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ABSTRACT

According to previous studies, major workforce downsizings are commonly preceded by in-
creased employee turnover due to ‘early leavers’. There is a common belief that early leavers
are winners in terms of re-employment. This seven-year follow-up study based on register data
from Finland questions if this is a valid finding in the Nordic context. We set the hypothesis
that early leavers are not undisputed winners compared with those who leave during the
actual downsizing. Trajectory and sequence analyses were used to test the hypothesis. Six
employment trajectories were identified, ranging from permanently strong to permanently
weak labor market attachment. Supporting the hypothesis, the early leavers assumed more
commonly the weak and less commonly the strong employment trajectory. However, within
the weak employment group, the early leavers and ultimately displaced workers were equal in
terms of unemployment and retiring, as well as within the strong employment group in terms
of income level.
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Introduction

ajor workforce downsizings, such as complete plant closures, may be common

and often shocking events, but they are seldom unexpected. Rather, they are

forecasted by a less dramatic increase in employee turnover, which in the case of
downsizing may continue even in the aftermath of the major event (Eliason & Storrie
2006, p. 835-836; Lengerman & Wilhuber 2002; Pfann & Hamermesh 2008; Schwerdt
2011). There is a tradition of research stretching over 30 years that utilizes a distinction
between employees who leave a workplace prior to a major downsizing (‘early leavers’)
and those who are displaced during the major downsizing (‘ultimately displaced work-
ers’) with the aim of increasing the visibility of the functioning of the labor market and
the variation of unemployment risks (Addison & Portugal 1987; Folbre et al. 1984).

Previous studies clearly indicate that a financially distressed firm may lay off indi-
vidual or small groups of low-productive workers (Henningsen & Heegeland 2008;
Lengerman & Wilhuber 2002) and reduce the renewal of temporary contacts and the
use of temporary agency staffing. Employees also react when such events and the asso-
ciated information about financial problems signal a threat to the continuity of their
jobs. Those with the best re-employment resources — such as strong networks, including
relationships with previous employers, and knowledge and skills that are in demand in
the labor market — may quit in advance (Schwerdt 2011). Another group that tends to
move into the external labor market includes those who think that they would not sur-
vive the stiffening competition for posts at their current employer (Huttunen et al. 2011;
von Greiff 2009). There are also employees who can utilize — more or less voluntarily —
opportunities to enter into institutional arrangements, such as retirement, re-education,
or rehabilitation (Bratsberg et al. 2013).

Besides, an exit due to ordinary turnover, the particular exit that precedes the down-
sizing can be characterized as being based on anticipation, where the main actor is either
the employer or the employee, or as Lengermann and Vilhuber (2002, p. 17) put it suc-
cinctly: ‘Management can hire and fire, workers can quit’. Therefore, early leavers con-
sist of several subgroups, and they are evidently more heterogeneous than the employees
who lose their jobs during a major downsizing (Addison & Portugal 1987; Henningsen
& Hzgeland 2008; Jolkkonen & Kurvinen 2009; Schwerdt 2011).

The existing research clarifies the roles of the employer and employees and regula-
tive institutions in the process of restructuring; it also helps in identifying what policies
work and for whom, when targeting workers at risk of job losses. Despite the undis-
puted progress in the research, there are still gaps in knowledge and a need for generaliz-
ability of the findings, especially in the institutional context of the Nordic welfare state.

Among other things, earlier studies suggest that early leavers form a more fortunate
group regarding post-risk employment and income. Therefore, early leavers are often
seen as an example of career mobility in internal and external labor markets (Valenduc
2018). It should be emphasized that selection and re-employment still contain a number
of unobserved factors that have not been considered in earlier studies, either due to the
limitations or definition of the data or for methodological reasons. This article concerns
early leavers, irrespective of the logic or the principal actor of the exit (see Pfann &
Hamermesh 2008). We ask, whether early leavers are luckier than ultimately displaced
workers in terms of employment prospects and income. This seven-year follow-up study
based on register data from Finland questions if the common belief that early leavers are
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winners in terms of re-employment is a valid finding in the Nordic context. We set the
hypothesis that early leavers are not undisputed winners compared with those who leave
during the actual downsizing and tested the hypothesis with trajectory and sequence
analyses.

Background
Theoretical context

The employees of interest are termed here ‘early leavers’, which refers to information
and job mobility as the major forms of the labor market adjustment. According to Cahuc
et al. (2014), Stigler (1961, 1962) was the first to point out that when equipped with
more or less perfect information, the job seeker explores the labor market to find the
job that offers the highest reward for the services that he or she can supply. Modern job
search theory arose in the 1970s with formulations by McCall (1970) and Mortensen
(1970; see Cahuc et al. 2014, p. 254). While holding on to imperfect information as
the prominent concept, the theory was developed by introducing the unemployed as a
separate category. In completing the employed versus nonparticipant dichotomy with
the unemployed, the theory sheds supplementary light on the decision to participate in
the labor market, which no longer takes the form of a choice between work and nonpar-
ticipation; rather, the choice lies in knowing whether it is worthwhile to look for a job.

In the context of an impending major downsizing and associated early leaving, the
importance of the information for job mobility and stability is evident. Employees are
forced to assess the risk of being laid off from their current job against the risk of not
being able to gain and hold on to another job. As a result, risk-averse employees who,
under ‘normal’ circumstances, tend to stay (see van Huizen & Alessie 2016) may prefer
to leave, whereas risk-neutral employees will stay.

Furthermore, the research on job quitting behavior tends to pay more attention to
the competitiveness in the labor market than to the employment prospects within the
current organization. Using US data, Holmlund and Lang (1985) studied the quitting
behavior of workers under incomplete information. They concluded that when holding
wage rates constant, workers with long tenure are less likely to resign, whereas work-
ers who could be considered to be risk-neutral are willing to accept a wage offer that
falls below their current ‘full” wage. More recent studies indicate that poor job search
performance may lead individuals to adjust their expectations downwards and search
less (Bonin et al. 2007), and that the displaced workers with high firm-specific wage
components in their previous jobs have higher reservation wages and, as a result, longer
durations of unemployment (Boheim et al. 2011). Both studies suggest a potential role
for information and feedback, but Beam (2016, p. 2) argues that the impacts of informa-
tion provision in actual job searches have not been quantified.

Along with the availability of longitudinal data, the theory of incomplete infor-
mation has been developed, and associated hypotheses have been tested empirically.
A Dutch study that includes detailed information on workers’ labor market behavior
(van Huizen et al. 2016) examined the relationship between experimentally measured
risk preferences and actual job mobility. The findings show that risk averse workers are
less likely to move to other jobs. In line with the theoretical predictions, the negative
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relationship between the risk aversion and mobility is stronger if the worker holds a per-
manent contract and is in a good job match, and when the demand for labor decreases.
This evidence indicates that the effects are driven by the job acceptance decision rather
than the search decision. In addition, workers who have experienced unemployment or
previous displacement are more aware and sensitive to information about the impending
downsizing. In order to avoid such experiences, they are ready to accept the available
offers, even when the pending job would require a shift into a lower status occupation,
reduced income, and inferior contractual conditions (Burda & Mertens 2001; Knabe &
Ritzel 2009; Lim et al. 2016).

In this article, the early leavers will be contrasted with the ultimately displaced
workers. The latter group refers to the employees who no longer have a choice whether
to leave or not due to the actualization of the anticipated major downsizing. In terms of
information theory, they had considered, despite the risks, that staying in their job will
be more beneficial than leaving. Furthermore, because the employer had elected to keep
them until the major downsizing, they evidently belonged to the core workforce of the
company.

In addition to the context of the economic situation of the company and the local
labor market, losing a job happens in the context of the business cycle and national
societal institutions. This means that the labor market partners, employment protection
legislation, welfare services, and, in particular, insurance benefits affect the way in which
the employers and employees adapt to various risks and employment positions. In terms
of theory, institutions, and regulations, the early leavers and the ultimately displaced
workers are treated differently. In the case of early leavers, the institutional opportuni-
ties and constraints are assumed to affect the behavior of the employees and the employ-
ers to a lesser extent than in the case of the ultimately displaced workers.

The differentiation of labor market outcomes of major workforce downsizings and
plant closures can also be inspected in the frame of the insider-outsider theory (Lind-
beck & Snower 1988, 2001). The differences in the positions and opportunities of the
different groups of employees affect their labor market behavior. In order to explain
the differences in the positions and opportunities of the different groups of employees,
Lindbeck and Snower made a distinction between ‘insiders’ and ‘outsiders’. The insiders
often enjoy more favorable employment opportunities than the outsiders. This theoreti-
cal distinction can also be applied to understand the process that leads to the segmenta-
tion of early leavers and ultimate displaced workers. Emmenegger et al. (2012) used this
distinction between insiders and outsiders to interpret the dualization and polarization
of the labor market. According to them, Nordic countries witness lower levels of insider-
outsider divides than the continental European welfare states and seem to be a result of a
more universal and egalitarian design of welfare policies and strong political interaction
of outsiders. However, the institutional dualization through the pension system is quite
strong also in Finland, Norway, and Sweden.

Studies on early leavers
Using data from the US Displaced Workers Survey, Addison and Portugal (1987) ana-

lyzed the effect of early announcements on the duration of the unemployment spells of
those who received benefits from an unemployment security scheme, versus those who
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did not receive benefits. They replicated the finding of Folbre et al. (1984), who found
that the duration of unemployment was shorter among the notified workers, particu-
larly among those who did not draw unemployment insurance benefits. From the view-
point of this article, the most interesting finding in the study of Addison and Portugal
(1987) is that those leaving the plant prior to the shutdown experienced significantly
less unemployment independent of the announcement and the benefits. In accordance
with this result, a more recent study from the US (Bowlus & Vilhuber 2001) showed
that workers leaving a ‘distressed’ firm have higher re-employment wages than workers
who stay with the firm until displacement. Bowlus and Vilhuber also point out that early
leavers’ re-employment wages may be endogenously relatively low, and, therefore, it is
more appropriate to compare them with the displaced than with those who continue in
the company. In other words, even if re-employed equally, the workers displaced during
the downsizing suffer from worse wage penalties, compared with the early leavers.

An Austrian study utilizing the administrative register data of private sector employ-
ees in the 1980s (Schwerdt 2011) lends support to the hypothesis that early leavers sur-
vive with relatively low job-loss costs. This was indicated both by a higher probability
of re-employment and by a lower loss of re-employment wages. The result was related
to the finding that their pre-closure earnings were higher than the earnings of a com-
parison group and those who left just prior to the plant closing. Based on an analysis of
the pre-closure processes, Schwerdt concludes that, when anticipating the closure, the
logic of ‘leaving the sinking ship’ applies, in particular, to relatively highly skilled and
young employees with better labor market opportunities, whereas lower skilled and
less productive employees tend to become treated by the employer as ‘ballast thrown
overboard’. The conclusion is consistent with a study from the US (Lengermann &
Vilhuber 2002, p. 23), which found that in the periods prior to displacement, ‘churning
rates increase for all skill groups, but the retention rates drop for high-skilled workers’.

Given a few studies on the re-employment of early leavers, there are reasons to
ask if the results suggesting that they are in a relatively strong position in terms of re-
employment (Bowlus and Vilhuber 2001; Folbre et al. 1984; Schwerdt 2011) can be gen-
eralized internationally and over time. A Finnish study by Korkeamiki and Kyyra (2014)
indicates that the results might not hold true in the Nordic context. Regarding the find-
ings of Korkeamiki and Kyyr4, it is important to consider that the study was designed
mainly to analyze if displacement during an economic depression is followed by a greater
wage loss than displacement during an economic recovery when compared with the wage
development of the employees who were not displaced. Interestingly, for this article, the
study also includes a group of ‘early leavers’ who left the plant during the year preceding
the downsizing or closure. The earnings of this group seemed to remain lower than that
of the control group and the displaced. However, the study was not originally designed
for such comparisons. The authors conclude, ‘one should recognize that the early leav-
ers separated from different plants than the members of the displacement groups. As a
consequence, the comparison of the groups is not straightforward and the findings for
the early leavers should be treated with caution’ (Korkeamaki & Kyyrd 2014, p. 585).

Thus, in studies regarding the costs of the job losses of the ultimately displaced work-
ers only, the employee group to be displaced is more or less particular; that is, the sample
may be selected due to the ‘displaced worker bias’ (see Pfann & Hamermesh 2008). For
example, Finnish studies on unemployment and earnings penalties after plant closures
(Verho 2008) and on the wage and earning losses of the displaced (Appelquist 2007) pay
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virtually no attention to such a bias. A Danish study (Frederiksen & Westgaard-Nielsen
2007) shows that employees displaced from downsizing or closing establishments are
more likely to become re-employed and less likely to become unemployed, compared with
those leaving a stable or an expanding company, but this study also neglects the potential
importance of those leaving early in anticipation of a downsizing or closure. A Swedish
study (von Greiff 2009) indicates the high probability of entering self-employment after
a plant closure, especially among those who are in a worse position in the labor market,
but it remains unclear whether this finding holds true in the case of early leaving. In
addition to being of interest as such, knowledge on early leaving is important for the
interpretation of findings from studies that focus on major downsizings.

Hypotheses

Leaning on the theory of imperfect information, we suppose that advance information
affects the behavior of both employees and employers, and that there are asymmetries
between the workers and the management in terms of access to relevant information.
Given the quality and quantity of the information, actors are supposed to act rationally
with respect to the opportunities offered by market forces, the labor market, and societal
institutions. Among the workers, there are those who decide to ‘leave the sinking ship’
and those who decide to stay. Moreover, there are employees who would like to stay but
are forced to be early leavers, for example, since their work contracts are temporary, or
they are offered pension arrangements.

As a result, compared with employees who leave during major downsizings, early
leavers obviously constitute a heterogeneous group in terms of the capacity for re-
employment. The early leavers are supposed to constitute high skilled workers with
promising options, temporary workers at the beginning of their careers and workers
with weak labor market opportunities. Ultimately, displaced workers are supposed to
search for new jobs, participate in education or employment measures, or be retired.
Nevertheless, both early leavers and ultimately displaced workers are ‘mobile’; they have
all moved, or are attempting to move, to a new place in the labor market, and, thus, are
at risk of marginalization.

Regarding empirical evidence about this risk, the early studies with relatively old
data from other countries give rise to hypothesize that early leavers incur relatively low
risk, whereas more recent research, in particular from Finland, gives rise to suspect that
their risk is relatively high. Also, our main aim is to test the hypothesis that the labor
market attachment of the early leavers is weaker than the attachment of the ultimately
displaced counterpart workers.

However, we expect to see a dual development among the early leavers as well as
among the ultimately displaced workers; in other words, in these both major groups,
there are subgroups with strong and with weak labor market attachment. In the spirit
of the insider-outsider dualization, we focus further analyses on the extreme insiders
and the extreme outsiders, who survive continuously employed and those with the con-
sistently low level of employment. Regarding the former subgroup, our aim is to reveal
potential baseline status related income difference, and regarding the latter subgroup
the aim is to disentangle corresponding differences with respect to the institutions of the
welfare state, such as unemployment benefit and pension schemes.
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Methods

The design of this seven-year follow-up is based on the idea of pooling the early leavers
and the ultimately displaced workers, of defining various patterns of the labor market
attachment of this total sample, and of analyzing potential differences in the attach-
ment with respect to the status at the baseline of the follow-up. Number of the months
worked annually is used as the measure of the labor market attachment.

Data and sample

The Finnish Longitudinal Employer-Employee Data (FLEED, Statistics Finland) con-
sists of a random sample of every third individual aged 15-70 years living in Fin-
land since 1988. Statistics Finland collects information on their employment history,
income, and individual characteristics from several administrative registers. There is
also a variable indicating their main activity during each year and, for those who are
employed, the code of the workplace. Through this code, it is possible to identify from
the sample the employees of a given plant and to monitor the size of its staff at the end
of each calendar year.

The sample includes employees of plants that employed at least 10 workers at the
end of 2004 and had reduced the workforce by at least 30% by the end of 2005, includ-
ing closed plants. The definition is similar to that used by Lengermann and Vilhuber
(2002, p. 8) and Martikainen et al. (2007). The data covers both private and public-
sector employers. If there had also been a downsizing of over 30% in 2004, the work-
place was excluded from the sample.

All employees who were working in these plants at the end of 2003, but were no
longer employed in the same plant at the end of 2004 — that is, had left during the year
that preceded the major downsizing — were included in the study sample and labeled
early leavers. A random sample of equal size, labeled ultimately displaced workers, was
drawn from those who were working in these plants at the end of 2004 but were no
longer employed in the same plant at the end of 2005. Workers who were over 60 years
of age in 2004-2005 were excluded in order to ensure that the follow-up period did not
extend beyond the age of obligatory retirement (68 years).

Variables

The ‘leaver status’ variable classified the sample into early leavers and ultimately dis-
placed workers. Three variables indicating the individuals’ labor market attachment dur-
ing the baseline year (2004 for the early leavers and 2005 for the ultimately displaced
workers) and the following seven-year period were extracted from the FLEED database:
(1) employment measured as the number of months annually; (2) the main activity at the
end of each year classified into employed, unemployed, unemployment pensioner, retired
(including age- and disability-based retirement), student, and other (outside the labor
force for other reasons); and (3) yearly income (wage/salary and business). As background
variables, the data included gender, age, education (classified as primary level, secondary
level, lower tertiary level, or higher tertiary level), occurrence of unemployment (over one
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month) during the year preceding the leaving year, and the length of the expired contract
(employed in the downsizing plant for 0-3 years or over 3 years).

Trajectory analysis and sequence analysis

Analysis of the data was first done with a trajectory analysis of the whole sample with
annual employment months as the response variable. Trajectory analysis, also called
latent class growth analysis (Jung & Wickrama 2008; Muthén 2001, 2004) or group-
based modelling of development (Nagin 1999, 2005), provides a method to analyze
repeated measurements of the studied individuals. It allows for heterogeneity in the
population and identifies distinctive groups of individuals with the same type of devel-
opment pattern. The analysis searches for an appropriate number of trajectory groups
and provides estimates of the corresponding statistical models. On this basis, the poste-
rior probability of each individual belonging to each trajectory group can be calculated,
and based on the probabilities, an individual can be assigned to the most probable
group. Trajectory analysis was used to define groups within the sample that assumed
differential levels and developments of employment during the seven years, starting from
the year in which they left the plant. The choice of the best solution — that is, the opti-
mal number of trajectory groups — was based on Bayesian information criteria (BIC). In
addition, the trajectory groups were required to fulfil the commonsense criterion — that
is, every group was required to allow for a real-life interpretation.

After obtaining the trajectory groups, hypothesis was tested. Multinomial logistic
regression analysis was applied to compare the early leavers and the ultimately displaced
workers with respect to being located in the groups, controlling for gender, age, educa-
tion, prior unemployment, and the length of the prior employment contract.

Next, the focus was turned to the trajectory group with the weakest labor market
attachment. The exit from employment of this group was studied with sequence analy-
sis according to the annual main activities. Sequence analysis is a method for cluster-
ing individuals into groups with similar transition histories (Abbott 1995; Aisenbrey &
Fasang 2010; Brzinsky-Fay et al. 2006; Gauthier et al. 2010). The analysis was contin-
ued until the information was considered to be saturated — that is, further clustering led
to several very small groups. After deciding on the set of sequence groups, the differences
between the early leavers, and ultimately, displaced workers in the group memberships
were explored.

Finally, the difference in the development of incomes between the continuously
employed early leavers and ultimately displaced workers was explored by plotting the
leavers’ average yearly incomes during seven years after leaving the plant.

Results
Trajectory analysis and descriptive statistics
As a full 12-month employment was quite common even in the first follow-up year,

from this was subtracted the number of annual employment months in order to obtain a
response variable (‘non-employment’) that follows the Poisson distribution and is, thus,
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suitable for trajectory analysis. It was also assumed that a second-degree polynomial
curve fitted the data better than a simple linear curve. Trajectory solutions were tested for
up to eight groups. The BIC values decreased from 682,676.1 for one group to 276,887.9
for six groups and the adding of further groups did not decrease the BIC values.

Figure | Seven-year employment trajectories of the employees after leaving the workplace.
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Figure 1 describes the trajectory groups by means of months in employment annually.
Almost half of the sample were employed throughout seven follow-up years, whereas a
considerably sized group assumed a very low-level employment trajectory. The rest were
divided rather evenly into those attaining strong employment after being moderately
employed for about three years or about six years, and to those whose employment
began to decline soon or later during the follow-up period. These six trajectory groups
were labeled, respectively, ‘strong’, ‘weak’, ‘soon strengthening’, ‘later strengthening’,
‘soon weakening’, and ‘later weakening’.

Descriptive statistics by trajectory group (Table 1) show that the early leavers had
experienced unemployment more often, had a long employment spell less often, and
were slightly younger in comparison with the ultimately displaced workers, while the
differences in gender and education were less regular. In both groups, those assuming
the immediately weakening or soon weakening trajectory tended to be older and less
educated, and to have experienced unemployment.

Trajectories by leaver status

The trajectory of strong employment was more common (53% vs. 39%) and the trajec-
tory of weak employment less common (13% vs. 22%) among the ultimately displaced
workers than among the early leavers (Table 2). On the other hand, among the early leav-
ers, the proportions of those with soon strengthening or later strengthening employment
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Table 2 Early leavers and ultimately displaced workers according to employment trajectory (per-
centages on two upper lines)

Leaver status Strong Soon Later Later Soon Weak
strengthening strengthening weakening weakening

Early leavers 39% 14% I'19% 9% 5% 22%

Ultimately displaced ~ 53% 9% 7% 1% 8% 13%

Early leavers Ref Ref Ref Ref Ref Ref
0.47 0.46 0.81 1.28 0.43

- RRR (95% CI) (1) Ref (0.4-0.5) (0.4-0.5) (0.7-0.9) (l.1-1.5) (0.4-0.5)
0.53 0.53 0.80 I.14 0.39

- RRR (95% CI) (2) Ref (0.5-0.6) (0.5-0.6) (0.7-0.9) (096-14) (0.4-0.4)
0.55 0.55 0.82 [.18 0.43

- RRR (95% ClI) (3) Ref (0.5-0.6) (0.5-0.6) (0.7-0.9) (0997-14) (0.4-0.5)
0.55 0.57 0.84 1.2 0.43

- RRR (95% ClI) (4) Ref (0.5-0.6) (0.5-0.7) (0.7-0.97) (1.01-1.4) (0.4-0.5)

The relative risk ratios (RRR) express risk of being ultimately displaced worker within soon strengthening, later strengthen-
ing, later weakening, soon weakening, and weak trajectory groups, as compared to the proportion of ultimately displaced
workers in the strong trajectory group. Bold font indicates a statistically significant difference in risk.

|- unadjusted; 2: gender; age and education; 3: 2 + occurrence of unemployment; 4: 3 + length of employment

were higher, and the proportions of soon weakening and later weakening employment
were lower than among the ultimately displaced workers. Men more often ended up
to the trajectory of strong employment than women among the early leavers. Whereas
among ultimately displaced workers, there were only minor gender differences. Accord-
ing to the multinomial logistic regression analyses, the soon strengthening, the later
strengthening, and, in particular, the weak trajectory were significantly less common
among the ultimately displaced workers, whereas the soon weakening trajectory tended
to be more common. This pattern of associations remained unchanged after controlling
for the set of important background variables.

The available register data does not allow for a more detailed analysis of the early
leavers, but referring to the information hypothesis, the above result indicates that, in
most cases, the main information holder and an anticipating actor was the employer,
who selected the employees that were displaced in anticipatory minor downsizings or
restructuring-related turnover. Overall, this process can be characterized as a reduction
in the ‘buffer workforce’ or in employees with various temporary contracts. The share of
early leavers who were displaced because the employer assessed them to be unproductive
was evidently substantial if we consider that the properties that made them unproductive
were also reflected in their difficulties in attaining re-employment during the follow-up.

Ways out of employment in the ‘weak employment’ group by
leaver status

A set of six sequence clusters (Figure 2) was considered to most optimally describe the main
activities during the follow-up among those assuming the trajectory of weak employment.
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Figure 2 Sequence analysis of the seven-year labor market status of the employee group with
permanently weak employment after leaving the workplace.
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The biggest cluster (n = 482, 26%) was named ‘enduring unemployment’; the clusters of
‘unstable employment’ (n = 364, 19%), ‘immediate pension’ (n = 347, 18%), and ‘unem-
ployment pension” (n = 329, 17%) were of about equal size, while ‘upcoming pension’
(n =200, 11%) and ‘miscellaneous exits’ (n = 161, 9%) were less common.

Table 3 presents the clusters according to leaver status. The unemployment pension
was more common and immediate pension less common among ultimately displaced
workers. Moreover, enduring unemployment and unstable employment were somewhat
more common among the early leavers. The difference in the unemployment pension
cluster also stood out in terms of statistical significance (p = 0.030, Bonferroni corrected
Chi-squared test).

When interpreting this result, we must keep in mind that early leavers were
over-represented among the employees assuming the trajectory of permanently weak
employment. Thus, an equal distribution of the early leavers and the ultimately dis-
placed workers to the sequence groups at the level of this single trajectory group
does not mean equality at the level of the whole sample. Rather, the result reveals
that the more common permanent marginalization among the early leavers is largely

OO,



Nordic journal of working life studies Volume || + Number | + March 2021

35

Table 3 The trajectory group of immediately weakening employment according to leaver status
and the type of main activity status sequence during the seven-year follow-up

Sequence type Leaver status
Early leavers Ultimately displaced
N % N %

Enduring unemployment 317 26,7 165 237
Unstable employment 240 20,2 124 17,8
Immediate pension 208 175 139 20,0
Unemployment pension 185 15,6 144 20,7
Upcoming pension 128 10,8 72 10,3
Miscellaneous exits 109 972 52 75
All [ 187 100 696 100

independent of the route of exit. On the other hand, the finding depicts the mutual
importance of different institutional pathways. Unemployment insurance and the
related pension system were the income sources for almost two-thirds — most of the
rest sooner or later received the traditional (i.e., old age or disability) pensions — while
one in ten disappeared from the labor market for reasons that could not be elicited
from the data. All in all, the result reveals that the particular support programs that
are stipulated, agreed on, or adopted in mass downsizing or closings barely have an
impact on the types of permanent exit from employment: only unemployment pen-
sions were, somewhat, more common among the ultimately displaced workers, per-
haps because in their cases, the opportunities to enter the various pension schemes are
sorted out very carefully.

Earnings in the ‘strong employment’ group by leaver status

Figure 3 presents the development of earnings in the trajectory group of strong employ-
ment separately for the ultimately displaced workers and the early leavers. The curves
almost completely overlap during the follow-up years (2005-2011). The distributions of
the earnings were also quite similar throughout the years (figures not shown). Moreover,
as can be seen from the ‘Strong’ column in Table 1, the backgrounds of the early leav-
ers and the ultimately displaced were quite similar. In other words, once an employee is
re-employed without delay, the time in which the individual left has no decisive impact
on future earnings.

In terms of absolute figures, the annual earnings of the strong attachment group
rose from 34,500 euro in 2005 to 44,000 euro in 2011, while, in the same period,
average earnings in Finland rose from 30,600 euro to 37,300 euro (Statistics Finland,
PX-Web Database). Thus, in addition to strong labor market attachment, these leavers
were relatively well paid, and their incomes grew quite rapidly (27.5% vs. 21.7% among
average wage earners). Still, it must be noted that, among the early leavers, relatively few
assumed the trajectory of strong attachment.
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Figure 3 Annual earnings of the strong attachment group.

50000
45000
40000
35000
30000
25000
20000
15000
10000
5000
0

Euro/year

0 1 2 3 4 5 6 7
Follow-up year

=—=Farly leavers ===Ultimately displaced

Discussion
Support for the hypothesis: Early leavers are not the lucky ones

By using the annual working months as a criterion for measuring employment for sta-
tistical analyses, this article showed that, compared with employees who lose their job
in the context of mass layoffs, employees who leave during the preceding year are not
the lucky ones. In contrast, these ‘early leavers’ had poorer prospects over the next seven
years. In line with our expectations, they were distributed into the six trajectories of
varying labor market attachment in a more heterogeneous manner than those who lost
their jobs during major downsizings, namely ‘ultimately displaced workers’. More than
half of the ultimately displaced workers continued on the trajectory of strong employ-
ment, whereas the corresponding proportion for the early leavers was 39%. A clear
difference in favor of ultimately displaced workers (13% vs. 22%) was also seen in the
prevalence of weak employment. On the other hand, early leavers were more commonly
found on the trajectories of soon strengthening and later strengthening employment.
The difference in later weakening employment was relatively small.

Overall, our results demonstrated that a large proportion of employees survives
major restructurings without interruptions in their employment. The groups with
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strengthening or weakening employment trajectories over the seven-year follow-up raise
interesting questions about the processes of entry into and exit from employment. It
is evident that public and private measures, such as, re-education, active labor market
policy measures, and pension schemes play important roles in buffering and redistribut-
ing the social risks of job loss. In this article, we did not continue with the analysis of
these groups, but inspected more closely the most extreme trajectory groups, that is,
those with a strong labor market attachment and those who dropped immediately into
permanently weak employment.

The time to leave is not decisive for social security among the
marginalizing workers

With the aim to compare the early leavers ending up on the trajectory of weak employ-
ment ultimately displaced workers assuming a similar trajectory, the sequence analysis
according to six main activity statuses and subsequent cross tabulation showed that
early leavers did not end up unemployed more commonly than ultimately displaced
workers, and the predominance of the unemployment pension among the ultimately
displaced workers was compensated for by the predominance of retirement among the
early leavers. This demonstrates the role of institutions in buffering employment risks.

The time to leave is not decisive for future earnings among the
continuously employed

In order to describe the development of the incomes in an unbiased setting — that is,
in order to exclude the complex of social transfers — the analysis was focused on the
earnings from work of those who assumed the trajectory of continuously strong labor
market attachment. The result indicates that once an employee is re-employed without
delay, the time that the employee left the employer is not decisive for future earnings.
Nevertheless, rather than questioning the conclusions of previous studies (Farber 20035;
Korkeamiki & Kyyrda 2014; Schwerdt 2011), this result suggests that corresponding
comparisons of income development should also be made in the groups that assume
suboptimal labor market attachment.

Strengths and limitations

Our findings highlight the importance of the ‘displaced worker bias’ (Pfann & Hamer-
mesh 2008), since plants that carried out major downsizings in 2004 were excluded
from the sample. Nevertheless, the time slot of one calendar year (2005) is rather wide
and defining all those leaving at this time as ‘ultimately displaced workers’ is some-
what inexact. We wish to emphasize that the concept does not refer to downsizing or
closure on a single date, but to a process that may consist of several dramatic arrange-
ments over the target year. Therefore, we must bear in mind that for some of those
who left in 2005, the nature of their departure was in fact ‘early’, rather than ‘down-
sizing’. Despite this spillover, the study revealed significant differences in labor market

COSO)



Are the Early Leavers the Lucky Ones? Pekka Virtanen et al.

attachment between the downsizing and early leavers. On the part of the early leavers,
we must consider that there were employees who did not leave — or were not laid
off — in relation to the upcoming downsizing but left due to ordinary staff turnover
practices. Unfortunately, the available register data did not enable us to control such
a ‘turnover bias’ empirically; however, we can assume that there were corresponding
leavers also in 2005, and, therefore, the comparison in our study may be considered
to be turnover-adjusted.

From the viewpoint of the plant and labor market adaptation, a major downsiz-
ing is a different process than a complete closure. However, from the viewpoint of the
employees who leave, it is of relatively minor importance whether the former plant still
exists or not. In addition, we can argue that both employee samples were uniform as
regards their labor market position at the beginning of the follow-up. Moreover, we
controlled the differences in the socioeconomic factors and earlier labor market attach-
ment. One speculative explanation for the risk of poor employment among the early
leavers is provided by the theories of human capital and occupation-specific labor mar-
ket (Ormiston 2014). Although the level of human capital is largely determined by the
workers’ level of education — which was controlled in our analysis — it is possible that
due to their particular occupations and work history, the human capital possessed by
the ultimately displaced workers promoted their employability and job mobility. On the
other hand, and as a specification to the general human capital argument, early leavers
can be employed in other jobs; this includes the risk of a qualification mismatch, in par-
ticular, among the well-qualified employees who seem to suffer from over qualification,
at least during the first years of re-employment (Nedelkoska et al. 2015) or those who
have an outdated education.

The analysis could have been further refined by considering the impact of business
cycles and specifying the wage and revenue analysis. Although a cyclical and time effect
is crucial, we have not included those here, as they were analyzed in our previous studies
(Jolkkonen et al. 2017a, 2017b).

One of the strengths of this research is the data. The integrated employer-employee
database (FLEED) is managed by Statistics Finland, and the information is undoubt-
edly valid and comprehensive. The data also enabled the use of advanced statistics
that elucidate the development of labor market attachment in more detail than the
methods used in earlier studies. Moreover, the long follow-up, ranging from three
years before the job loss up to seven years after the job loss, ensured that the different
labor market attachment patterns were not due to temporary status transitions. As
far as follow-up designs are considered, we can recommend checking the data with
respect to applying trajectory or sequence analyses; these methods are currently avail-
able in several statistics packages and await more widespread utilization in the social
sciences.

It is likely that potential differences in the public legal protection between the
early leavers and the ultimately displaced workers were not crucially important,
as the source of the employment periods in the FLEED database is the nation-level
administrative register of the Finnish Centre for Pensions, which means that all the
periods fulfilled the nation-level legal regulations. The data either contains informa-
tion on the type of the employment relationship, such as temporary contract, or com-
pensation for the termination of employment, which limits the assessment of the risks
of job loss.
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Finally, in a register study, it is not possible to consider employees’ subjective per-
ceptions, for instance, concerning the voluntariness of leaving. As such, there is a need
for a ‘displaced worker survey’ (see Farber 2005) in Finland.

Conclusions

The results of this article seem to contradict previous research that argues that ‘early
leavers’ are fortunate in terms of re-employment. According to our findings, the early
leavers turn out to be a heterogeneous group: there are the lucky ones who move imme-
diately on to the next job, probably taking advantage of their skills and strong labor
market position, but there is also a relatively large group that settles on insecure employ-
ment and makes use of the options provided by welfare institutions. However, rather
than dispute the evidence of those studies, which is based on data from the 1980s (sur-
vey data from the US and register data from Austria), it is important to conclude that
the results of an early leaver study depend on the setting. We suggest that the difference
is due to the differences and the changes that have taken place in the societal institu-
tions and the functioning of the labor market during the decades that have passed since
the data collection of earlier studies. Our ‘deviant’ finding was already suggested in an
earlier study (Korkeamiki & Kyyrd 2014) based on Finnish data from the 1990s, and in
addition to confirming that finding with a stricter design in more recent labor markets,
our study provides novel and detailed knowledge about post-separation restructuring
and segmentation in the labor market. The polarization of outcomes was also indicated
in our earlier case-study (Jolkkonen & Kurvinen 2009).

With respect to economic development, the baseline years (2004 for the early leav-
ers and 2005 for the ultimately displaced workers) represent a period of stable macro-
economic growth. Moreover, there were no major institutional changes between these
years, such as industrial relations legislation, the Act on Co-operation within Undertak-
ings (2007), or pension schemes. Partly, the early leavers’ poorer re-employment may
be explained by the ‘last in, first out’ principle (Kuhn 2002), although inclusion in the
sample was conditional on being contracted for at least one year. Despite the analysis
of a natural experiment in Sweden (von Below & Skogman Thoursie, 2010) indicating
that the effect of the seniority rule on net employment is rather small, it is possible that
in distressed firms, the rule affects early leaving differently than downsizing leaving,
especially when the downsizing leaving occurs through a plant closure. Unlike in several
other countries, the seniority rule is not institutionalized in Finland by law or collective
agreements, but it is a matter of labor market practice (von Bellow & Skogman Thoursie
2010). As far as early leavers were selected by the employer, the rule means that the
layoffs tended to hit those with a less established position in the organization and labor
market. Also, our results are in line, although do not give direct empirical evidence, to
the fact that the relative share of temporary employment is higher in Finland than, for
example, in the other Nordic countries, and temporary employment is used as a means
of labor flexibility (TEM raportteja 2012, p. 9).

All in all, we found a large group of ‘lucky leavers’ who seemed to move from one
job to another, probably taking advantage of their skills and strong labor market posi-
tion. However, there was also a considerable group consisting of those who settled in
an insecure employment situation and made use of the options provided by welfare
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institutions. In pointing to the higher heterogeneity among the early leavers as regards
segregation into the employment trajectories and utilization of the social security ben-
efits of the welfare state, our results bring clear added value to the body of research on
restructuring.

Arguing against the common belief that early leavers are winners in mass layoffs,
we emphasize two points. In the short term, early leavers may find a new job immedi-
ately, and will, eventually, be trapped in unstable or low-paid jobs. However, it is impor-
tant to bear in mind that the group of early leavers is internally polarized. This should
be considered in both employment policies and in the targeting of support measures.
To attain the high mobility and social sustainability in the labor market, policy makers
should focus more on measures that make employment more sustainable in terms of
stability, career development, and risk avoidance.

Considering the labor market attachment of the ultimately displaced workers as the
gold standard, there seems to be space to increase strong attachment and to decrease
weak attachment among the early leavers through particular policy measures. The
measures should also be targeted according to the internal divisions between the early
and ultimately displaced workers. The employees at risk should receive increased and
improved information about the situation in the workplace and the options in the labor
market. In addition to such ‘early prevention’, timely ‘secondary preventive measures’
are needed among those whose fears come true. The results make it clear that the mea-
sures should not only consist of arranging opportunities for re-education and rehabilita-
tion, but also guiding such individuals through the jungle of the social insurance system.
A model for such measures could be adopted from the best practices of the ‘change
security’ programs applied to actualized downsizing and closure crises (e.g., Jolkkonen
& Kurvinen 2009). The major challenge in primary prevention is to make employers
and employees recognize more sensitively and more accurately that they are in the state
of anticipation, whereas secondary prevention requires resources and the innovative
development of active labor market policy measures. Overall, in order to manage the
restructuring of industries in a way that minimizes the risk of low qualified early leavers
ending up on the margins of the labor market, employment policies and collective agree-
ments evidently need to be revised in the direction of flexicurity (Muffels et al. 2014).
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Note

i After the last follow-up year 20035, the unemployment pension was abolished as pension
type in connection with the Finnish 2005 Pension Reform 2005. The unemployment pen-
sion was replaced by the unemployment allowance, so-called additional days. (https:/www.
etk.fi/en/the-pension-system/dynamic-pension-scheme/pension-reform-in-2005/early-retire-

ment-pensions/).

COSO)


https://www.etk.fi/en/the-pension-system/dynamic-pension-scheme/pension-reform-in-2005/early-retirement-pensions/
https://www.etk.fi/en/the-pension-system/dynamic-pension-scheme/pension-reform-in-2005/early-retirement-pensions/
https://www.etk.fi/en/the-pension-system/dynamic-pension-scheme/pension-reform-in-2005/early-retirement-pensions/
https://doi.org/10.1016/j.labeco.2010.08.003
https://doi.org/10.1016/j.labeco.2010.08.003

