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1. Introduction

Most Buropean nations have scme form of legislation relating to plant

closings or large scale layoffs.l spypically they call for advance notice
“by employers and for employer negotlatlions with emplovees and government
over whether the closing can be averted. Often they require severance pay
for displaced workers and scme, for example Sweden, have detalled programs
of labor market services {retraining, placement, public works, wage
subsidies) to facilitate adjustments. In Canada, both federal and
provincial legislation simllarly require advance notgce. In many of these
countries small establishments with less than one hundred employees. are
_exempt from the rqulrements,»perhaps due to the greater fallure rate of
small pusinesses or the belief that a shutdown of érsmalt business does
not have a substantial effect on a community.
Plant closing legislation in the United States is much more modest.
As of early 1988, there is no federal law and only a few state laws.
Three states, Malne, Wisconsin and Hawaii, require advance notice of plant
shutdowns or large scale layoffs (with size class exemptions), and Maine
also requires one week’s Severance pay per year of service for workers
with greater than three years’ tenure. The penalties for noncompliance
are low in Maine (3500 per establishment) and Wisconsin (350 per
employee), but high in Hawaii (three months wages and benefits per laid
off worker). Connecticut does not require advance notice, but does
require nonbankrupt firms to maintain heaith insurance and other benefits
for workers unemployed by plant shutdowns for up to 120 days.
Massachusetts, Maryland and Michigan all have voluntary programs in which
firms are urged to provide advance notice and/or continue benefits.

Finally, South Carolina requires employees to give workers two weeks
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notice before shutting down, but only in situations where employees are
required to glve simliar notice prior to guitting.
Interest in plant ciosing legisiation in the United States has grown

since the deep recession of the mid-1970s and the relatlvely large number

5

of plant closings and permenent layoffs in major manufacturing industries
gince then, undoubtedly stimuiated this intersst. Iuring the 1975-83
period over 125 bills relating to plant cliozings were introduced in 30

al.ates: the majority in the northeazst and midwest. Hore than 90 percent

At the federal level, over 40 bilis have been introduced Into
Congress since 197%. In Bpril of 1988, Congress voted %o include an
amendment In the omnibuz trade bill that would have required smplovers of
100 or more workers to give 50 days advance notice Lo workers and local

government officiale of 2 plant closing, or a layoff that was planned to

ast at least six months that involved at least 500 workerz or ore-third
of the employer’s workforce, Humerous exemptions were included in this
Bill that was veloed by President Reagan.

Propenents of advance notice legiziation argue that advance notice
provisions will ease displaced workers’ shock and facilitate their search
for alternative sources of employment or fraining. Such notice alsc
allows empiovers, workers and the communliy %o see if ways exist to save
the jobs, such as wage concessions, tax concessions, or seeking new

owmership, including the possibility of employee ownership.2
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Opponents of the legislation argue that, in addition to restricting
the free mobillity of capital, advance notice legislation would have a
number of other adverse effects on firms. They claim It would increase

_worker turnover and decrease productivity, as those productive workers
with the best opportunities elsewhere would leave and the morale of
remaining workers would suffer, - It also would decrease the likelihood
that buyers of the plant‘s product would place new orders, that banks
would supply new credit, that suppliers would continue to provide
services, and that the firm could seli the plant to potential buyers.
Finally, it would depress corporate stock prices. Such a provision, as
well as others that directly increase the costs of plant shutdowns,
effectivély Increase the cost of reducing employment and thus should
encoufage firms pot to expand operation or to substituté overtime hours
for additional employment in states where such laws are in effect.

In evaluating the case for advance notice legislation, it is useful
to stress the divergence between private and soclal costs. Employers
currently do not bear the full social costs of plant shutdowns, both
because unemployment insurance is imperfectly experience rated and because
the costs these actions impose on communities are not taken into account
by them. As such, imposing a “tax" on plant closings, or large scale

layoffs, either in the form of advance notice provisions, severance pay

requirements, or maintenance of benefits requirements would offset the
3
difference between the social and private costs of plant closings. These

efficiency considerations suggest the need for federal, rather than state-by-

state rules, to reduce the possibility that locational decisions by firms would
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pe influenced by *tax price® differences. {ritics, however, would siress
that such legisliation might encourage the £light of 3cbé overseas.

in aplite of the growth of legisiative efforts, there has been
syrprisingly 1ittie effort devoted to analyzing what the effects asre of
exieting plant ciosing legislation, of provisionsz in privately negotialed
colisctive bargaining agreemente that provide for advance notice in case
of plant shutldowns and/or layoffs, and of voluntary empioyer provision of
advance nctlice. The next section summarizes what previous studlies have
found, while section 111 priefly discusses our own research. Some

_ezoncluding remarks appear in section IV.

11, Do Adv £ viel Mattar?
Lazear {1987) used annual aggregate datz for twenty-three couniries

over a 29 vyear period (1956 to 1984} to estimalte what the szffects of

£

tegally mandated severance pay and advance notlce provisions for blue-

ke aggoregate emplovyment/populatlien ratio,
unemployment rate, and average weekly hourg In manufacturing. Simpis
fixed-effects models (to control for country-specific omitted variablss)
were eatimated and a small set of control variables fe.g., & linear time
trend, cyclical factors, demographic factors) were included in the
analysis, He found that instituting an advance notice requirement of €0
cays 12 months), ceterls paribus, would decrease the employment/population
ratio by about .003 {(the U.8. average waz .40 during the period), and
increase average weekly hours by about 0.7, although these effects were
not statistically significantly different from zerc. He argued that

apparently advance notice requirements encourage employers to substitute
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additional hours for additional employment; they act llke a quasi-fixed
cost of expanding employment. One must caution, however, that In most
—countries in Lazear’s sample, changes occurred In these requirements only
once or twice during the perlod. Hence, the effects he attributed to
advance notice legislation may in actuallty reflect only nonllnear trends.

Folbre, Lelghton and Roderick (1984) Is the only study of U.S. data
that examined the effects of advance notice of plant closings on local
area unemployment rates and labor force size. They &xamined the effects
of major plant closings (those Involving more than 100 workers) in Maine
in the period prior to advance nctice becoming manda;ory in the state, and
found thatixg untary provision by a firm of -at least one ménth’g advance
notice to displaced workers signlflcantiy diminished the closing’s impact
on the local area unemployment rate in the month of closing. While this
may reflect more rapid reemployment of displaced workers in the presence
of advance notice, their results also suggest that ad@ance notice was
associated with a significant reduction in the size of the local labor
force in the month of the closing. The latter reflects either labor force
withdrawal or outmigration {and possible reemployment elsewhere); they are
unable to ascertain which occurred.

Another study, Weber and Taylor (19633, focused on 32 plant closings
in the late 1950s and early 1960s and found that voluntarily provided
advance notice rarely led to increased quit rates or decreased
productivity of workers.  Still a third study, Holen, Jehn, and Trost
{1981) studied the experiences of 9,500 displaced workers from 42 plants

that closed and found that provision of advance notice was associated with
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larger earnings losses for the displaced workers; at first glance &
somewhat paradoxical result.

in each of the latter three studies tand most of those discussed
Mé&}aw) provision of advance notice was ireated 52 &XOQENOUS and this may
hiaa the authors’ estimates of the policy’s effects. For exampie, those
empiovers who perceive they would face increased gquit rates prior to the
ehutdown date 1f they provide their workers with advance notice, may not
provide notice, while those employers who perceive they would not face
incresssd turnover may do S0. Te the extent that these perceptions are
enrrect, only jow “expected lncrease in turnov?r‘ tirms would provide
notice and one would not observe increased furnover in these firme after
nstisé was provided (Weber and Taylor's iénding}‘> Howéver,’this would not
tell ue anything about the affects of mandated advance notice. Similarly,
if advance notice were to arise primarily in situations In which the
empioyment prospects faced by displaced workers were the worst, &
comparison of the £arnings lossez suffered by workers with notice to the
ipemeg incurred by those who falled to receive notlce would show that the
former jost more (Holen, et 2l.‘s regultis). However, this would not imply
that tegally mandated advance rotice would make workers worse off.

Recently several studles have analyzed data from the Bureau of Labor
ctatistics January 1984 Survey of Displaced Workers (SDW), 2 supplement Lo

the Currept Population Survey (see Flaim and Sehgal (1985)). The 3I¥ is a

aspecial supplement to a nationa) probability sample of households that was
administered to workers permanentiy displaced curing the 1979-84 period
due to a‘piant shutdown or layoff and it contains information on whether

the individuale received advance notice or expected thelr displacement.
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It contalns no lnformatlon on whether the notice was formal or how far In
advance 1t was given. This is a cruclal omission, since the effectiveness

_pf advance notlce pollcles presumably depend at least partlially on how far
in advance notlce ls given.

The various studles yield somewhat mixed flindings. Howland
(forthcoming, 1988) limited her analyses to a gmall subsample of the
dlsplaced workers located in SHSA'S who had been displaced from
manufacturing jobs due to a plant shutdown. She fougd that on average
displaced workers who recelved advance notice did not benefit from the
advance notice, although white-collar workers did appear to have shorter
durationg of noremployment. In addition, the approximately 10 percent of
workers who received advance notice who then quit prior to dispiacement‘>
appeared to suffer smaller wage losses and fewer weeks of nonemployment.

Addison and Pedro (1986; 1987a} concentrated their attention on
workers displaced due to plant shutdowns and found that, ceteris paribus,
the presence of advance notice was agsoclated with durations of
nonemployment that were some 35 percent shorter. For workers who received
unemployment insurance {(UI) after displacement (which meant, given Ul
rules in most states, those with more than. one. week of unemployment) the
negative association of advance notice and duration was found only for
white-collar employees.  For both white and blue-collar workers who failed
to receive Ul after displacement, a negative association between advance
notice and duration of nonemployment was found. This latter result is not
surprising; if advance notice heips some workers to find empioyment
without an intervening spell of unemployment, these workers will never be

ellgible for Ul benefits. Put another way, the presence of advance notice
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may increase the probabllity that displaced workers fall to recejive UI.
¥hile Addison and Pedro (1986} freated the receipt of Ul as endogenous
_they did not allow advance notice to influence it.

Podgursky and Swaim (19872} restricted their sttention to those
workers displaced durlng the 1979-81 period. Using a =zlighly different
set of control variables than Addison and Pedro (1987a3 they found that
advance notice significantly reduced nonempioyment durations only for
white-coliar females. Podgursky and Swaim (1987b) studied the
determinants of post-displacement earnings for workers who were
subsequently employed full-time at the survey date. They found no effects

~of advance notice, suggesting that such poilcies have, at best,

ﬁraﬁsiiioﬁai effects,

Finally, Addison and Portugal (1987b) found that a 10 percent
increase in duration of unempioyment decreased post-displacement wages by
about 1 percen’. Since their results in this paper (which focused on laid
cff displaced workers, as well as those displaced by plant closings) also
indicate that advance notlce reduced duration of unemployment by about 28
percent, one can infer that advance notice increases pogt-displacement
wages by about 2.5 percent. One must caution, however, that their
estimated duration-wage relationship is conditional on a dispiaced
worker’s having remained in the same industry and occupation and they did
not permit advance notice to have a2 direct effect on post-~-displacement

wages,



I11. Qur Own Research

Our own research, to be reported in detall in a forthcaming Upjohn

Institute monograph, reanalyzes the SDW data making a number of

“methodological innovations. First, in the absence of formal legislation
requiring advance notice, one can view advance notice as an explicit or
implicit contract provisien and ask If workers must pay for this provision
In the form of lower predisplacement wages? That is, we ask If
compensating wage differentials exist for advance notlice provisions? If
the answer is yes, it lg straightforward to show tha; people who recelve
advance notice will appear, ceteris paribus, to suffer smaller earnings
'losses, even if advance notice has no true effect on ﬁost;displacement
wages. - 7

Second, as noted above, the presence of an advance notice provision
is likely endogenous and depends upon both employers’ willingness to
supply and employvee demand for such provisions. We attempt to formally
model the determinants of advance notice, Including the magnitude of the
compensating vage differential, and then test if treating advance notice
as endogenous influences subsequent resuits.

Third, previous researchers have not stressed that about 10 percent
of the males and over 15 percent of the females in the SJW suffered po
spell of nonemployment after displacement. We estimate separately what
the effect of advance notice was on the probability of a displaced
worker’s finding a job without any spell of nonemployment and what it was
on the duration of nonemployment (conditional on a gpell existing). We
also estimate what the effects of advance notice were on survey date

wages.
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Pourth, mince the SD¥ containg data on whether workers who recelved
advance notice gqult prior to displacement, we estimate the determinants of
-predisplacement turnover and ascertalin if there is any evidence that
tyrnover among firms’ most productive workersg occurs. Flnally, all of our
analyses are done separately for four groups (male/shutdown,
female/shutdown, male/layoff, female/layoff) 1o see 1f such pollcies have
differential affects across groups.

Our results indicate that there is very little evidence that workers
who recelve advance notice pay for it in the form of lower predisplacement
wages. They also suggest that 1t7is gifficult to explain which diép%aced
WOorkers receive advance notice prior to diéb}acément using data on
characteristice of the indlviduals, data on characteristics of the
workforce in the industries in which they were employed, and data on
employment growth and unempioyment in the areas and areas/indusiries in
which they were emploved. While some variables prove significant in
formal problt modeis of the probability of receiving advance notice {and
the equations do have some predictive power}, in the main few consistent
patterns are observed across the four groups. These resuits, together
with the resﬁits of exogeneity tests we performed, suggest that analyses
of the effects of advance notice provisions that use the SD¥ can
legitimately treat the existence of advance notice as exogenous.

Our analyses do suggest that having advance notice does gignificantiy
increase the probability that a displaced worker will experlence pp spell
of nonemployment. The largest increase is for males displaced due to a
shutdown and the major beneficiaries within this group are white-coliar

workers. In contrast, once an individual experiences any nonemployment,
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the presence of advance notlce has no effect on the ultimate total
duration of nonemployment.4 Advance notice thus seems to help displaced
_workers in the JIW sample only If the individuals can find employment

prior to displacement.B

Analyses of the effects of advance nolice on survey data earnings
echo the findings of Podursky and Swaim (1987b) that, on average, receipt
of advance notice has no affect on subseguent earnings once reemploved.
Only for white-coilar females who had been digplaced-due to 2 layoff was
there any evidence that advance notice lzads to higher survey data weekly
earnings and this group makes up iess than IS percent of the SDW sample.
The majér effect of advance natics on workeré in the SIW sample téen ig
through decreasing the probability of observing positive nonempimy&ent

gpeil lengths.

=y

Finally, for the people in the SD¥ sample who receive advance aotice,
we find no systematic evidence that observed variables that might be
provies for productivity (job tenure, age, education, previous earnings’
systematically are asspciated with the probability that a worker wili quit
prior to displacement. Thus, we find no evidence that advance notice will

ilead a firm’s most productive workers to quit, thereby disrupting a firm's

operations in its final weeks.

IV. Concluding Remarks

& number of studies suggest that there are large private costs of
displacement ito digplaced workers but that these costs are oftn transitory
in nature. ¥hile some fraction of these costs may represent the

dissipation of rents, a substantlal part represents true soclal cosis
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{Haemermesh (1987)). Often these coste are tfranzitory in nature -- witness
the fact that earnings of displaced workers in the SIW who were reemploved
_at the sur#ey date were, on average within 5 percent of thelr predis-
placement earnings. However, some costs are long-lasting; many people In
the S0M were nolt reemplioyed at the survey date,

fur own research and the jiterature surveyed above suggests that
agvance notice may well facilitate labor market adjustments by allowing
displaced workers to find employment prior to their date of displacement.
Advance nollce appears to reduce the probabiilty that displaced workers
suffer any -spell of nonemployment and thus also may well moderate
Lemporary %ncreasés in area unempioyment rates. in>bgth a number of the
surveyed studies, and our own, *advance notice® included notice of very
short duration and thus their resulis may understate the effects of
mandated notice of longer duration., The individual worker based data used
in 211 of the underlying studies also did not permit analyses of whether
advance notlice of pending displacements can lead to actions {e.g.,
reorganization, wage concessions, emplioyee ownership? that help avert
dizplacements.

Although opponents of advance notice cite potential costs of such
peiicies, empirical studies have found no evidence that advance notice
caugses firms’ most productive workers to leave and that the productivity
of the remaining workers suffers. Horeover, save for Lazear (1987, which
we have criticlzed above, no systematic empirical evidence has Deen
nrovided on the other potential adverse effects of advance notice that

opponents have enumerated.
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¥nile at first glance, thls discussion suggests that federally
mandated advance notice for displaced workers may be an ldea whose time
has come, several cautions are In order. First, the effects of voluntary
”ﬁrovision of advance notice In situations where workers expect impending
displacement anyway may be very different from the effects of mandated
advance notice in situations vhere the impending displacement Is

completely unexpected by workers.6 1ndeed, one should recall that the
SD¥, which our research and most of the researéh we surveyed was based
upon, asked only. 1f workerz recelved advance notice pr expected their
displacement.

Future researchers will have access io the January 1988 Survey of
Disg@aced Workers whichk specifically asks disp%acéd workers 1f they
received formal advance notice and, if so, how long the notice was.
However, #ven with these data, to adequately estimate the effects of
advance notice per se will require researchers to iry to model what
digplaced workers’ sexpectations of displacement would have been in the
absence of advance notice.  Put another way, researchers need o estimate
if forma! advance notice actually communicates new information to workers.

Second, the observation that the voluntary provision of advance
notice appears to reduce the probability a2 displaced worker will suffer
any spell of nonemployment does nct necegsarily imply that mandated
advance notice will increase employment and decrease unemployment rates.
Indeed, one can conceive of situations in which displaced workers compete
for a fixed number of vacant positions that only & fraction of them can
obtain. Advance notice gives those workers who receive notice an

advantage; it increases their probabllity of finding one of these Jjobs
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prior to displacement. However, if the number of vacant positions is
truly fixed, by necessity the probability that workers who failed to
receive notice find jobs would have to go down. In this case, the gains
%o those workers who received notice would come soiely at the expense of
those workers who failed to receive notice. There would be no social
gains from advance notice in the sense that, on average, it would not
influence aggregate employment leveis and/or unemployment rates.

Studies that use individual-based data sets, such as our own and the
others that used the 5[, can not test for the possigiiity of such
displacement effects. The only study of U.S5. data that addressed this
‘issue, Folbre, Leighton and Roderick (19840 did find evidence that
voluntary provision of advance notice led to smaller itemporary increases
in area unemployment rates. However, Lazear’s (1987} cross-couniry stucy
found no significant effects of mandated advance notice on national
emoloyment levels and unemployment rates. Clearly more studies that focus
on the affects of advance notice on area sconomic outcomes are needed.

Suppose for a moment, however, that all voluntarily provided advance
notice actually does is "reshuffle® jobs among displaced workers from
those people who fail to receive notice to those peopie who do receive it.
in fact, evidence of this might gtrengthen the case for government
mandated advance notice if the peoplie who recelve notice voluntarily are
the ones least in need of such assistance. For exampie, if high wage
unionized workers were more |ikely %o receive notice than comparably
=killed lower wage nonunion workers, implementation of federal legislation
would allow the latter a *better shot® at competing with the former for

the avallable jobs when they are dispiaced.? Qne thus might be in favor
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of advance notlce legislation because of 1ts potential redistributive
affects, even If one belleves it will have no net affect on employment or
_unemployment.
Ultimately, given all the evidence presented and clted above, the

1

position one takes towards advance notice legisiation will depend heavily
or one’s preconcepiions as to how labor markets function. 1f one belisves
tabor markete in the main are competitive and operate primarlily in an
efficient manner, one might argue that the onug is om those who propose
government intervention to document empiricaliy what the benefits of the
propesed legisiation are and to document that its adverse glde effects
will be small. Given such & view, one might argue that the eQidence
presented here does nol support government Intervention; there are tog
many results whose implicatlions are ambiguous and too many yet unanswered
guestions,

1f, on the other hand, one believes that labor markets in the main
are not competitive and/or that imporlant externalities exist when workers
are displaced, one wiil find the results presented here very supportive of
gome form of intervention, perhapsz in the form of advance notice
legislation. Such individuals may claim that we have documented at least
aome private benefits that advance nolice seems o produce, without
uncovering any evidence of its costs.

It is Important when deszigning an intervenijon, however, to be clear
about the scurce of public concern. If the major concern is the
externality imposed on 2 local community due to a plant clesing or large

scale layoff, then public policy should specifically address this concern.

Such a concern may argue for advance notice legislation. However, in this
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case, exemptions based on absolute size, including current proposals, do not
address this problem as well as exemptions based on size relative to the
local labor market. In contrast, if the source of concern is the private
costs workers suffer from displacement, then severence pay provisions may

be 2 viable alternative and/or addition to advance notice legislation.

We conclude from the existing evidence that the social costs of worker
displacement would be substantially reduced by a federal policy relating to
sdvance notice. There are several policy options. The federal government
could reduce the costs to firms of providing such notice by funding a share
of the unemployment benefits received by notified workers and/or by reducing
the firms’ income tax rates.

Another alternative is experimental adoption of federal legislation
that provides for advance notice of plant closings or permanent layoffs.
Well-designed research during the experimental period could be used to
more adequately address issues relating to the macro labor market effects
of the legislation, including whether advance notice of impending displace-
ment can serve to help prevent displacement from occurring, as proponents
of the legislation often assert. Since so much of prior research has

focused on the potential benefits of advance notice legisiation, studies

during the experimental period might also profitably seriously research

issues that opponents have been concerned about, relating to the cests of

the legislation.
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Footpotes

1. In what follows often we use *plant closing® as a shorthand for

*plant closing and/or large scale layoff®. During the 1979-1983 period,
approximately 49 percent of permanently displaced workers were digplaced
due Lo plant ciosings (sees Flalm and Sehgal {1985) for examplel.

Z. 1f workers are displaced, the maintenance of health insurance

provide needed service for individuals during a period vwhen stress lezads

to increased lncidence of physical and menta) allments. Paymentes by firms

to the communities in which shut plants were located would help alleviate

the exira demands placed on these communities for sécia% services that the
shuldowns cause; demands that wau}d’ariﬁe a% the same Lime tﬁai iocatl
property and sales tax revenue were being reduced,

3. This line of reasoning suggestis that lhe case for mandated
advance notice is stronger when the displaced workers represent a large

ghare of {he local labor force. The displas

reiatively amall community is likely to represent much more of an

e

externality than & similar size displacement in & large city. Somewhs
surprisingly, nesither existing nor proposed legislation takes thie ints
account .

4. The SIW data do not permit uz io differentiate miltiple spelis of
nonemployment, nor to distinguish between unemplovment and nonpartlici~

pation. Our conclusions therefore apply %o total nonemplioyment time from

the date of displacement %to the survey dats,
5. Swaim and Podgursky (19883 reach a zimilar conclusion in recent
research that uses data from bDoth the SI¥ and 2 zimilar supplement that

was part of the January 1986 Current Population Survey. Thair paper clites




an earllier version of our paper.
€. We are grateful %o Sherwin Rosen for stressing this point to us.
7. See Enrenberg and Jakubson (forthcoming) for evidence that

displaced unionized werkers are more iikely to receive advance notice than

displaced nonunion workers.





