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17.1 Job loss- arisk for individual wellbeing

Job loss is one of the most undesirable eventarfandividual, as it may affect a
person’s wellbeing negatively on a multitude of dimsions. There may be direct
and indirect effects of job loss on wellbeing, @hdse effects may be temporary
or permanent, depending on the outcome of inteRagitm (1991) and Jacobson,
LaLonde, and Sullivan (1993) for example show thage earnings — not surpris-
ingly — decline dramatically in the event of a jolss. However, this effect is per-
manent in the sense that a comparable group withgab loss follows a much
higher wage path in the years following the jobsldsffects on family life have
also been shown: Charles and Stephens (2004) fsigréficant increase in di-
vorce probability for laid-off individuals. Bono, &ther, and Winter-Ebmer (2008)
show that fertility decisions are changed due jobaloss, resulting in delayed or
forgone child birth. Various papers find a negataféect of job loss on health.
Clearly, health is an example where an indirect@ftan be imagined — through
lower wages, investments in health are declining] #hen overall health is af-
fected in addition to a possible direct effect g¢thgh depressive symptoms caused
by the unemployment situation, for example). Salivand von Wachter (2009)
find an increase in mortality, Strully (2009) shotlvat there are effects on subjec-
tive health measures as well. Others, for examplen$2009) or Browning et al
(2006), argue that health effects are rather sparand not necessarily caused by
the job loss. Long-term effects on health have ymitbeen investigated, mainly
due to lack of suitable data.

One common problem in the literature on involuntady loss is the direction
of causality: if people are less productive, theil lese their job and then are
likely to earn less in the future. A similar argurhéolds for deteriorating health,
which might lead to a loss of the job in the fiptdce. A solution to this issue is to
find reasons for the job loss, which are not linkedhe outcome variable. The lit-
erature cited above uses the common approach glatied” workers to (argua-
bly) solve this problem. A displaced worker is arkey who has lost his job due
to a plant closure, where the plant is sufficieridlsge for the individual worker
not to matter much in the closure (Ruhm, 1991; Bson, LalLonde, and Sullivan,
1993; Sullivan and von Wachter, 2009). In this ¢dlse individual's influence is
not enough to cause the closure, but the closteetafall those losing their job in



the same way. Even though this approach may npelfect, it is the closest way
to disentangle the individual reasons for job lfvesn a common and thus exoge-
nous one.

The effects of an exogenous involuntary job lossyédwver, do not only depend
on the loss of the job itself, but to a potentidflyge extent also on the institu-
tional settings in the background. In a system witindatory complete health in-
surance coverage, one would expect the effectstolgss on health to be less se-
vere than in a system which only provides healttuiance coverage through the
employer. Institutional settings may also shortenduration in unemployment af-
ter job loss, which could be positive or negatimenages — a higher match quality
may take more time to be found but lead to highages, but a long lasting un-
employment support may lead to larger human cagépteciation. Where a fam-
ily is supported — financially or otherwise — inéeplent of employment of its
members, a spell of unemployment may have lessendle on fertility or mar-
riage decisions.

This paper uses the SHARELIFE data to investigaddng term effects of job
loss on health, exemplified through three healttt@mes, to test whether health
effects last or are only temporary. The effectyobfloss due to displacement are
compared to those which are related to lay-offigng to test whether there are
notable differences. Finally, a country’s institutal settings related to the labour
market are considered in their influences on intligis’ long term health.
SHARELIFE is especially useful for this project, iagllows for the first time to
relate events in a person’s life course (here:lumary job loss) to long term out-
comes (here: health). A combination of SHARELIFEadaith SHARE data from
waves 1 and 2 is used for a full set of controlalzles.

The next section provides a review of the literatiBection 3 defines the sam-
ple, explains the measurements of the outcomebtasgand introduces the insti-
tutional variables that are used in this analySection 4 then shows the analyses,
whereas section 5 briefly summarizes.

17.2 Literaturefindingson job loss and wellbeing

Ruhm (1991) uses five waves of the Panel Studyodérme Dynamics (PSID) to

investigate the effect of job loss on unemploynmawobability and wages. Apply-

ing a definition of mass layoffs and plant closuf@sdisplacement, he finds that
while the unemployment probability in the followifige years is not affected by
displacement, wages are permanently lower by 1pe¥8ent compared to those
workers not displaced. In a similar study, Jacobtahonde, and Sullivan (1993)
use administrative data from the US federal sthteemnsylvania to elicit the ef-

fects of mass-layoffs on wages of high-tenured wmwkThey find losses in earn-
ings of about 25 percent compared to pre-displaoeegrnings even six years af-
ter the job was lost.



Sullivan and von Wachter (2009) employ the samen®gnania dataset to in-
vestigate how the health of these workers has mdfsom displacement. In link-
ing their sample to administrative death recorasy thre able to test whether the
mortality of displaced workers is increased aftp Joss. Indeed they find that
mortality rates for the displaced workers are 50308% higher than for the non-
displaced. Strully (2009) uses three waves of tBE5R1999, 2001, 2003) when
looking at the relationship of health and job loSke distinguishes between sev-
eral different job loss categories, allowing farfault, fired or laid off, voluntary,
or other types of job loss. In a first step, Strully thetates health prior to the job
loss to the job loss category and finds that wttiesefired or laid off are in
worse health prior to the job loss,ne-fault job loss is not associated with bad
prior health, which is taken as support for the gereity of plant closure and
health. She reports that while the short-term ¢dfdor fired individuals are
stronger on self-rated health, they are still sattsal and significant for those
with ano-fault job loss, suggesting that job loss is associaitfdworse health.

There are also some findings in the literature thastion the effects of job
loss on health. Salm (2009) looks at the healtmdifviduals experiencing a job
loss in the US with the Health and Retirement St(ldigS). He is able to look at
objective as well as subjective measures of hdslttifferent reasons of job loss.
He does not find any effect of plant closure obeing laid off on health, only —
not surprisingly — when people leave for healtlsoes, their health deteriorates in
the subsequent periods. The sample of investigatiowever, consists only of
older individuals and therefore the number of pedpinder treatment” of dis-
placement is rather small. Browning, Moller Danod &leinesen (2006) investi-
gate how job loss is associated with medical stiedEators. They use a 10%
random sample of the Danish male population aridthese records to business
and hospital records. They report that displacerdeas not cause hospitalization
for stress-related illnesses for various defingiaf displacement. They speculate
that this finding may be related to the generouane scheme in Denmark com-
pared to the United States. In another study obgemn administrative data, Eli-
ason and Storrie (2009) look at the Swedish cadebserve a higher mortality of
those who are displaced in Sweden — thus contiagithe effects Browning et al
find in a country that at least from the outsetésy similar to Denmark.

This chapter explores the possibilities of advagdhre literature on two fronts:
first, we analyze true long-term health effecteajbb loss. The SHARELIFE
sample allows looking at individuals whose job aeshave happened up to 50
years prior to the current health measures. Thissga new perspective on the
consequences of involuntary job loss on healtraddition, for the first time we
are able to compare the effects of displacemerisaca number of European
countries, which allows investigating the influerafethe institutional settings in
these countries regarding the treatment of the plmrad. While the comparison
of the previous studies across countries is diffibecause the measures are dif-
ferent both for displacement and health, the er-amarmonization in the



SHARELIFE countries guarantees that there are nb msues: the questions and
health measures are identical across all participabuntries.

17.3 Job loss and health in the SHAREL | FE sample

This paper uses SHARELIFE data, but augments t e data from waves 1
and 2 from SHARE. Similar to the literature citdubge, there are several restric-
tions to the sample, which are necessary to madeetbat the effects found are not
due to sample composition. The first selectiontoase on those individuals who
are at risk of losing their jobs due to displaceteich, obviously, rules those
out who have never been employed. Furthermoree sivél servants and military
personnel usually do not face the risk of a busirdesure, these are excluded
from the analysis. Although self-employed face ttis& of displacement, they are
excluded in the analyses, because a business eloanrbe caused by their behav-
iour, and thus the causation of displacement onam¢ is not (as) clear. In addi-
tion, as the agricultural sector has usually arlote day-to-day workers and less
stable employment, all individuals in this sectm kft out.

There are a number of other restrictions to enthe the analysis is sound.
Only individuals between 50 and 90 years of agbapoint of the third interview
are considered, although the findings are robuainat changes in this variable.
To not be biased by individuals who change thdisjafter training, the minimum
age at job change is 20, whereas no person dishkter 60 is still in the data to
avoid confounding effects with retirement decisiohe avoid effects of the de-
pression and war era, only job changes after 198Qused, and to avoid effects
correlating with SHARE wave 1 and 2, only displaesiup to 2004 are consid-
ered. Individuals of the former German Democratep&blic, of the Czech Re-
public and of Poland are not considered in theyaimlas they did not have com-
parable conditions before and after the fall of tbexmunist countries. As events
are sometimes a long time ago for these respondedigiduals with low cogni-
tive ability (as measured in wave 2 of SHARE) areladed.

There are two sets of individual explanatory vdeabthe first is to control for
differences prior to job change. These includedttubd variables, specifically
health as a child, access to health care as a skitdol performance, amenities at
home, people per room, whether the home was privat®t, and — as a measure
for socio economic status of the parents — whethene were enough books to fill
one shelf in the house at age 10. Variables pdgpol change also include the
years of education, occupation and industry indicatand some parental charac-
teristics. Job and industry characteristics arertakom the first job a person had
to avoid confounding effects that may have comergfib loss. The second set
provides contemporary information in order to cotrer differences at the point
of the interview which are not influenced by dis@eent. These are age and gen-
der, and — unless noted otherwise — country fixéstes.



The central explanatory variable is the one defjnimvoluntary job loss and
the comparison category. The variable RE031, wiichsked for all job spells a
person reports, provides an intuitive definitiortlofee types of job changers (one
voluntary, two involuntary):

1. those who always changed their job on their owrpact and thus al-
ways voluntary,

2. those who were at least once laid off and neveegapced a business
closure, and

3. those who have at least once lost their job becaluaglant closure.

In the analysis, the comparisons always use thentady changers as a bench-
mark for the other two groups, with the expectatiwat group (1) fares better than
group (2) and (3), while the effects for group é2¢ expected to be larger than for
group (3) because of the before mentioned issueausality.

The analyses are restricted to the following outeaariables — self-perceived
health, defined as being in poor or fair healthyimg at least one chronic disease
and having at least one depressive symptom as neebgia the EURO-D scale in
wave 2 of SHARE. This spread provides a nice oesvwif subjective, objective
and mental health, thus covering a wide range ditidual health measures. The
effects of job loss depend on the institutionatisgs and on how well the indi-
vidual is caught in the safety net the institutigmevide. For this paper, the con-
centration is on the unemployment benefit structbieg each country had in 2007,
where four dimensions are considered: the replanenag¢e, the duration of pay-
ment, the qualifying conditions and the employeetigbutions. Assuming that the
changes over time are not dramatic, using the ougetting as a proxy adjusts
reasonably well for the institutional backgroundhet time of the job loss.

Figure 17.1 shows the differences in self percelvealth comparing those los-
ing their job involuntarily and those who changduwarily, split by country.
While the substantial differences in reported Hrealtross countries also depend
on the reporting style (Jurges, 2007), the diffeesnwithin a country show an in-
teresting variation over Europe: in Sweden, fornegle, the difference in health
between voluntary and involuntary job changersasidally non-existent, whereas
in Germany or Austria, those who suffer from invghry job change are much
more likely to report bad health. This variationwithin-country differences may
be partially driven by how well the institutionadtings (i.e. the respective unem-
ployment benefit system) are able to help the iddial when coping with unem-
ployment.

Figurel17.1:  Fraction Reporting Poor or Fair Health by Job ri¢feaStatus



Involuntary M Voluntary

0.70

0.60 -

0.40 I—
i lg LI
0.30 | II I L II I : [

0.20

(EE B B B B B B B BE B B= B

0.00

17.4 Theanalysisof job lossand health

Before turning to the actual analysis of the effeaft job loss on health, we first
have to consider how involuntary job loss is relati® health prior to that event —
the approach Strully (2009) used as evidence tiatdjsplacement is exogenous
to health. Childhood health is used here as a pfaxiealth prior to job loss. The
bars in figure 17.2 represent regressions of #aditiood of involuntary job loss
on an indicator of childhood health, thus compatimg two groups with involun-
tary job loss separately to those who always chéurtigeir job on their own ac-
count. Regressions with robust standard errors wareseparately for men and
women, the error bars reflect the 95% confidenterwals around the coefficients
of health on job loss.

Even though childhood health is a retrospective suesment and thus clearly
influenced by the respondents’ current situatibe, telationship shown in figure
17.2 is similar to what Strully finds in her anatysvith a clear difference in the
two groups: there are no effects of childhood Heait the likelihood of being in
the group of those suffering from plant closure®(g 3), while reporting good or
better childhood health reduces the likelihood @hb in the group of those suf-
fering from layoff or firing significantly (10% leal). Although the effects are
slightly smaller for women, there is no differennghe qualitative results.

The analysis now turns to the issue of displaceraedt health in the current
situation. As mentioned above, we will look at thrdifferent health indicators:
current self perceived health status (1 if faipoor), chronic diseases (1 if at least
one disease), and depression (1 if at least onpteymmentioned). We are inter-
ested in how these health indicators vary with jute change history — how do



those who are displaced or fired fare comparechdsd who never had this ex-
perience? Figure 17.3 shows the coefficients fregressions run separately by
gender of the respective health variable on theatdrs for displacement (group

3 above) and lay-off (group 2), controlling for théde range of variables men-

tioned in section 17.2, i.e. demographic, childhaod parental characteristics as
well as industry, occupation and country indicatdtence we will tease out the

differential effect of involuntary job loss by gn@eompared to those never suffer-
ing from involuntary job loss. (The bivariate regg®ons did not lead to qualita-

tively different results and are thus not repotttede.) The error bars again reflect
the 95% confidence interval around the coefficidris a regression with robust

standard errors.

Figure17.2:  Childhood Health in Relation to Job Change Resson
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The essential message in Figure 17.3 is that bathpg suffering from involun-
tary job loss are in worse health compared to thse never experience a dis-
placement or a lay-off. However, one can also sealldifferences between the
groups: those who were displaced show smaller tsffecich also are not always
significant at the 95% level. This is in line witthat was postulated before —
health and lay-offs may be intertwined, such thaat health causes the lay-off ini-
tially at least for some cases, which leads todagffects here. Displacement does
not seem to relate to chronic diseases for merlgviti females having suffered
from lay-offs has a positive correlation with hayiohronic diseases. While fe-
males have slightly stronger effects on self reggbittealth and chronic diseases,
men seem to suffer more from depressions followamginvoluntary job loss.
These gender differences are not significant, hewev



Figure17.3:  Current Health in Relation to Involuntary Job &os
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17.5 Influences of the welfare state

We now turn to the analysis of how the welfareestttucture affects the current
health of those individuals who have either beepldced or fired. We have seen
the differences in health reports between involyntand voluntary job changers
in figure 17.1, and those differences across c@stould have their reason in the
institutional backgrounds of each country. Tablehbws the current (2007) rules
of unemployment benefits, where we specifically sidar the replacement rate
measured as the ratio to previous income, the idaratf benefit payments, the
qualifying conditions measured as the ratio of vgeak individual has to contrib-
ute to the system over the past year, and lastl\ethployee contribution as a per-
centage of income. (This table is a strong singdifon of the reality in an attempt
to put all countries into a common framework. Tladcualation of duration of
benefits is partly based on weeks and thus prodiazi’ numbers.) When look-
ing at the welfare state variables, a clear-cutlipt®n of how they should influ-
ence the health of the unemployed is not clearmoee lenient welfare system
could produce better health, but also in the lamg it could lead to individuals
less satisfied with their health.

The regression analysis using the unemploymentfibestieicture assumes that
the combination of these measures is meant tothelmdividual reduce the nega-
tive effects of unemployment and thus aims at agsgghe joint effect of these
measures. For the purpose of evaluation, we noweleat the country fixed ef-
fects in the following regressions, and insteaduite the welfare state variables.



However, all other control variables mentioned abawe still included in the
model, which again is estimated with robust stati@arors.

Since the previous analyses have shown that tferelifces between those dis-
placed and those suffering from lay-off are sma#, now return to the beginning
and split the sample into those with an involuntgly change and those who
changed voluntarily, i.e. group 1 compared to thmlgination of groups 2 and 3
(a separate regression did not yield differentltssuEach of the four welfare state
variables in table 17.1 are considered as explanatriables as well as their dif-
ferential influence (via interaction terms) on thogho lost their jobs involuntar-
ily. For reasons of brevity, the only dependentialdle considered here is self-
reported health. However, we calculate the effeefsrately for men and women.
In order to elicit the effect of the welfare state health for those who have lost
their job, we use the coefficients of the interagtierms, calculate the effect of
each welfare state variable at its respective ¢gunean and then sum over all ef-
fects. Hence, we calculate the joint differentifiéet of replacement rate, duration
of benefits, qualifying ratio, and employee conitibns on the health of those
suffering from involuntary job loss.

Table3.1: Unemployment Benefit System Variables by Country

Duration of Employee

Replacement Benefits Qualifying Contribution

Rate  (Months) Ratio (%)

SE 0.70 9.9 1 0.00
DK 0.90 12.0 17 8.00
DE 0.67 12.0 17 3.25
NL 0.70 24.0 35 0.00
BE 0.60 12.0 30 0.87
FR 0.66 40.0 14 2.00
CH 0.70 13.2 26 1.00
AT 0.55 12.0 28 3.00
IT 0.30 7.0 26 0.00
ES 0.70 6.0 9 1.55

GR 0.40 8.3 16 1.33
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Results are shown in Figure 17.4 separately for al@hwomen, where each bar
shows the joint differential effect of the welfestate variables on the likelihood to
be in bad health for those who report having hadiavoluntary job loss. In both
regressions, the hypothesis that the welfare statiables do not have any ex-
planatory power has to be rejected (at 5% levelydver, the jointifferential ef-
fect is only significant for females. This is refled in figure 17.4, showing much
larger effects for women reporting involuntary jss than men. The effect is
clearly positive for women, as the likelihood to inebad health is reduced in
every country except Denmark by at least 10%. Femn,ronly in Denmark we see
an effect that is estimated to be larger than ar&daiction in the likelihood to be
in bad health. The gender difference may be in p#positive) selection effect for
the period under consideration: while men wereenggal the main breadwinners
and thus had to stay in the labour market, womea Mkt their job involuntarily
and stayed in the labour market despite possibigidmioptions such as marriage
or childbirth, may have been in better health. Hesvesince we control for child-
hood health, this effect would have to be rathemgj.

Figure17.4: Differential effect of unemployment benefits on kieaby gender
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17.6 Summary

This paper shows that there are long term effetisvmluntary job changes on
health. Both individuals reporting that they weaéd|off and those reporting to
have lost their jobs due to plant closures aredrse health than those individuals
never experiencing lay-offs or displacement. Thiddk true for three different
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health indicators: self-perceived health, chronigedses, and depressive symp-
toms. It is likely, that the sample analysed herféess from a survivor bias: indi-
viduals who have suffered greatly from a job lossyralready have died. How-
ever, this would bias the results towards zerohgbat the observed effects may
in reality be even stronger.

Men and women are almost equally affected by aalimtary job loss in terms
of health, although women experience slightly sgemeffects. In part, this may
be due to a selection into the workforce — womethéage group considered may
have had substantially different motives to workiak the control variables are
not able to pick up.

The differential effects of the unemployment bensfistem on the health of
those with involuntary job loss have to be congdewith care, because of the
simplifications mentioned and also because theilugion may also pick up pure
state variation. However, the difference betweem myed women is of interest —
controlling for age, occupation, industry and seddémographic background vari-
ables, it seems as if the welfare state has péatiguhelped women in reducing
negative effects of involuntary job loss on health.
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