health scrvices 90 8.8 3.9 {14.6) 6.3 (14.8)

Note: Worker-population weights are calculared as sampling probability weights times total employment in 1994. Below

the first row, worker-population weighted shares have been renormalized to sum to 100 by “versus capacity,

“industry,” as appropriate.

” “size,” or

States (45 states plus the District of Columbia); and a longitudinal com-
ponent of about 900 completed interviews with business establishments
that had participated in the initial National Employer Survey, the compo-
nent of interest for this study. A total of 5,465 establishments responded
to NES 11, for a response rate of 78 percent. The longitudinal compo-
nent elicited 915 responses, for a responsc ratc of 88 percent. Excluding
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Plants with Decreasing Employment

Percentage Change in Employment

Share as Worker
Percentage Un- Population
of Worker weighted (Standard Weighted (Standard
N Population Mean Deviation) Mean Deviation)
787 348 -18.3 (15.7) —180 (16.7)
358 28.4 -215 (17.1) -17.5 (15.5)
380 68.4 -159 (14.3) -185 (17.4)
49 32 —13.1 {10.3) 125 (82
113 4.0 -234 (18.8) -21.6 (15.9)
93 7.2 -208 (16.7) —189 (13.8)
143 95 -18.6 (15.6) -155 (12.6)
134 10.9 -174 (15.1) -329 (19.2)
90 e -153 (13.3) —-135 (10.2)
214 58.0 —16.0 (14.1) -161 (16.6)
460 224 -19.1 16.8) -183 (15.8)
26 14 -169 (15.0) —-154 (11.3)
25 1.4 -198 (18.3) ~215 (16.3)
58 14 -124 (12.1) ~15.5 (13.0)
41 2.0 -13.8 (15.0) -110 (9.7)
57 2.0 -14.7 (15.0) -13.2 (11.9)
55 1.1 ~19.4 (15.2) ~157 (11.6)
12 11 —231 (1.2) -18.1 (16.6)
59 69 ~259 (19.5) -187 (16.8)
53 26 -275 (17.3) —31.8 (17.0)
44 2.3 —158 (13.6) —16.0 (13.6)
327 77.6 -17.1 (14.0) —-17.9 (17.0)
39 2.0 —-224 (13.5) —16.9 (11.9)
25 22 —181 (12.8) -122 (8.8)
22 21.6 —-17.0 (15.8) -105 (3.0)
57 5.5 ~119 (9.5) -58 (6.3)
39 17.0 —18.7 (16.7) -273 (22.0)
21 149 -149 (11.0) ~25.4 (20.0)
25 2.0 202 (16.9) -243 (20.9)
30 1.7 - 208 (16.4) —21.7 (15.1)
33 1.1 ~113 (6.4) ~11.4 (6.5)
16 40 -258 (18.0) —14.8 (13.4)
20 6.0 137 (12.1) —13.0 (10.8)

(Table continues on p. 476.)

partial responses brought the sample down to 766 and a completed re-
sponse rate of 74 percent. The data became available for use at the
Census Burcau in January 1998.

VARIABLES AND SPECIFIC HYPOTHESES

In contrast to prior studies that used the corporate entity as the unit of
analysis, this study conducts an establishment-level analysis; actual job
reductions can thus be more reliably tallied and linked to employer prac-
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Table 13.1 Continued
Plants with Increasing Employment
Percentage Change in Employment
Share as Worker-
Percentage Un- Population
of Worker  weighted (Standard Weighted (Standard
N Population Mcan Deviation} Mean Deviation)
Total 1,146 394 240 (45.5) 29.4 (47.3)
By operating level versus capacity in
1994
Below 270 231 24.6 (43.3) 21.3 (32.9)
Ar 720 60.9 225 (41.1} 221 (36.4)
Above 156 16.0 30.1 (64.1) 689 (74.2)
By plant size
Less than 50 164 10.7 204 (23.1) 21.0 (21.0)
50 to 99 178 11.9 32.5 (68.4) 26.3 (57.8)
100 to 249 226 14.0 228 (37.3) 21.6 (33.4)
250 1o 499 227 13.5 239 (49.9) 308 (68.0)
500 t0 999 123 13.5 274 (50.3) 25.1 (38.8)
1,000 or more 228 36.5 19.5 (32.7) 36.8 (45.8)
By industry
All manufacturing 654 282 23.5 (46.2) 304 (61.4)
Food, Lobacco 62 28 281 (81.2) 39.2 (112.8)
‘Textile, apparel 56 20 30.7 (82.9) 39.3 (99.5)
Lumbet, paper 53 1.5 20.9 {41.2) 334 (44.9)
Printing, publishing 61 2.3 14.6 (11.5) 15.4 (12.1)
Chemical, petroleum 61 3.0 13.6 (12.9) 10.8 (9.4)
Primaty metals 75 1.0 21.8 (37.2) 234 (34.9)
Fabricated merals 57 1.8 18.3 (16.9) 2l.6 (19.9)
Machinery, instruments 68 79 32.2 {(49.5) 439 (64.3)
Transportation equipment 78 20 32.3 {48.3}) 39.0 (61.5)
Miscellaneous manufacturing 83 4.1 16.3 {11.0) 16.1 (11.8)
All nonmanufacturing 492 71.8 248 (44.5) 29.0 (40.4)
Construction 51 4.8 204 (29.1) 42.8 (67.4)
Transportation scrvices 58 4.6 239 (53.0) 18.4 (41.4)
Communications 24 1.0 202 (22.9) 282 (29.9)
Utilities 27 0.8 104 (9.8 10.7 (6.3)
Wholesale trade 50 12.4 25.3 (27.8) 213 (18.0)
Retail trade 38 10.2 14.8 (9.4) 14.7 (8.7)
Finance 55 5.8 435 (75.7) 352 (53.1)
Insurance, real estate 48 3.3 225 (32.5) 14.6 (14.6)
Hotels 40 1.5 15.9 (20.9) 137 (18.1)
Business setvices 56 14.5 43.6 {70.6) 59.0 (53.8)
Health scrvices 45 13.2 13.8 (11.0) 15.9 (8.2)

tices. The NES survey measures downsizing with a variable that reports
the change in employment at cach establishment from 1991 to 1994,
from 1994 to 1997 in the NES II, and if so, by what percentage. Table
13.1 presents first the average employment change by establishment
(also reported for establishments that were decreasing employment and
for those that were increasing employment) for two-digit industry and
size categories and according to their level of operating capacity for the
period 1991 to 1994. Table 13.2 presents similar statistics for those es-
tablishments that were operating at or above capacity from 1991 to
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1994. Table 13.3 presents the statistics for all plants. Table 13.4 rcpeats
the descriptions presented in table 13.1 using data for the period 1994 to
1997, and table 13.5 repeats the descriptions oftered in table 13.2 for
establishments operating at or below capacity in 1994 using employment
change data for 1994 to 1997.

JoB Loss AND DOWNSIZING VARIABLES

The creation of the downsizing variable begins with the more general
measure of employment change over time, from 1991 to 1994 in the
NES and from 1994 to 1997 in the NES II. This measure is then con-
verted into a measure of job reduction: zero if employment was un-
changed or increased, the percentage change if it decreased. The result-
ing variable contains more information than would a simple dummy
variable for whether jobs declined. But the variable is truncated at zero,
suggesting the need for estimation techniques associated with limited
variables such as Tobit procedures.

The measure of downsizing needs to differentiate the reductions in
employment that are associated with declines in business—more tradi-
tional layoffs—from those associated with production function changes
that correspond to the notion of downsizing. The NES 1994 includes a
question that captures whether the establishment is expericncing a short-
fall in demand. It asks whether the establishment is operating below ca-
pacity (one if operating below capacity; zero if at or above capacity). Es-
tablishments operating below capacity may not have enough business to
keep the current workforce employed and may be expected to implement
traditional layoffs. Establishments that cut jobs even when they are at or
above their normal operating capacity, in contrast, fit the notion of
downsizing defined as job cuts driven by the changes in the production
function in pursuit of improved efliciency.

The most straightforward way to incorporate this mcasure of excess
capacity into a measure of downsizing is to include in the analysis of
downsizing only those establishments that arc operating at or above ca-
pacity. The middle column in tables 13.2 (for 1991 to 1994) and 13.4
(for 1994 to 1997) presents statistics for those establishments that meet
the definition set out here for downsizing—operating at or above capac-
ity and having decreased employment during the period. Establishments
that fit the downsizing definition tend to be somewhat larger and less
concentrated in manufacturing than the average establishment for the
1991 to 1994 period. These differcnces are less pronounced for the 1994
to 1997 period.

It is also important to distinguish job reductions associated with out-
sourcing from downsizing. For example, an employer who contracts out
some function such as janitorial service to an outside vendor would expe-
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Table 13.2 Employment Changes of Plants at or Above Capacity in 1994 and
1991 to 1994

All Plants
Percentage Change in Employment
Share as Worker-
Dercentage Un Population
of Worker weighted (Standard Weighted (Standard
N Population Mean Deviation) Mean Deviation)
Total 1,788 69.9 8.0 {36.9) 7.3 (41.4)
of all
By plant size
Less than 50 266 8.7 5.0 (21.1} 84 (17.7)
50 t0 99 247 9.2 13.3 (56.6) 11.4 (49.0)
100 to 249 354 13.3 8.1 (33.1) 7.6 (27.8)
250 to 499 307 11.3 10.3 (44.4) 3.9 (64.5)
500 to 999 201 10.6 8.1 (31.7) 5.8 {28.0)
1,000 or more 413 469 4.8 (27.9) 7.4 (41.4)
By industry
All manufacturing 997 24.6 8.2 (38.9) 11.7 (50.5)
Food, tobacco 85 2.1 16.5 (71.6) 242 (99.2)
Textile, apparel 91 2.0 109 (65.7) 13.0 (78.1)
Lumber, paper 122 3.1 3.6 (24.5) 25 (22.9
Printing, publishing 97 1.7 37 (16.8) 6.3 (15.8)
Chemical, petroleum 102 24 1.8 (14.9) 35 (12.0)
Primary metals 114 1.4 6.6 (34.3) 7.3 (30.8)
Fabricated metals 70 1.1 7.9 (19.1} 119 (21.9)
Machincry, instruments 98 6.4 12.6 (43.7) 17.9 (55.5)
Transportation ¢quipment 95 14 16.3 (42.6) 20.0 (50.4)
Miscellaneous manufacturing 123 3.3 6.2 {15.4) 6.1 (15.3)
All nonmanufacturing 791 754 7.6 (34.2) 58 (37.8)
Construction 81 3.0 6.0 (27.1) 334 (67.9)
Transportation services 76 3.0 115 (49.7) 10.7 (40.6)
Communications 49 11.3 3.6 (24.00) -85 (10.8)
Utilitics 75 3.0 —4.0 (10.9) —-38 {6.2)
Wholesale trade 90 16.9 7.9 {26.3) —4.1 (29.0)
Retail trade 60 12.3 2.8 (14.6) —8.8 (24.4)
Finance 83 44 16.3 (60.1) 16.8 (47.0)
Insurance, real estate 74 2.6 5.4 (23.3) 4.8 (19.1)
Hotels 72 1.4 2.6 (15.7) 34 (15.5)
Business services 60 7.0 254 (52.2) 60.0 (56.3)
Health services 71 10.4 5.7 (13.8) 7.2 (13.8)

Neze: Worker-population weights are calculated as sampling probability weights times total employment in 1994, Below
the first row, worker-population weighted shares have been renormalized to sum to 100 by size or industry, as appropriate,

rience a reduction in its total “employment” even though the total num-
ber of workers performing tasks for the enterprise has not changed. The
variable measuring the total value of goods and services other than labor
used in production includes contracts for materials and services that have
been outsourced and should help control for these situations.?

The decision to cxamine employment declines per se, as opposed to
looking more generally at all changes in employment, may seem obvious
given the interest in understanding the factors driving downsizing and
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Plants with Decreasing Employment

Percentage Change in Employment

Sharc as Worker-
Pereentage Un Population
of Worker weighted (Standard Weighted (Standard
N Population Mean Deviation) Mean Deviation)
429 35.6 —15.5 (139} -182 (17.2}
ot at/
above
capacity
48 2.0 19.4 (17.4) -156 (12.7)
47 5.6 -17.7 (16.5) -13.7 (12.2)
72 5.6 -169 (14.5) -15.1 (11.3)
71 11.2 —16.6 (13.8) —38.6 17.7)
55 112 —~114 (11.0) —-112 (8.2)
136 64.3 —-138 (11.7} -16.6 {16.6)
231 15.7 ~-159 {15.0) —14.7 (13.1)
12 1.2 -15.8 (14.8) -16.5 (11.8)
19 1.6 -19.9 (20.9) -221 (17.9)
45 1.6 ~11.1 (8.9} -16.2 (12.2)
22 0.8 —-14.8 (18.8) -129 (14.7)
32 1.6 -12.7 (9.5) ~12.2 7.7)
31 0.8 -17.3 (15.6) -12.6 (10.3)
1 0.4 ~139 (12.7) ~-10.7 (12.0)
22 52 —22.0 (19.6) -13.0 (13.3)
12 0.4 -291 (16.4} ~238 (14.4)
25 2.0 ~14.1 (11.4) -133 (8.6)
198 84.3 -15.1 (12.4) -18.8 (17.7}
16 1.2 -21.8 (11.9) —15.6 (12.0)
16 1.6 -18.38 (9.8) -16.1 (6.6)
16 29.7 —156 (15.9) -105 (2.6)
39 6.8 -112 (9.3) ~-52 (5.4)
23 20.1 -15.1 (14.2) -28.6 (22.9)
13 12.4 —15.4 (13.0) -354 (18.9)
21 24 -17.6 (16.2) -225 {20.7)
21 1.6 -17.1 (14.4) -18.2 (11.9)
18 0.8 -109 {6.0) -10.7 (6.1)
n.a, n.a. n.a. n.a. na. n.a.
13 6.8 —12.1 (7.7) ~-115 (4.8)

(Table continues on p. 480.)

not job change more generally. But to do so we must assume that the
factors driving reductions in employment are different from those that
drive employment increases—that downsizing is more than just a special
casc of job change. If onc believes that increases in jobs are explained by
the same factors as decreases, then it could be difficult to argue that
downsizing merits examination on its own. If, on the other hand, one
belicves that the factors driving downsizing are different from those be-
hind job growth, then a separate examination of downsizing is war-
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Table 13.2 Continued

On the Job

Plants with Increasing Employment

Percentage Change in Employment

Share as Worker-
Percentage Un- Populatiom
of Worker weighted (Standard Weighted (Standard
N Population Mean Deviation)) Mean Deviation)
Total 876 43.3 238 (46.1) 31.8 {50.6)
ofat/
above
capacity
By plant size
Less than 50 112 92 20.2 (20.5) 21.2 (17.9)
50 1099 127 99 323 (73.0) 305 (65.5)
100 to 249 177 14.9 231 (40.0) 204 {34.3)
250 to 499 178 13.2 244 {52.9) 34.7 (75.8)
500 to 999 94 119 239 (39.7) 204 (34.2)
1,000 or more 188 40.6 20.5 (33.4) 41.2 (48.0)
By industry
All manufactuning 510 287 233 (48.3) 299 (65.4)
Food, tobacco 19 3.0 325 (90.9) 45.3 (123.5)
Textile, apparel 48 2.3 28.5 (85.6) 389 (104.5)
Lumber, paper 42 1.3 222 (33.0) 28.7 (37.4)
Printing, publishing 47 2.0 14.5 (11.6) 15.6 (11.9)
Chemical, petroleum 46 3.3 12.7 (12.7) 10.2 (9.2)
Primaty metals 60 1.0 214 {39.8} 23.8 (37.0)
Fabricated mertals 35 1.3 20.1 (18.5) 23.7 {21.8)
Machinery, instruments 52 7.3 33.0 {49.5) 43.0 (68.7)
Transportation equipment 62 2.3 306 (45.2) 345 (55.1)
Miscellaneous manufacturing 69 4.3 16.1 (10.6) 16.1 (11.7)
All nonmanufacturing 366 71.3 24.6 (42.9) 32.6 (43.2)
Caonstruction 40 4.3 209 (29.8) 57.2 (76.5)
Transportation services 46 5.0 255 (59.2) 19.3 (45.4)
Communications 21 1.3 20.2 (24.5) 289 (30.9)
Utilities 16 0.3 8.6 (6.4) 8.1 (5.3)
Wholesale orade 42 149 253 (27.4) 21.5 (16.9)
Retail trade 22 7.3 16.8 (9.3) 16.1 (8.5)
Finance 40 5.9 43.2 (77.2) 37.2 (51.4)
Insurance, real estate 38 3.3 19.9 (21.0) 16.2 (14.9)
Hotcls 23 1.3 16.8 (19.9) 15.4 (18.4)
Business services 38 139 41.6 (60.3) 71.3 (54.2)
Health services 40 14.5 14.1 (11.5) 16.4 (8.8)

ranted. The suggestion that management practices, such as those that
increase fixed labor costs, have distinctive effects on downsizing points to
different causes. There is also empirical evidence for that view. Studies
like Davis and Haltiwanger’s (1992), for example, have found that the
factors driving job loss are different from those driving job creation. The
analyses that follow test whether reductions in employment should be
examined separately from increases in jobs.
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INDEPENDENT VARIABLES

The independent variables used in the analyses are described in table
13.6. The basic model predicting job loss and downsizing includes con-
trol variables describing important aspects of establishments such as their
size, age, and capital structure. Including controls for industry presuma-
bly helps control for some of the industry-specific product market condi-
tions that drive demand-related job reductions, but excluding industry
controls makes it possible to identify the effects of the sources of down-
sizing associated with variation across industries. Additional analyses,
available on request, indicate that industry control variables are jointly
insignificant predictors of both employment losscs and downsizing as de-
fined here. In virtually all cases, they are individually insignificant as well
and have little substantive effect on any of the results examined by the
hypotheses. They are therefore not included in the analyses presented
here.

The analysis begins with variables that might capture factor price
changes that create incentives to reduce the use of labor. The first of
these is compensation levels. An important issue with wages is the extent
to which they are above market levels, a calculation that requires stan-
dardizing for job rcquirements, worker characteristics, and local labor
markets. The alternative used in these data is simply to ask respondents
whether they believe that their establishment’s compensation for each of
five different occupational groups is high or low (with one level the omit-
ted category) compared to their competirors. The associated share of the
workforce accounted for by cach occupation is included to differentiate
the effect of having more highly compensated employees as a result of
using more expensive employees such as managers.

The next set of variables examining possible substitution effects in-
cludes the presence of a union, associated with wage premiums and work
rule restrictions that raise labor costs. Union contracts may contain re-
strictions on layofis that raisc the costs of downsizing (see, for example,
Allen 1986; Rees 1989) and thus mitigate the job-cutting incentive cre-
ated by higher costs. Severance pay obviously raises the costs of downsiz-
ing (Lazear 1990), as do pensions, at least some of which are defined
benefit plans stipulating that the employer’s obligations to vested cm-
ployees do not end when employment is terminated. (Even if the pension
plan is fully funded for vested employees, the employer nevertheless loses
in this scenario by having to pay out pension benefits for former em-
ployees while not having their productive work and possibly needing also
to replace them with new hires whose pensions must be funded. The data
unfortunately do not provide information on the type of pension plan.)
The presence of temporary help may also reduce the extent of downsiz-
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Table 13.3 Employment Changes for All Plants, 1994 to 1997
All Plants
Percentage Change in Employment
Share as Worker-
Percentage Un- Population
of Worker weighted {Standard Weighted (Standard
N Population Mean Deviation} Mean Deviarion)
Total 4,125 100.¢ 7.0 (41.1) 13.5 (50.8)
By plant size
Less than 50 786 15.6 4.2 (34.8) 59 (22.6)
50 10 99 618 13.1 6.6 (41.4) 8.4 (51.2)
100 to 249 881 19.0 94 (61.6) 9.2 (72.8)
250 10 499 793 13.6 7.0 (29.5) 19.5 (61.1)
500 to 999 481 12.2 1¢.0 (28.5) 30.7 {57.5)
1,000 or more 566 265 52 (30.6) 124 {26.3)
By industry
All manufactaring 2,396 274 5.9 (42.7) 8.8 {62.4)
Food, tobacco 241 29 4.0 (18.2% 5.0 {17.2)
Textile, apparel 190 2.1 -0.2 (28.8) 1.1 {24.9)
Lumber, paper 244 2.1 2.3 (17.6) 5.5 {17.6)
Printing, publishing 212 2.0 22 (15.3) -0.1 {17.6)
Chemical, petroleum 216 1.7 4.9 (46.2) 6.5 (35.5)
Primary metals 255 1.0 8.3 (30.9) 9.2 {29.9)
Habricated metals 256 22 6.3 (29.3) 12.6 (289)
Machinery, instruments 278 6.0 11.9 (92.5) 17.1 (123.6)
Transportation equipment 223 23 11.9 (48.6) 6.4 (45.1)
Miscellaneous manufacturing 281 51 4.9 {23.9) 9.5 (18.7)
All nonmanufacturing 1,729 72.6 8.6 {38.7} 15.2 (45.6)
Construction 229 4.5 7.8 {25.6) 11.1 (25.1)
"I'ransportarion services 156 2.8 11.2 {(34.2) 148 (29.5)
Communications 72 1.4 7.5 (25.8) 16.5 (28.4)
Utilitics 145 1.3 —29 {21.5) —3.0 (20.8)
Wholesale trade 176 9.6 6.9 {24.5) 16.4 {(21.5)
Retail trade 144 17.9 7.2 {47.2) 7.8 (26.6)
Finance 122 17 11 (44 8) 243 (54.8)
Insurance, real cstate 130 2.6 35 (23.0) 27 {22.8)
Hotels 172 20 8.3 {36.1) 7.1 (17.3)
Business services 173 123 245 {20.4} 37.3 (75.3)
Health services 210 134 7.1 {57.1} 7.5 (48.3)

Noie: Worker-population weights are calculated as sampling probability weights times total employment in 1997, Below

the first row, worker-population weighted shares have been renormalized to sum to 100 by “versus capacity,

» c,

size,” or

“industry,” as appropriate. In contrast to 1994, the 1997 NES survey asked for the 1994 to 1997 percentage change in

employment of permanent workers.

ing by providing a substitute for it: employers can easily reduce hours of
work by cutting back on temps without having to downsize. Part-time
workers may also be easier to cut than other workers because they may
have a more casual relationship with the employer and fewer severance-
related benefits. But because they count as part of the workforce in calcu-
lating downsizing in these data, they should be associated with increased

use of downsizing.

The final set of variables relates more directly to changes in the effi-
ciency of production functions or shifts to new production functions that
use less labor. Some management practices may reduce the need for em-
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Plants with Decreasing Employment

Percentage Change in Employment

Share as Worker-
Percentage Un- Population
of Worker weighted (Standard Weighted {Standard
N Population Mean Deviation) Mean Deviation)
903 15.1 —-20.2 (17.3) -19.0 (15.3)
157 13.2 —-294 (23.3) —25.0 (16.9}
130 12.6 -21.0 (17.8) —216 (18.7)
170 20.5 -217 {16.8) -233 (16.2)
182 139 -16.9 (13.4) -158.1 (11.5)
104 10.0 —15.0 (13.1} -15.3 (12.9)
160 291 15.8 (12.8) ~154 (12.5)
565 358 -202 (17.1) -19.5 (14.6)
51 4.0 —-14.1 (14.2) —-12.8 (10.9}
60 33 -272 (20.8) -27.6 {17.8}
58 2.0 -17.0 (12.5) -17.2 (12.2)
52 4.0 ~-145 {12.2) -19.4 (15.4)
73 2.6 -15.6 {12.6) —14.5 (11.3)
49 1.3 -17.6 (14.3) -14.8 (11.3)
50 1.3 —-28.2 (21.2) -27.3 (17.3)
62 79 -19.2 (12.6) -19.5 (12.6)
48 5.3 ~27.5 (21.4) ~-23.1 (14.5)
62 3.3 -22.4 (18.7) -18.0 (14.9)
338 04.2 -20.1 (17.7) -18.7 {15.6)
37 33 —247 (20.4) -19.6 {11.2}
25 2.6 —24.1 (18.0) -20.0 (13.2)
16 1.3 -20.8 {19.1) -16.8 (12.4)
64 4.6 -154 (13.1) —14.1 (9.6)
34 6.6 -219 (19.2) ~16.9 (14.3)
28 15.2 -22.1 (22.4) —-23.1 (17.4)
19 3.3 -27.2 (25.4) -19.6 (12.2)
40 4.0 -18.6 (14.7) —~27.2 £18.3)
14 1.3 -9.6 {5.1) —8.5 (4.0)
19 5.3 -29.1 (17.1) ~15.1 {16.4)
42 15.2 15.4 (13.7) —16.1 (15.5)

(Table continues on p. 484.)

ployees. The variables measuring efforts to restructure the firm include
whether the number of levels in the organizational hicrarchy or chart has
changed in the past three years. Flattening the organizational chart does
not automatically imply a reduction in jobs, since positions arc typically
retitled in the process. But they may well go together, and reducing the
organizational chart may also proxy other changes that eliminate jobs,
such as decentralizing authority. The percentage of employees in self-
managed teams, for example, reduces the need for supervisors and associ-
atcd management support. Ideally, we would want to know when this
practicc was introduced (information that is not available), because po-
tential reductions in employment presumably occur as a result of their
introduction. There is somc cvidence that these practices are a relatively
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Table 13.3  Continued

Plants with Increasing Employment

Percentage Change in Employment

Share as Worker-
Percentage Un- Population
of Worker weighted (Standard Weighted (Standard
N Population Mean Deviation} Mean Deviation)
Total 1,782 532 26.4 (54.5) 307 (63.9)
By plant size
Less than 50 209 11.5 29.3 (43.7) 23.1 (23.5)
501099 262 10.2 26.1 (55.7) 27.8 (73.8)
100 to 249 415 16.5 28.8 (84.3) 28.4 (103.0)
250 o 499 359 132 240 (34.9) 42.2 {77.8)
500 to 999 239 14.8 26.6 (30.9) 50.2 (62.7)
1,000 or more 238 33.8 229 (38.6) 22.1 (25.8)
By industry
All manufactuting 1,014 24.8 25.1 (58.1) 26.3 (85.6)
Food, tobacco 101 2.6 16.7 (18.8) 15.6 (17.3)
Textile, apparel 60 1.3 26.6 (27.6) 235 (21.1)
Lumber, paper 86 1.7 17.9 (16.6) 19.3 (15.8)
Printing, publishing 85 1.5 14.3 (13.2) 14.4 (12.4)
Chemical, petroleum 75 1.3 292 (70.8) 239 (47.8)
Primary metals 115 0.9 26.0 (37.1) 26.4 (35.9)
Fabricated metals 118 2.3 25.6 (27.7) 28.1 (28.1)
Machinery, instruments 136 5.6 331 (128.4) 41.3 (108.9)
Transportation equipment 114 21 348 (56.4) 30.3 (55.6)
Miscellanecus manufacturing 124 5.3 223 (20.8) 20.2 (16.8)
All nonmanufacturing 768 754 282 (49.3) 32.1 {54.8)
Construction 111 39 24.3 (23.4) 28.7 (25.7)
Transportation services 87 34 270 (36.5) 26.9 (29.3)
Communications 33 1.5 26.4 (22.3) 31.7 (264}
Utilities 30 0.6 13.6 (32.9) 229 (30.9)
Wholesale trade 83 12.2 237 (21.8) 26.9 (16.6)
Retail trade 50 124 33.0 (70.7) 29.3 {30.5)
Finance 54 5.5 34.7 (56.2) 42.9 (62.1)
Insurance, real estate 58 2.4 20.6 (20.0) 18.8 (13.9)
Hotels 62 1.5 25.1 (56.4) 20.1 (20.9)
Business services 107 17.1 44.8 153.6) 51.8 (82.7)
Health services 93 14.7 229 (82.4) 17.7 (60.3)

recent innovation that is not likely to have been put in place before the
1990s (sce, for example, Osterman 1994). Morcover, it may take somc
time for their effects to play out after they are introduced.

Other variables help capture both the incentives and opportunities to
shift toward more efficient operations using less labor. Competitive strat-
egy is measured by four questions representing Porter’s (1985) generic
strategies: “competing on price,” “competing on innovation,” and
“competing by tailoring products to customer needs,” with “competing
on quality” as the omitted variable. Each strategy choice, as noted earlier,
has been associated with distinctive employment policies. Raymond
Miles and Charles Snow (1978), among others, have articulated how dif-
ferent employment practices are associated with diffcrent business strate-
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gics, and how those strategies create continuing incentives to change em-
ployment levels. In particular, the “competing on quality” dimension
(the omitted category) is thought to require long-term, stable employ-
ment relationships, first because secure, committed workers are more
likely to care about quality, and second because long tenure may be re-
quired to understand jobs and products well enough to improve quality
continuously. The “competing on price” dimension requires low cost,
thus creating incentives to cut jobs and costs where possible. “Compet-
ing on innovative products” and “tailoring products to specific customer
needs,” the other two dimensions, have a somewhat more ambiguous
relationship with downsizing. They may demand flexibility that requires
firms to restructure, possibly shedding workers in the process. Innovative
firms in particular may find better methods that use less labor.

Total quality management (TQM) programs involve employces and
the entire organization in problem-solving cxercises designed to reveal
opportunities for improvements in quality and efficiency. Most of the for-
mal TQM programs require that employees be protected from any layoffs
that new efliciencies might produce (see, for example, Walton 1986),
even though the process may well reveal opportunities for cutting jobs.
Whether the establishment has a research and development (R&D) func-
tion and, if so, how important it is to the organization may indicate
something about the level of continuing technological innovation in the
establishment. Innovation may suggest a greater use of new methods and
efficiencies. But establishments with important R&D priorities may also
be ones where seeking cost-cfficiencies in production is less important
than other goals. The use of computers may proxy the extent to which
the establishment is involved in substituting capital for labor. Again, it
would be useful to know about the introduction of computers as well as
the level of use. As with the self-managed tcam variable cited carlier,
computer use may also reducc the need for labor not only after it was
introduced but for some time thereafter.

Variables measuring the compensation structure for managers and em-
ployees help capture the employers’ incentives to make improvements in
efficiency that might lead to reductions in employment. Extending stock
options to managers, for example, creates incentives for them to act like
stockholders—cutting costs, including excess employees, in order to in-
crease the value of their shares. Profit-sharing may do something similar,
cspecially for managers who can make decisions about the use of labor.
Profit-sharing for other employee groups may be associated with partici-
pative programs that empower employees, creating both the incentive
and the ability to reduce jobs (possibly through attrition) in order to
increase profits. Variables measure whether the establishment offers stock
options and profit-sharing, the latter measured for each of the five occu-
pational catcgories. Here again, it would be interesting to have data on
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Table 13.4 1994 to 1997 Employment Changes for All NES Panel Plants

All Plants
Mean Change in Employment
Share as Worker-
Percentage Un- Population
of Worker weighted (Standard Weighted (Standard
N Population Mean Deviation) Mean Deviaton)
‘Total 842 100.0 3.6 (27.2) 6.8 (22.2)
By opcrating level versus capacity in
1994
Below 303 40.1 1.0 (21.6) 4.0 (20.2)
At 462 499 47 {31.4) 87 (24.9)
Above 77 29 7.3 (17.2) 83 (12.2)
By plant size
Less than 50 114 16.8 0.5 (21.4) 3.3 (11.5)
50 10 99 125 117 6.5 (21.8) 12.7 {24.0)
100 to 249 174 211 0.4 (45.3) 3.7 (32.7)
250 t 499 150 16.6 1.3 (16.9) 6.6 (15.8)
500 to 999 113 139 4.5 (20.9) 9.2 (18.9)
1,000 or more 166 19.9 2.1 (19.0) 8.0 (19.%)
By industry
All manufacturing 593 45.9 2.6 (29.2) 6.9 (27.2)
Foad, tobacco 55 4.5 22 (18.7) 4.1 (15.3)
Textile, apparel 37 2.6 -16 (25.7) 2.4 {24.6)
Lumbcr, paper 88 4.0 -0.5 (13.7) 37 (13.3)
Printing, publishing 51 3.1 -05 (15.3) -1.2 (15.1)
Chemical, petroleum 51 32 2.7 {20.3) 9.1 (17.8)
Primary mctals 73 2.0 3.0 (16.9) 12 (15.3)
Fabricated metals 53 2.8 -05 (21.7) 3.6 (15.6)
Machinery, instruments 55 99 42 (25.1) 7.3 (28.9)
Transportation equipment 59 33 13.3 (70.6) 14.7 (70.4)
Miscellaneous manufacturing, 71 10.7 30 (22.5) 11.0 (15.1)
All nonmanufacturing 249 541 5.9 (21.6) 6.7 (16.9)
Construction 50 6.7 8.1 (23.5) 15.0 (22.9)
Transportation scrvices 23 3.0 7.0 (14.7) 10.8 (17.0)
Communications 12 1.2 -11 {20.5) 8.7 (21.7)
Urtilities 32 1.6 -0.6 (11.2) 0.5 (12.5)
Wholesale trade 28 6.9 25 (17.1) 0.1 (11.8)
Retail trade 14 13.6 —4.3 (11.4) —-2.8 (12.2)
Finance 12 1.8 17.8 (46.6) 4.8 (11.8)
Insurance, real estate 15 1.7 3.1 (22.0) 34 (10.9)
Hotels 21 1.7 58 (9.4) 6.4 (9.1)
Business services 21 6.9 18.6 (31.8) 193 (16.2)
Health setvices 21 8.8 7.9 (13.1) 10.7 (12.7)

Note: Worker-population weights are calculated as sampling probability weight fimes 1997 employment.

the introduction of these practices; that information is unfortunately not
available. Bur these practices clearly create incentives to seek efficiencies
in the use of labor that continue as long as they are in place.

We can better understand the strengths and limitations of the data
used in this analysis by looking at table 13.7, which outlines the sources
and time periods of that data.

Job losses are measured over a period of time; the other variables, es-
pecially operating capacity, are measured only at a point in time.* It is
arguably better to have the measure of operating capacity at the begin-
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Plants with Decreasing Employment

Mean Change in Employment

Share as Worker-
Percentage Un Population
of Worker weighted (Standard Weighted (Standard
N Population Mean Deviation) Mean Deviation}
218 17.4 -17.7 (14.9) -16.6 (12.7)
89 52.3 -205 (16.1) -19.1 {13.6)
114 431 -162 (13.9) -14.3 (11.1)
15 5.2 125 (12.8) -97 (8.6)
27 8.0 218 19.9) ~-16.9 (15.0)
25 10.3 -16.7 (14.6) -116 (6.9)
40 23.0 -20.7 (13.9) ~247 (14.4)
45 18.4 ~164 (14.8) 144 (11.1)
27 149 ~17.8 (17.7) -13.1 (12.8)
54 25.3 -15.0 (10.9) ~147 9.1)
171 55.7 179 (15.1) -17.0 {(12.7)
13 4.6 -16.0 (12.3) -15.5 (10.2)
14 4.6 -251 (16.9) 237 {14.3)
26 46 -144 (115 -12.0 (8.4)
18 6.3 -138 (8.3) -158 (8.7)
20 29 ~13.0 (7.3) ~125 (6.1)
17 3.4 -159 (12.4) -15.0 (9.6}
16 29 -235 (217) —19.2 (12.2)
16 16.7 -19.7 (15.7) -17.6 (13.3)
15 5.7 —17.2 (13.6) -16.6 (12.0)
16 4.0 -252 (24.0) -19.4 (20.5)
47 443 -169 (14.4) ~16.1 (12.6)
6 1.1 —-27.7 {24.1) —-242 (17.5)
n.a. n.a. n.a. Indd. n.a. n.a.
5 23 -19.1 (11.7) -16.1 9.7)
10 4.0 121 (9.3) -99 {6.4)
6 109 —-17.0 (17.3) ~129 (8.2)
5 16.1 —14.1 (14.7) -20.6 (15.9)
n.a. n.a. n.a. n.a. n.d. n.a.
5 17 ~146 (11.8) ~-10.1 (10.0)
0 — — — — —
n.a. n.a. n.a. n.a. n.a. n.a.
n.a. n.a. na. .a. n.a. n.a.

(Table continues on p. 488,)

ning of the period over which job loss is measured rather than at the end.
It is certainly possible that the characteristics measured by the indepen-
dent variables were the same at the end of the period measuring employ-
ment changes as at the beginning. But the causal relationship is obviously
easier to establish if the independent variables precede the dependent
variables in time.® Particularly with the capacity measure, the ideal situa-
tion might be to have measures of capacity throughout the period and
measures of job reductions in each period as well. Similar arguments
could be made about relationships with the other independent variables
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Table 13.4 Coniinued

Plants with Increasing Employment

Mean Change in Employment

Share as Worker-
Percentage Un- Population
of Worker weighted (Standard Weighted (Standard
N Population Mcan Deviation) Mean Deviation)
Total 339 50.0 20.3 (33.3) 19.3 (23.5)
By operating level versus capacity in
1994
Below 110 32,6 19.3 {19.0) 20.6 {17.9)
At 188 54.0 214 (41.8) 20.0 {(28.1)
Above 41 13.4 18.3 (14.4) 135 (10.9)
Ry plant size
Less than 50 31 110 209 (22.4) 14.4 (9.7
50 to 99 58 13.4 213 (21.2) 25.1 (24.5)
100 to 249 74 16.0 26.2 (62.7) 22.2 (44.3)
250 to 499 04 19.6 14.5 (11.2) 16.0 (11.5)
500 to 999 52 17.0 18.9 (17.6} 19.0 (16.2)
1,000 or more 60 2312 19.3 (18.3) 19.3 (17.2)
By industry
All manufacturing 225 48.0 205 (37.8) 20.0 (30.3)
Food, tobacco 20 4.8 16.6 (21.2) 12.7 (14.00
‘Lextile, apparel 11 2.0 20.6 (18.9) 26.2 (17.2)
Lumber, paper 26 3.0 12.7 (11.7) 15.9 (11.9)
Printing, publishing 13 16 17.3 (16.3) 16.7 {11.6)
Chemical, petroleum 18 3.8 222 (21.4) 18.2 (16.2)
Primary metals 32 1.6 15.4 (15.1) 13.4 (12.9)
Fabricated metals 21 2.4 16.6 (11.7) 16.1 (10.8)
Machinety, instruments 25 9.8 219 (23.4) 25.0 (29.3)
Transportation equipment 26 3.2 40.0 (100.1) 395 (92.4)
Miscellaneous manufacturing 33 15.4 18.6 (13.7) 17.2 (10.7)
All nonmanufacturing 114 52.0 19.9 (22.2) 18.6 (14.7)
Construction 28 8.2 20.4 (20.4) 261 (22.5)
Transportation services 12 30 167 (13.2) 22,6 (15.5)
Communications 4 12 206 (14.0) 272 (9.9)
Utilities 11 1.4 9.3 (8.4) 11.6 (10.2)
Wholesale trade 10 4.2 17.2 (14.5) 11.9 (10.8)
Retail trade n.a. na. n.a na. n.a. na.
Finance 5 1.0 45.8 (65.3) 22.8 (6.2)
Insurance, real estate 5 12 238 (24.7) 14.0 {6.7)
Hotels 9 1.8 135 (10.1} 12.5 (9.3)
Business services 14 112 335 (26.2) 254 (10.6)
Health services 15 14.3 13.3 (11.1) 13.7 (11.5)

in that they should be measured at the beginning of the period, not the
end, in order to asscss their effects on subsequent job loss. These argu-
ments suggest that the best design is to relate 1994 practices as measured
by the NES to reductions in cmployment and downsizing from 1994 to
1997. Again, the downsizing variable is created by measuring job loss
over that period and operating capacity at the beginning of the period, in
1994. For comparison purposes and robustness, I also present the results
of an analysis using the 1994 independent variables to predict employ-
ment losses and downsizing from 1991 to 1994, recognizing the concep-
tual limirations of that design.
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To summarize, I examine the factors associated with substitution within
and shifts in the efliciency of production functions for job losses and for
downsizing where the latter is defined as job cuts not driven by shortfalls in
product demand. Because both job losses and downsizing are measured as
reductions in employment, negative coeflicients suggest direct relation-
ships with the dependent variables (increased job losses and downsizing)
and positive coefficients suggest inverse relationships. That is, negative co-
efficients imply that increases in the independent variables are associated
with larger downsizing or employment losses. Relationships indicated
with = arc ambiguous with respect to the predictions:

Job Losses and Downsizing = a + by(Controls) — b,
(Compensation and Occupational Shares) — b;(Union) +
b,(Severance) — bz(Pensions) + by(Percentage of Temporary
Workers) — bs(Percentage of Part-time Workers)

— bg(Management Levels Down) + by(Management Levels Up)
— bg(Compete on Price) + by(Compete on Innovation)

*+ b)o(Compete on Needs) — by (TQM) = by ,(R&D)

— bya(Stock Options) — byy(Profit-Sharing) + ¢

There are many variables in the estimating cquation because several
proxy the same concept. Fourteen of the variables, for example, proxy
diffcrent aspects of the same concept, the relative price of labor.

DOWNSIZING AND PERFORMANCE

These data are also ideal for examining the relationship between down-
sizing and establishment performance. The ability to differentiate down-
sizing from layoffs associated with shortfalls in demand provides the op-
portunity to address the selection bias issue that nags all of the prior
research on downsizing. Are the firms that are laying off workers doing so
because they are experiencing shortfalls in demand that would eventually
lead to financial declines?

The conceprual issue behind studies of layoffs, downsizing, and perfor-
mance is straightforward. First, are any reductions in associated labor
costs offset by increases in other costs? Second, are any nct cost reduc-
tions offset by declines in business and sales that might be caused by the
cuts? If the answer to both of these questions is no, then performance
improves. If both questions are answered yes, then performance declines.
If the answers are mixed, then it is an cmpirical question. Profit data arc
uscfil for addressing this issuc but are not available here because they
come from establishments that are often a part of larger firms and not
accountable for profit and loss themselves. Total sales per employee and
labor costs per employee may offer something equivalent, especially after
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Table 13.5 Employment Changes of Plants At or Above Capacity in 1994
and 1994 to 1997
All Plants
Mean Change in Employment
Share as Worker-
Dercentage Un- Population
of Worker weighted {Standard Weighted (Standard
N Topulation Mean Deviation) Mean Deviation)
Total, at or above capacity 539 599 5.1 (29.8) 8.6 (23.3)
of all
Ry plant size
Less than 50 59 17.9 39 (23.0) 5.8 (11.6)
50 to 99 76 132 6.2 (17.3) 1.6 (19.2)
100 to 249 100 16.2 10.6 (56.9} 111 (42.3)
250 to 499 99 15.4 16 (17.6) 5.2 (13.1)
500 to 999 80 17.2 48 (15.8) 8.3 (16.2)
1,000 or more 125 199 34 (19.8) 96 (22.4)
By industry
All manufacturing 393 47.7 3.7 (32.4) 7.4 (29.8)
Food, tobacco 42 6.3 47 (20.1) 6.1 (15.3)
Textile, apparel 29 3.7 0.2 (24.5) 3.3 (21.7)
Lumber, paper 65 4.3 -1.8 (14.3) 3.0 (14.2)
Printing, publishing 32 3.0 0.3 (15.8) -21 (14.1)
Chemical, petroleum 30 35 2.1 (15.3) 9.3 (11.8)
Primaty mctals 54 2.7 1.7 (17.1) 0.6 (14.6)
Fabricated metals 22 1.7 6.6 (12.0) 8.0 (11.9)
Machinery, instruments 32 10.7 7 (20.0) 89 (24.3}
Transportation equipment 40 37 189 (85.0) 235 (83.4)
Miscellancous manufacruring 47 8.0 2.1 (23.7) 8.3 (19.0)
All nonmanufacturing, 146 52.3 8.6 {(20.9) 9.7 (14.9)
Construction 26 7.5 9.4 (16.3) 14 4 (20.9)
Transportation services 15 35 7.7 (16.0) 12.7 (18.8)
Communications 6 1.2 11 (17.4) 229 (15.2)
Utiliries 18 1.3 15 (11.1) 4.6 (14.2)
Wholesale trade 15 6.0 45 (11.5) 4.3 (10.2)
Retail trade 7 8.7 —-038 (6.1} 27 (6.7)
Finance 10 2.3 229 (49.8) 7.6 (11.3)
Insurance, real estate 11 2.0 2.5 (25.5) 2.1 (11.3)
Hotels 11 1.7 7.6 19.9) 10.2 (10.1)
Business services 11 53 22 (29.3) 17.1 (14.0)
Hecalth services 16 12.5 10.4 (12.9) 11.1 (13.2)

Noze: Worker-populadon weights arc caleulated as sampling probability weight times 1997 employment.

controlling for industry and establishment size. Labor costs per employee
provide some indication of whether labor costs are falling as a result of
downsizing (controlling for other material costs), and sales per employee
address the question of whether business is suffering. Job cuts when estab-
lishments are experiencing excess capacity should improve sales per em-
ployee because employers can easily cut employees—and capacity—without
affecting existing sales. The rclationship with downsizing—that is, when the
establishment is operating at or abovc capacity—is less obvious because
these cuts must be designed very carefully to avoid affecting production
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Plants with Decreasing Employment

Mean Change in Employment

Share as Worker-
Percentage Un- Population
of Worker weighted (Standard Weighted {Standard
N Population Mean Deviation) Mean Deviation)
129 13.9 -15.8 (13.8) -139 (11.0)
ofat/
above
capacity
13 7.2 -187 (21.2) —16.1 (14.9)
12 14.5 —-16.2 (12.2) -108 {6.7)
21 15.7 -16.8 (11.5) -14.0 (9.7)
29 15.7 -16.8 (16.3) —145 (15.3)
17 19.3 -135 (11.e) ~13.5 9.9)
37 289 —14.3 {11.3) -14.6 (9.6)
110 67.5 -16.4 (14.5) -15.8 (12.3)
8 6.0 -15.8 (14.8) -14.9 (11.2)
11 7.2 —-21.3 (14.9) -20.0 (11.2)
22 72 —149 (12.3) ~120 (9.1}
12 8.4 -12.0 (9.1) -14.0 (10.0)
11 3.6 -13.3 (7.2) -12.8 (4.7)
13 4R -166 (14.0) —147 (10.8)
4 1.2 -5.6 {2.1) —6.3 (2.0)
6 15.7 -17.4 (7.2) -17.7 (7.0)
11 6.0 -17.0 {15.2) -12.7 (15.3)
12 6.0 —245 (26.2) —212 (23.1)
19 325 -12.3 (8.0) —10.0 (5.9)
n.a. n.a. n.a. n.a. na. n.a.
na. na. n.a. na n.a. na.
na. n.a. na. na. n.a. na.
n.a. n.a. n.a. n.a. n.a. n.d.
n.a. n.a. n.a, n.a n.a. n.a.
n.a. n.a. n.a. n.a. n.a. n.a.
0 _ - _ - _
4 24 -17.3 11.8 -13.1 109
0 — _ _ _
n.a. n.a. na. n.a. n.a. na.
n.a. n.a. n.a. n.a, n.a. n.a.

(Table continues on p. 492.)

and sales. Labor costs per employee may fall with job losses and downsizing if
more expensive labor is cut. But if less senior and less expensive labor is cut
first, as in seniority-based arrangements, then labor costs per employee may
rise. (If wages equal productivity, of course, then cost per unit of output docs
not necessarily rise even if costs per worker rise. )*

The relationships examined later in the chapter include job loss and
downsizing from 1994 to 1997 and financial performance in 1997. For
comparison purposes, job loss and downsizing are also measured from
1991 to 1994 and related to performance in 1994, with the caveat noted
carlier that the downsizing measurc in this period is flawed because the
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Table 13.5 Continued

On the Job

Plants with Increasing Employment

Mean Change in Employment

Share as Worker-
Percentage Un- Population
of Worker weighted {Standard Weighted (Standard
N Population Mean Deviation) Mean Deviation)
Total, at or above capacity 229 56.3 20.8 (38.4) 18.7 (25.8)
ofat/
above
capacity
By plant size
Less than 50 21 26.7 225 (23.5) 14.3 (9.5)
50 to 99 36 25.1 18.5 (15.4) 22.5 (17.6)
100 1o 249 43 262 328 (81.3) 25.7 (55.4)
250 to 499 45 31.0 14,3 (11.5) 11.3 (9.4)
500 to 999 38 35.3 16.2 (13.2) 17.1 (13.2)
1,000 or morc 46 358 20.8 (19.9) 22.2 (21.2)
By industry
All manufaceuring 153 79.1 21.4 (44.1) 20.2 (35.5)
Food, tobacco 19 12.8 17.1 (21.6) 12.8 (14.1)
Textile, apparel 9 4.3 26.6 (19.8) 24.0 (17.4)
Lumber, papet 18 438 11.6 (12.7) 16.2 (13.3)
Printing, publishing 8 21 192 (17.8) 15.2 (13.7)
Chemical, petroleum 12 8.0 17.4 (8.6) 14.8 (7.2)
Primary metals 21 3.2 14.7 (16.0} 120 (12.3)
Fabricated metals 10 2.7 16.9 (10.6) 17.7 (9.5)
Machinery, instruments 17 20.3 19.3 (18.0) 20.8 {23.%)
Transportation equipment 19 7.0 495 (116.3) 45.0 (102.9)
Miscellancous manufacturing 20 134 19,6 (13.7) 204 (14.3)
All nonmanufacturing 76 101.1 19.7 (23.3) 17.5 (14.0%
Construction 16 14.4 16.9 (15.7) 24.8 {20.8)
Transportation services 8 6.4 17.5 (15.6) 239 (16.8)
Communications na. na. na. na. n.a, n.a.
Urtilities 7 2.1 10.7 (10.3) 16.5 (11.5)
Wholesale trade 5 7.5 17.2 (10.9) 134 (10.8)
Retail trade na. na. n.a. n.a. n.a. .
Finance 27 45.8 {65.3) 22.8 (6.2)
Insurance, real estate n.a. n.a, na. n.a. na. na.
Horels 6 3.7 13.9 (9.6) 14.3 9.1)
Business services 9 15.0 284 (28.6) 20.8 (10.9)
Health services 13 33.7 13.6 (12.0) 14.1 (12.4)

capacity measure uscd to define it is available only at the end of the pe-
riod (1994) and not at the beginning.

RESULTS

Table 13.8 reports the results of tobit estimation techniques for explain-
ing job loss and downsizing. It uses the log value of the dependent vari-
ables to address outliers in the values: change in cmployment is expressed
in percentage terms (I take the log of the absolute value of the percent-
age change and then add the sign), and small establishments in particular
sometimes have big percentage increases in jobs. The log form of the
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variable results in better overall fit, including larger t-statistics, although
the qualitative findings are the same as those obtained from using the
non-log form (results available on request). Again, because the downsiz-
ing variable is measured as a reduction in employment, negative coeffi-
cients suggest direct relationships with job loss and downsizing.

Table 13.8 begins with the panel results comparing the relationship
between 1994 variables and 1994 to 1997 job losses and downsizing.
The results are presented first for the variables associated with factor sub-
stitution, and then the variables associated with changes in the efliciency
parameter are added. The panel data begin with a sample of nine hun-
dred and decline sharply as establishments are deleted because informa-
tion on them is missing (to keep the sample being used consistent across
estimates) or because they are operating below capacity, owing to the
downsizing restriction. Given that the initial survey was skewed toward
manufacturing and away from nonmanufacturing, the remaining sample
of nonmanufacturing establishments is too small to estimate for them
scparately (and for two of the compensation variables for manufacturing)
the model outlined earlier. Analyses with subsets of the model indicate
that the relationships are significantly difterent for the manufacturing and
nonmanufacturing samples, making it inappropriate to pool them (see
table 13.9). The results for the 1994 to 1997 panel therefore are pre-
sented only for manufacturing,.

In general, the results suggest that management practices, broadly de-
fined, do help explain job loss and downsizing, but not always in the
directions anticipated. Among the factor price variables, unionization
serves to increase downsizing, but severance pay seems to as well, sug-
gesting that companies introduce severance pay in anticipation of job
cuts, possibly under pressure from employees. The compensation and oc-
cupational share variables suggest no simple relationship with downsiz-
ing: establishments with higher-paid technicians and clerical employees
actually downsize less than do those with lower-paid production workers.
Those with a higher proportion of managers downsize more, and those
with a higher proportion of production workers downsize less, consistent
with the cffort to move toward a “flatter” organizational structure. The
compensation variables are jointly significant (F = 2.15 Prob > F =
.04), as are the occupational share variables (F = 2.75
Prob > F = .02). Greater use of temporary help does scem to substitute
somewhat for downsizing of permanent employees, and greater use of
part-time workers has the opposite effect, as expected, because they
count as part of the establishment’s workforce in calculating job loss and
downsizing numbers.

In terms of the variables associated with shifts in efficiency param-
cters, reductions in management levels are associated with increased

(Text continumes on p. 495.)
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Table 13.7 Data Sources

1994 NES— 1997 NES 11—
Variables Year Measured Year Measured
Job loss 1991 to 1994 1994 to 1997
Operating capacity 1994 Not available

Independent variables and performance measures 1993 to 1994 1996 ro 1997

downsizing. The strategy variables are jointly significant (F = 2.25
P > F = .08), but the results are not as expected. The strongest hy-
pothesis is that companies competing on price would have a greater in-
centive to cut costs than those competing on quality. The results, how-
ever, suggest a significant relationship in the opposite direction: com-
panics competing on price actually downsize less than those competing
on quality. Perhaps the former had already done their downsizing and
restructuring before the period measured here; the result is otherwise a
puzzle. Both TQM and the R&D variables were associated with reduced
downsizing. The profit-sharing variables tend to be among the most
statistically significant set of variables, although the signs on their rela-
tionships are not always consistent. Profit-sharing for managers and tech-
nicians is associated with increased downsizing, as expected, but profit-
sharing for supervisors is associated with reduced downsizing. Firms can
choose how far down the organization to extend profit-sharing arrange-
ments, and those that extend them to various groups may have unique
incentives to do so. Perhaps profit-sharing is introduced to supervisors
after restructuring efforts take place. The profit-sharing and stock option
variables are jointly significant (F = 2.43 Prob > F = .03).

A comparison with the set of equations cxamining job losses, of which
downsizing is a subset, reveals some important differences. Severance has
the same relationship with job losses as with increased downsizing, but
many of the other variables that predict downsizing—unions, TQM,
R&D—are not significant. The strategy results are also different: compet-
ing on the basis of customer needs is associated with greater downsizing
than competing based on quality. Competing on price has the expected
sign but is insignificant. Together, the strategy variables are jointly signifi-
cant (F = 2.53 P > .06), as are the occupational employment shares
(F = 294 P > .02). The compensation variables are not. Although it is
dithcult to draw conclusions from insignificant variables, one of the most
surprising findings in this equation is that the two variables measuring op-
erating capacity, included as control variables, are neither individually nor
jointly significant predictors of overall job loss in the presence of the other
management practice variables.” Excess operating capacity has been the
traditional explanation for job cuts, and the fact that it adds little to our
understanding of job loss in this period is interesting.
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Table 13.8 Job Loss and Downsizing, 1994 to 1997 (In) Tobit

Estimation
Job Loss Downsizing
Coeflicient’ Coeflicient® Coeflicient Coeflicient*
Varable T-stat T-stat T-stat T-stat
Multi Estab —.8319 —1.855 —-2.174 —2.628
1.150 2.340 2.040 2.232
AgeEstab 0662 2587 4416 1.537
.188 730 877 2560
AddedValue /wk (In) —-.0131 —.0778 —.0348 0142
0.195 -1.023 .398 0.168
Capital /wk (In) —.0915 0.1133 —.3435 —.5677
0.504 0.593 1.090 1.813
BookCap /wk (In) 2316 -0.397 2011 —.0755
.854 0.141 494 187
Total Emp {In) —.0391 —.184 7795 2002
0.138 588 1.678 .365
%Capital <lyr {0208 0359 .0026 —.02730
0.694 1.123 .070 790
%Capital 1-4yr .0085 .0026 02767 02845
0.532 0.158 1.269 1.385
%Capital 5-10yr 0016 .0206 —.0002 0035
1.10 1.349 012 169
Comp Mgt Hi 1922 —.063 -.1585 — 4189
0.229 0.074 156 425
Comp Sup Hi —1.045 —1.174 —.9095 —-1.552
1.186 1.262 849 1.505
Comp Tec Hi 1.163 2.152 1.458 3992
1.379 2480 1.280 3.204
Comp Cler Hi —.2594 - 4531 5474 2.390
0.341 544 569 1.847
Comp Prod Hi 0434 —.1257 4716 .6378
0341 0.171 486 632
Comp Mgt Lo 3429 0635 13.381 5.614
189 0.029 — —
Comp Sup Lo —1.589 —-1.337 10.734 3.038
776 —0.561 — —
Comp Tec Lo 1578 784 3018 3442
.089 0.417 107 1.303
Comp Cler Lo 9861 1.509 —.2198 8239
544 0.697 078 284
Comp Prod Lo 1.288 1.509 3.295 5.409
955 697 1.311 1.771
% Mgt —.0413 —.0493 —.1521 -.1715
1.215 1.461 2.402 2.745
% Sup 0953 1258 0312 .08260

1.543 1.863 .397 1.116
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% Tec

% Prod

CPU Mgt
CPU Non-Mgt
Union
Severance
Pension

% Part-time

% Temp

R&D Crr
R&D Priority
Mgt Levs Up
Mgt Levs Dn
Self Mgt
Compete Innov
Compere Needs
Compete Price
TQM

Stock Qpt
Profitsh Mgt
Profitsh Sup

Profitsh Tec

~.0527
2.168
—.007
0.211
.0333
2.553
—.0046
0.393
—.8353
1116
-1.167
1417
.208
214
—.110
2471
.0158
776
1.444
1.500
4871
551
~1.201
739
—1.769
2.21
—.0024
0.199
—1.096
0.768
—1.687
2.124
—.0723
0944
0713
0.109
—.0247
0.036
-1.331
1.201
1.76671
—4.672
2.766

—.0063 0044
141 .103
1377 .1817

2.282 2.438
0181 .0247

1.212 1.491

—-.0125 —-.0176
814 1.081

—.8045 —2.345
872 2.042

-1.507 -2.176
1.464 —1.800
—1.385 —.0673
1.100 053
—.1417 —.2229
1.814 2.779
.0864 00640
2.342 1.697
— 2.235
- 1.848
— 1.926
— 1.711
— 1646
— —2.788
— 2447
— —.0163
— 1.019
— -1.113
— 524
— —1.388
— 1.371
— 2.143
— 1.849
— 1.541
— 1.790
— 7419
— .858
— —4.959
— 2.990
— 6.013
— 3.086
-— ~5273
— 2.689

(Tibie continues on p. 502.)



502 On the Job

Table 13.8 Continned

Job Loss Downsizing
Coeflicient* Coefficient® Coecflicient Coefficient?
Variable T-stat T-stat T-stat T-stat
Profitsh Cir — 2.896836 — 2.546
— 1.968 — 1.456
Profitsh Prd — 5056 — -.1436
— 0.485 — 108
Above Capacity 6881 9989 — —
.618 851 — —_
Below Capacity —.0835 —.2343 — —
113 362 — —
Constant 6744 2.051 —-3112 —4.357
.301 809 -0.933 1.329
_se 3.200 2.841 3.0327 2244

* Log likelihood = 257.446; number of observadons = 247; chi-squared(11) = 8.66; prob > chi-
squared = 0.653; pseudo-R® = 0.016. Observations summary: 65 uncensored observations; 182
right-censored observations at 1_spc_e = —1.00e-06.
" Log likelihood = 2-3.463; number of observations = 228; chi-squared(47) = 71.29; prob > chi-
squared = 0.0127; pseudo-R? = 0.149, Obscrvations summary: 59 uncensored observations; 169
right-censored observations at 1_spc_e = — 1.00e-06.

© Log likclihood = 147.336; number of observations = 149; chi-squared(9) = 7.15; prob > chi-
squared = 0.622; pseudo-R® = 0.023. Obscrvations summary: 37 uncensored observations; 112
right-censored observations at 1_spc_e = —1.00¢-06.

¢ Loy likelihood = 100.87; number of cbscrvations = 141; chi-squared(45) = 78.60); prob > chi-
q p

squared = 0.0014; pseudo-R* = 0.280. Observations summary: 34 uncensored observations; 107

right-censored observations at 1_spc_e = —1.00¢-06.

Despite the fact that the relationships with scveral of the independent
variables appear to be different in the job-loss and downsizing equations,
the two equations overall are not significantly different.? The factors that
explain why establishments operating at or above capacity cut jobs appear
similar to those that drive establishments with excess capacity to cut jabs.
It may be tempting to conclude that downsizing as defined here is in fact
no different from more traditional layoffs driven by excess demand. But it
is important to remember the surprising finding that excess capacity does
not predict reductions in jobs in the period 1994 to 1997. Another way to
think about these results, then, is to realize that, at least in this period, all
job reductions are like downsizings in that they are better explained by
management practiccs than by excess operating capacity.

The models estimating job loss are significantly different from models
estimating increases in employment (F = 24.65 P > F = .0000 for the
full model, and F = 25.48 P > F = .0000 for the factor price model
using the manufacturing sample on 1994 to 1997 data; F = 12.33
P>F = .0000andF = 9.8 P > F = .0000 for the full and factor price
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models, respectively, and the nonmanufacturing sample).” Job losses do
seem to be explained by characteristics different from those that explain
job increases, suggesting that it is appropriate to examine them separately.
A comparison of the results for downsizing from 1991 to 1994 pre-
sented in table 13.2 suggests roughly similar results to those using the
1994 to 1997 data, despite the caveats about a temporal mismatch be-
tween the independent and dependent variables. The larger sample sizc
these data offer makes it possible to examine relationships for manufactur-
ing and nonmanufacturing establishments separately. The data suggest
that there is less downsizing in manufacturing, where supervisors are
higher-paid and production workers are low-paid, and that there is more
downsizing at establishments where technicians and clerical workers are
higher-paid and there are proportionately more managers. The presence of
unions increases downsizing, as do reductions in management levels, and
the presence of an R&D operation reduces it. In this sample, the strategy
variable “competing on innovation” is associated with greater downsizing
than “competing on quality.” The relationships in nonmanufacturing are
not as strong but broadly consistent. Two that are now significant are pen-
sions, which are associated with reduced downsizing in nonmanufactur-
ing, and stock ownership, which is associated with increased downsizing.
As with the 1994 to 1997 results, the equations estimating relationships
with job losses are significantly different from those cstimating relation-
ships with increases in employment (F = 13.03 P > F = 0000 for man-
ufacturing, and ¥ = 11.15 P > F = .0000 for nonmanufacturing, using
the full model). But again, the overall relationships between the models
estimating job loss and downsizing are not significantly different.

JoB Losses, DOwNSIZING, AND PERFORMANCE

Equations designed to examine the effects of downsizing on firm perfor-
mance should look very much like other production function equations:
with controls for industry, capital structure, and the quality of labor in the
establishment (education levels, average compensation, occupational
mixes). The model used includes further controls: union status, com-
puter use, the part-time and temporary help measures described carlier,
and the capacity variables to control further for the initial financial condi-
tion of the establishments.

Table 13.10 summarizes the relevant results for both job loss and
downsizing for 1991 to 1994 on performance in 1994 and from 1994 to
1997 and on performance in 1997. (The complete results are available
on request.) The 1994 survey asked about labor costs as a percentage of
total costs, which were then converted into a measure of labor costs per
employee.” Results for 1994 are therefore presented both for labor costs

(Text continses on p. 509.)
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as a percentage of total costs—the original variable—and for the labor
cost per worker calculation. The small sample size in the panel made it
impossible to examine the relationship with sales per employee in the
1997 data for nonmanufacturing establishments. Median regression was
used to address the issue of outliers with the dependent variables. Some
of the outliers were driven by the employment data that form their de-
Nnominators.

The model includes the job-loss and downsizing variables and the op-
erating capacity variable, which is used to generate the downsizing vari-
able, in the same equation. The downsizing variable should therefore be
interpreted as the marginal effect of downsizing given job loss. Estimat-
ing the average eflects for both job loss and downsizing requires includ-
ing the coeficient for operating capacity, because all the job-loss observa-
tions, controlling for downsizing, by definition are operating below
capacity and all the downsizing observations, controlling for job loss, are
operating at or above capacity. Again, job loss and downsizing are ex-
pressed in percentage terms. (That is, larger job losses and downsizing
equal more negative values on the dependent variables.) Positive coeffi-
cients therefore imply that bigger job losses and downsizing are associ-
ated with decreased sales per employee and decreased labor costs per
worker.

The most reliable data are for the 1994 to 1997 changes on 1997
performance. Those results indicate that job loss is associated with in-
creased sales per worker, as we might expect when establishments have
excess capacity that can be cut and still meet current demand. The marg;i-
nal effect of downsizing given those cuts, however, is to reduce sales per
employee. No doubt it is difficult to cut employees when there is no slack
capacity without suffering shortfalls in operations. The 1991 to 1994
changes on 1994 performance suggest a similar pattern for sales per em-
ployee and are stronger for nonmanufacturing, perhaps because labor is
more directly tied to performance outcomes in the service sector, where
labor is the dominant factor. The results for the labor cost measures raise
labor costs for job losses but lower them for downsizing. The 1994 to
1997 nonmanufacturing results for labor costs per employee are the im-
portant exception in that they reverse the pattern: positive relationships
with job loss and negative relationships with downsizing. (Note that rais-
ing sales per employee is a good outcome, and that raising labor costs per
employee is a bad outcome.)

I examined other relationships between job losses, downsizing, and
performance as well. In looking at the relationship between 1991 to
1994 job loss and downsizing and performance measures in 1997, 1 ex-
plored whether the effects persist after a three-year lag. Although the
signs of the coefficients are in the same direction as those reported ear-
lier—negative relationships between sales per worker and job loss (in-
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creasing performance) and positive relationships between sales per
worker and downsizing (decreasing performance); negative relationships
between labor costs per worker and job loss (decreasing performance)
and positive relationships between labor costs and downsizing (increas-
ing performance)-—none of the relationships are significant. (The rela-
tionships could not be estimated for nonmanufacturing because of small
sample sizes and missing observations.) Job losses and downsizing be-
tween 1991 and 1994 can also be related to the change in performance
measures between 1994 and 1997. These results, again only for manu-
facturing, come closer to acceptable significance levels, especially for the
downsizing variable. They suggest negative relationships between job
loss and change in sales (—.03 t = 1.23) and positive relationships be-
tween downsizing and change in sales (.005 t = 1.24). The relationship
with change in labor costs per employee is similar: negative for job loss
(—.002 t = .82) and positive for downsizing (.007 t = 1.45). The full
results are available on request.”

What is more difficult to tell from these results is the combined net
effect of the sales per employee and labor cost per employee measures.
Any calculations using these results are ambiguous at best because no
single equation has significant coefficients for both of the dependent vari-
ables. Assuming that problem away for the moment, the signs of the
coeflicients alone could suggest clear conclusions even when the actual
coeflicients are in doubt. For example, if we assume that the signs on
the coefficients are correct, then the results for downsizing in 1997 and
job loss for nonmanufacturing in 1994 arc unambiguous: sales per em-
ployee are falling while labor costs per employee are rising, leading to a
clear reduction in performance. The other results are more ambiguous.
One conclusion from these overall results is that sales per worker and
labor costs per employee tend to move in opposite directions. Another is
that estimating the effects of practices like downsizing depends very
much on the measures we choose. An accurate picture may require mul-
tiple measures.

CONCLUSIONS

The analyses here examine issues associated with job loss and the down-
sizing of an establishment’s workforce. The excess operating capacity as-
sociated with shortfalls in demand has been seen as the main cause of
layoffs. Downsizing differs in that downsizing companics are perceived to
be cutting jobs even when they are not experiencing shortfalls in product
demand. Although a few studies explore the growth and decline of firms
and many examine the financial effects of job reductions, none have ex-
amined the causes of downsizing.

A brief summary of the results suggests that management practices
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that are within the control of the establishment have important relation-
ships with both job losses and downsizing. Variables associated with fac-
tor prices, such as compensation levels, unions, and severance pay, were
associated with downsizing, as were other variables that proxied incen-
tives to pursue more efficient production functions, such as business
strategy and profit-sharing. Management and employment practices
seem predictive of both overall job loss and downsizing. Several of the
results, however, were the opposite of what was expected. One explana-
tion is the possibility of reverse causation: firms may adjust some prac-
tices, such as severance pay, in anticipation of job cuts.

Among the most interesting observations are those that stem from the
“nonresults”: the factors explaining downsizing are not as a group signif-
icantly different from those that explain overall job losses, and having
excess operating capacity is not related to job losses in the presence of
management practice variables. At least in the mid-1990s, when these
data were collected, job reduction decisions seem not to have been domi-
nated by factors associated with shortfalls in demand. Whether this situa-
tion represents something distinct about that period—one of economic
expansion when the level of excess capacity in establishments may have
been too small to drive job cuts—or something more fundamental is a
question for further research.

The analysis here is distinct from prior studies in its focus on establish-
ments and particularly in its ability to distinguish establishments that
were in trouble before they cut jobs. The results are broadly consistent
with the commonsense view that job cuts make more sense when cstab-
lishments experience excess capacity than when they do not. Even in
such situations, however, the benefits of improvements in sales per em-
ployee must overcome increases in labor costs per employce. Downsiz-
ing, defined as job cuts when operating at or above capacity, appears to
hurt sales per employee. In the context of this model, it is clearer why
downsizing may hurt performance: it is difficult to cut jobs without dam-
aging organizational capabilities when there is no slack to cut. In most
cases, labor costs per employee work against changes in sales per em-
ployee: when job cuts make sales per employee rise, so do labor costs per
employee, and when the former fall, so do the latter. This relationship
may mitigate some of the gains from cutting employees, as well as the
losses, and lead to an overall moderating effect on performance out-
comes.
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NOTES

1.

To illustrate ways in which downsizing may be defined inconsistently, job
reductions achieved through attrition may count as downsizing in one firm,
while another firm may count only terminations as downsizing. Some firms
may define as downsizing the elimination of jobs in order to redeploy work-
ers in other, growing opecrations, while other firms may define it as reduc-
tions in total employment.

. For example, among the best-known emplover surveys, Mark Huselid’s
(Huselid and Becker 1996) achieved about a one-third response rate, and
Paul Osterman’s (1994) survey and the National Organizational Survey
(Kalleberg et al. 1996) both had about 60 percent response rates.

. One of the difficulties with this measure is that we cannot know whether
employers include all contracts in this measure, especially temporary help
and leased workers. The Census Bureau is undertaking separate surveys to
estimate the use of such workers.

. A related concern is whether the time period measured here is adequate to
capture the true relationship with downsizing. As noted carlier, it would be
ideal to know when practices were introduced and then measure the down-
sizing that occurred immediately afterward. For example, perhaps some of
these practices led to downsizing immediately after they were introduced so
that by the time the NES II survey measured job reductions, most had al-
ready occurred. Such effects would cause an undcerestimare of the true rela-
tionship between practices and downsizing. On the other hand, as also
noted earlier, most of the practices being examined create incentives for
efficiency-based job reductions that continue as long as the practices arc in
effect, even though diminishing returns may eventually reduce the oppor-
tunities for continuing reductions.

. Tt is certainly possible that the causation with these employment practices
might be reversed. For example, firms that belicve that they will be laying
off employees might be less inclined to introduce severance plans because
such plans would end up costing them a great deal. Even in this example,
however, it is the employers’ anticipation of the fact that severance pay-
ments would restrict their ability to lay off employees that drives them to
adjust their use of such plans.

. Tam indebted to David Neumark for suggesting the importance of the unit
COSt measure.

. These capacity variables help control for the establishment’s situation when the
period begins (1994). They are not included as controls in the 1991 to 1994

analysis because in that context they would be representing the siruation at the
end of the period, after the job cuts occurred, not at the beginning.
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8. The job-loss equations were fully interacted with a variable measuring
whether the establishment is at or above operating capacity, and the F-tests
of the resulting intcraction terms were insignificant for the full model, the
factor price variables alone, and alternative specifications.

9. There are several ways to test whether equations are significantly different.
Here I interact the at-and-above-capacity measure with the other variables
in the model and test whether that variable and its interactions are jointly
significant.

10. The calculation is done by taking the percentage of labor in total operating
costs, applying it to total operating costs other than labor (materials and
capital investment), and then dividing by one minus the percentage of labor
in total operating costs. This procedure no doubt compounds a series of
measurement errors, and the resulting variable should be examined with
caution.

11. The other potential relationship to examine is with changes in practices be-
tween 1994 and 1997 and downsizing between 1994 and 1997. Such an
analysis offers the possibility of examining changes in practices, but it also
poses considerable problems. Specifically, not all of the independent vari-
ables are available in both periods; some (such as strategy) are not casily
expressed as changes; and the number of cstablishments in the panel that
changed practices is relatively small.
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