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From 2001 to 2003, 5.3 million workers were displaced. Beyond quantifying the numbers
of jobs lost lie important questions about gains and losses from these changes and
what policies may affect them. These questions will be addressed at an upcoming
Chicago Fed conference.

Job loss, layoffs, displacement, downsiz-

ing, reductions in force—few topics are
more controversial, or seem to pit firm
owners and workers against each other
more than these. Firms devote many resources to deciding, whether and precisely how, to lay off workers. Clearly, from a
worker’s point of view,
non-voluntary job loss
is unambiguously bad.
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former CEO of
General Dynamics,
once said, “The loss of jobs at General
Dynamics is actually better for America
if we redeploy those assets appropriately.”1
He makes the point that, from an aggregate perspective, workers losing their
jobs because these tasks can now be performed more cheaply with fewer workers, or by workers elsewhere may benefit
society as a whole as resources are applied
to their comparative advantage. Indeed,
there is a broad consensus among

economists that free trade, which receives
substantial public attention, redounds
to the benefit of all consumers.
Consider international trade. From a
neoclassical economics point of view, if
a good can be produced more cheaply
abroad than in the U.S., then consumers are better off importing the good.
There are efficiency gains that accrue to
all if each country pursues its own comparative advantage. However, if there
are efficiency gains, the winners must
win more than the losers lose. Thus,
there is scope for the winners to compensate the losers. There may be gains
from trade but the gains from trade may
not be distributed equally unless explicit policies are enacted to change the
distribution.
In order to formulate such policies, however, one needs to know who benefits
and who is hurt and be able to quantify their gains and losses. In this Chicago
Fed Letter, we briefly survey the literature
on job loss from the perspectives of both
firms and workers. We describe why we
think this is an area where it is particularly important to bridge the gap between research, policy, and practice.
To that end, the Federal Reserve Bank
of Chicago and the Joyce Foundation
will co-sponsor a conference at the
Chicago Fed on November 18–19,
2004, entitled “Job Loss: Causes, Consequences, and Policy Responses.” The
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made in any firms ever in the Fortune
500 in any year between and including
1970 and 1999. They hypothesize that
the share price reaction would be negative in the 1970s (perhaps due to “deficient demand”) and the share price
reaction may be positive in the 1990s
(perhaps due to “efficiency” gains). It
turns out that the share price reaction
was negative in the 1970s, has roughly
monotonically increased toward zero,
and by the late 1990s was even slightly
positive. So CEOs didn’t profit from the
share price reaction to layoffs in the
1970s and 1980s and perhaps modestly did so in the late 1990s.13 Some authors have investigated the longer-run
impact of layoffs on firms.14
Although many firms now provide consulting services to help companies
through the layoff process, there is little
academic work in economics that investigates how, when, and why firms make
layoff decisions. Bewley (1999) investigates this briefly as part of a larger study
on why wages don’t fall during recessions.15 Using Bewley’s method, Hallock
(2004) interviews 40 senior HR managers, CEOs, CFOs, and others and asks a
series of questions about the execution
of layoffs, timing of announcements, the
role of unions, white-collar versus bluecollar workers, reasons for layoffs, and
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other areas.16 However, these studies are
just beginning to examine an area
with many potentially important practical
implications. For example, does the way
a firm chooses to execute layoffs (gradually or abruptly) affect workers’ outcomes?
Conclusion

Job loss, and the firms and workers involved, are affected by policies and
practices that cut across international,
national, state, and local levels. At the
international level, labor standards and
human rights enforcement may affect
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