
Comments

Naércio Menezes-Filho: This interesting paper on the costs of job dis-
placement in Mexico is commendable for several reasons. First, it deals
with an important issue, namely, the earnings trajectory of individuals who
change their jobs. While there is an established literature on this subject
for developed countries, studies on developing countries are scant, despite
the fact that most of the recent reforms that provoked labor reallocation
occurred in the latter, where the problems of poverty and inequality are
severe. Second, the paper addresses this issue using very good data—
essentially a census of private firms in the formal sector of the Mexican
economy—over a long period. Finally, the analysis is thorough, as the
authors submit their results to various robustness tests using different sub-
samples. The main drawback of the paper lies in the interpretation of the
results, as I detail below.

The paper does not fully distinguish among the different explanations
for the costs of displacement. It presents interesting graphical analyses of
the wage changes for different periods and regions of displacement, but it
offers very little formal statistical analysis as to whether these differences
are statistically significant (apart from two figures in appendix B). The
authors could have pooled the data and explicitly tested for differences in
the displacement effect across regions and periods or included indicators
of labor conditions at the time of displacement, such as regional unem-
ployment, directly in the regression. Moreover, institutions and inequality
may differ across regions in Mexico. Their explanatory power should be
tested as well, if the aim is to provide a formal test of the different ex-
planations for the displacement effect. It does not suffice to state that
inequality and institutions vary less within Mexico than across countries,
so they are not likely to be the main explanations for the different costs of
displacement.

The authors could also have spent more time interpreting the results,
since reconciling them with the theory is not straightforward. The model
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predicts, for example, that postdisplacement wages should be lower in the
north than in the central and border regions, but figures 4 and B2 show
exactly the opposite, as wages fall by more in the border and central areas.
The results change completely in figure 5, where the panel sample is used,
(and again in figure 6, panel A), yet the authors do not present a fully con-
vincing explanation for these changes.

The main problem with the data is that, as in other studies, the authors
cannot distinguish between displacements and voluntary separations. As
figure 3 shows, the rate of involuntary displacements varies over time,
reaching its peak in 1995, when displacement seems to be most damaging
to the worker. Does this rate vary across regions, as well? This selection
problem could explain some of the variation in displacement effects doc-
umented in the paper. To minimize this selection problem, the authors focus
on workers from displacing firms, that is, firms that contracted more than
60 percent between the third and fourth quarters of a given year (30 per-
cent in another subsample). According to the authors, these workers are
less likely to have voluntarily separated from their firm than workers in
firms that did not implement such massive layoffs. But why were these
workers displaced instead of the workers who continued working at the
displacing firm? According to the model, the displaced workers were those
with expected wages above the new proposed wage. If this is the case, why
were their wages falling prior to displacement, as the various figures show?

Another question that deserves a more careful explanation is why prod-
uct and labor market conditions vary so much across regions and over time.
The paper does not investigate the reasons for such differences in any
detail. Do good firms and workers, for example, endogenously locate in the
border regions so as to enjoy its good prospects? Is this choice driven by
unobservables? In other words, an endogeneity problem may underlie the
differences in the displacement effect across regions.

In sum, this paper represents an important step toward better under-
standing the displacement problem in developing countries. The results as
a whole are very interesting, but they deserved a more careful explanation,
especially in view of the selection problems mentioned above.

Omar Arias: The paper discusses the impact of displacement (resulting
from layoffs or voluntary separation) on future earnings performance using
Mexican data. The topic is certainly of utmost relevance for Latin Amer-
ica and the Caribbean in light of the limited reform of overly protective job
regulations and the need for well-designed support for displaced workers.
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The paper provides an extensive and concise review of the literature in this
area and presents novel results that highlight the heterogeneous potential
earnings impacts of displacement depending on labor market conditions.
The paper will be useful for both researchers and policymakers to better
understand the role of factors mediating the impact of displacement on
earnings and factor these into policy design.

The paper uses a unique panel data set for a large sample of Mexican
workers registered in social security over a reasonably long period. The
authors discuss the methodological difficulties of isolating the impact of
displacement on future earnings. Three sets of issues merit special atten-
tion: the problems caused by omitted variables and self-selection (sample
composition biases); attrition or incomplete employment spells (censoring
biases); and the existence of heterogeneous impacts. The first two refer to
the inability to appropriately control for worker and firm characteristics
that may be correlated with both displacement probabilities and post-
displacement earnings, to the restriction to workers with social security
registration (that is, formal sector), and to the possibility that workers who
drop out of the sample may have different characteristics and earnings per-
formance than those who stay. The paper proposes several ways to address
these issues and discusses the implications for the robustness of the re-
sults. The third point relates to the fact that average postdisplacement earn-
ings may vary widely across workers depending on context-specific factors
and workers’ skills. The paper argues that the empirical results favor an
important role for varying labor market conditions over that of local insti-
tutions and inequality. I focus my comments on some questions for future
research with regard to the methodological approach and the robustness of
the empirical evidence to discern competing explanations of impacts.

Although not framed in this way, the paper deals with an impact evalua-
tion problem, in which the treatment effect corresponds to the change in
displaced workers’ earnings. The counterfactual is given by the change in
earnings that would have occurred had these workers not been displaced, and
it is approximated by the change in earnings of comparable nondisplaced
workers. This raises issues familiar from the impact evaluation literature:
identifying the parameter(s) of interest, whether the control (comparison)
groups are good proxies of the counterfactual, and validity of the identify-
ing assumptions. The recent evaluation literature highlights that alterna-
tive treatment (impact) parameters could be of interest, although they are
not always identifiable. For example, one may want to measure the aver-
age impact of displacement (the effect on any randomly selected worker),
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the average effect on the treated (the impact on formal workers actually
displaced), or a local average effect on the treated (the impact for workers
close to displacement thresholds, such as those fired first in a recession).1

These parameters have different interpretations and, more important, lead
to different implications regarding the impact of displacements. For exam-
ple, the latter parameter tends to capture impacts on marginal workers
(that is, those displaced at the margin during layoffs). These impacts may
depend on both observed skills (for example, human capital measures like
years of education or tenure) and unobserved skills (such as individual
ability or labor market connections). The parameter thus fails to fully cap-
ture the impact of large-scale layoffs such as those that would occur in
major recessions or economic restructuring. The paper analyzes multiple
treatment groups that seem to resemble local average impacts, and it is not
entirely clear that the estimated effects readily generalize to the impacts of
displacements of any size or to well-defined groups of workers. Conse-
quently, the results may have limited application for interventions targeted
to massive numbers of workers.

The question of the validity of comparison groups is fundamental to the
results. Lacking other identifying restrictions, this boils down to whether
earnings trends prior to displacement were the same in the displaced
(treated) and nondisplaced (control) samples. The paper does not explic-
itly discuss this identifying condition. It does not seem to hold for all of
the displaced samples considered since wages decline prior to displace-
ment in some regions or periods. If these trends were not matched in the
corresponding comparison groups of nondisplaced workers, it would raise
questions of possible biases arising from dissimilar composition of the sam-
ples (that is, differences in worker characteristics across groups) or mean
reversion (in which earnings eventually move back towards their mean). It
would be useful for future work to discuss these issues in detail.

The paper maintains that the results support a greater role for labor mar-
ket conditions in mediating the impacts of displacements vis-à-vis other
factors such as labor institutions and inequality. While well argued and
suggestive, this claim deserves further exploration in future studies. First,
the reported similarity of inequality levels within Mexico does not con-
form to results from other studies that find significant differences in in-
equality levels across Mexican regions.2 The reported Gini coefficients are

238 E C O N O M I A ,  Spring 2005

1. For a clear exposition of this, see Moffitt (1999).
2. See, for example, Andalón-López and López-Calva (2002).



obtained from the sample of formal sector workers under study (who are
likely to have equally dispersed earnings across regions), while the rele-
vant statistics should cover the entire local labor markets. Second, varying
regional capacities to enforce labor legislation may lead to de facto re-
gional differences in relevant regulations. Finally, it is ultimately difficult
to separate labor market conditions (outcomes), such as unemployment,
from the characteristics of labor institutions. For example, differences in
the enforcement of regulations that prescribe high severance payments or
nonwage benefits correlate with differences in the rates of unemployment
or informal employment.

Thus the reported variation in displacement effects across regions and
time does not support definitively disregarding the potential role of
inequality and institutions in mediating the impacts of displacement.
Future empirical research should delve further into the questions raised by
the new results of the paper and their implications for informing the design
of policies to better balance protection against job loss and more flexible
labor regulations in the region.
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