Parental Job Loss and the Role of Public Policies

Motivation

In the first two decades of the 21st century, Latin American countries experienced significant
declines in absolute poverty and inequality (Gasparini et al., 2016, 2023). However, the region’s
long history of recurring macroeconomic crises (Lustig, 2000) and the recent impacts of the
COVID-19 pandemic highlight the need to make these gains more sustainable (Amarante et al.,
2024; CEPAL, 2021).

Macroeconomic shocks and the reduction in labor demand directly affect workers and
households that rely on their labor income. Many middle-income households lack the resources
to buffer these shocks and are therefore highly vulnerable to falling into poverty (Torche and
Lopez-Calva, 2013; Vera-Cossio et al., 2023; Ferreira et al., 1999). Starting with Jacobson et al.
(1993) for the US, the recent literature shows large and persistent effects of job displacement on
employment and earnings for developed (Seim, 2019; Bertheau et al., 2023) and developing world
(Britto et al.; 2022). The severity and duration of these impacts depend on both macroeconomic
conditions and individual worker characteristics. The effects are concentrated among older
workers, women, and workers with less human capital (Verho, 2020; Couch and Placzek, 2010;
Schmieder et al., 2023).

In response to these events, governments have implemented a range of programs to protect
lower-income households from adverse consequences. In developing countries, these typically
include unemployment insurance (UI), which primarily covers a large proportion of workers
with a strong attachment to the formal labor market, and conditional cash transfers (CCTs),
which are targeted to poor households with children (World Bank, 2015). While both forms of
support can help stabilize income, they are designed to serve distinct populations. As a result,
many middle-income but vulnerable households—who are not poor enough to qualify for CCT's
and may lack access to stable formal employment—often fall outside the reach of existing safety
nets (Fiszbein and Schady, 2009; Levy and Schady, 2013; Gentilini, 2022).

Understanding how different groups are affected by job displacement, and whether existing
programs adequately support them, can inform the design of more inclusive social protection
systems. If non-poor but vulnerable individuals are found to be inadequately protected, the
results could motivate adjustments to eligibility criteria in existing policies or the introduction

of complementary measures to address gaps in coverage.



Objective and Research questions

This project examines how job displacement affects employment and labor income trajectories
in Uruguay, with a focus on differences between poor and non-poor but vulnerable individuals.
Specifically, we compare how these groups recover from displacement shocks and evaluate the
extent to which unemployment insurance (UI) and conditional cash transfers (CCTs) help
buffer negative outcomes. Our goal is to understand whether some middle-income individuals
— despite not being poor — remain economically vulnerable and fall outside the coverage of
existing social protection programs, as they may qualify for neither UI nor CCTs. In doing so,
we assess whether these individuals are not protected by the current safety net.

First, the project aims to contribute to the growing literature on the medium-term effects
of adverse events on the labor market (Couch and Placzek, 2010; Bertheau et al., 2023; Britto
et al., 2022). Furthermore, comparing Ul and CCT allows us to analyze which of the two policies
is more effective in providing coverage to vulnerable workers and minimizing the negative costs

of the adverse event. We aim to answer the following research questions:

1. What is the effect of experiencing a job displacement on subsequent labor market tra-
jectories, and how does the magnitude of this effect vary across different segments of
the income distribution? This question aims to identify the effects of displacement, with

particular attention to differences between poor and non-poor vulnerable workers.

2. Are AFAM-PE and Ul effective in mitigating the negative effects of the shock, respectively
for poor and non-poor but vulnerable workers? We analyze the effectiveness of each
program in stabilizing income and employment outcomes in the short and medium term,

with a particular focus on differences between poor and non-poor vulnerable workers.

3. Do the two instruments function as complementary components of the social safety net,
or do gaps in coverage leave some vulnerable workers unprotected? This question focuses
on whether non-poor vulnerable workers —who may not qualify for either program— are

less protected than other groups and experience worse outcomes after displacement.

Methodology
Data

To implement our empirical strategy, we rely on two sources of administrative data from
Uruguay: (i) labor histories from the Social Security Agency and (ii) administrative records
covering the universe of applications to the AFAM-PE program. Both databases are merged

using a unique identifier based on anonymised personal identification numbers.



(i) Social security records. From Social Security data, we recover labor market trajectories
for the universe of formal workers in Uruguay from 1998 to 2022. The database includes, for
each worker-firm pair, information on earnings, entry and exit dates, and several covariates.
From this data, we could define the displacement events and the workers eligible for UL.

(1) AFAM-PE records. This dataset contains the universe of applications to the AFAM-PE
program between April 2005 (the program’s launch) and December 2019. It includes detailed
information on household socio-economic status, the poverty score used to determine eligibility,

and whether the application was approved.

Empirical Strategy

To estimate the effects of layoffs on workers’ income and employment, we will implement an

event study following (Bertheau et al., 2023):
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where Y;; denotes yearly earnings or employment; T'reat is an indicator variable equal
to one for displaced workers at the time of layoff (¢}) and zero for control workers selected
through a matching procedure. 6 captures the dynamic effects of displacement, comparing
treated and control workers up to five years before and after the event ¢7. We also include
individual (a;) and year ()\;) fixed effects. In particular, we will compare outcomes across poor
individuals —defined as those eligible for AFAM-PE—and non-poor but vulnerable individuals,
identified based on their income level. This will allow us to assess heterogeneity in the effects
of displacement across different segments of the vulnerable population.

To estimate the effects of Ul and AFAM-PE policies, we will implement a Regression

Discontinuity design exploiting discontinuities in program eligibility:*

Yis = a+ DY L p(Z) + 6 (2)

where DZU [JAFAM 5o o dummy equal to one if individual ¢ is eligible Ul or AFAM-PE
(Z; > 0). Eligibility is determined by Z;, where the cutoff is standardized to Z = 0 (six months
of tenure for UI, and a poverty score threshold for AFAM-PE).

By combining these two strategies, we will estimate both the causal effect of job displace-
ment and the extent to which Ul and AFAM-PE mitigate its negative consequences for different

income groups.

IBritto et al. (2022) and Gerard and Gonzaga (2021) use a similar strategy for the case of Ul in Brazil, and
Bergolo and Cruces (2021) implemented a RD strategy based on the AFAM-PE poverty score.
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