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ADVANCE NOTICE OF PLANT CLOSINGS:
BENEFITS OUTWEIGH THE COSTS

by Larry M shel

Avai l abl e evidence now overwhel mingly shows that providing
workers with advance notice of |ayoff generates substanti al
benefits to displaced workers, their famlies, local conmmunities,
and the econony in general. These benefits vastly outwei gh any
reasonabl e estimate of costs. By shortening the duration of
unenpl oynent after layoff, advance notice stens the |oss of
wor ker incones and saves the econony unenpl oynent benefits and
soci al costs we would otherw se have to pay.

In a recent survey for the WE. Upjohn Institute, Professors
Ronal d Ehrenberg and George Jakubson of Cornell University
exam ned all the relevant literature on advance notice and
concl uded:

The literature surveyed here overwhel m ngly suggests

t hat advance notice can facilitate | abor market

adj ustnents by allow ng displaced workers to find

enpl oynment prior to their date of displacement.

Advance notice appears to reduce the probability that

di spl aced workers suffer any spell of unenpl oyment and

thus al so noderates tenporary increases in area

unenpl oynent rates.l

Moreover, according to Ehrenberg and Jakubson, nost studies

have understated the benefits:

_ In a nunmber of surveyed studies "advance notice™
i ncluded notice of a very short duration and thus their
results likely understate the effects of mandated notice of



| onger duration. The data used in all the underlying

studies also did not permt analyses of whether advance

notice of pending displacements can lead to actions (e.g.

reorgani zati on, wage concessions, enployee ownership) that

hel p avert displacement.?

A nore recent study by Swai m and Podgursky, funded by the
Nat i onal Science Foundation and the American Statistical
Associ ation, substantially inproves on earlier research by
explicitly focusing on job search prior to displacenent rather
than limting their analysis, as do other studies, to job search
after displacement.3 Swai m and Podgursky found that advance
notice significantly shortens joblessness for nost |abor force

groups. Their main findings are shown in Table 1.4

Table 1: Reduced Jobl essness and Increased Pav Due to Various Levels of
Advance Notice

Weeks of Advance Notice

Vel e Fenal e
0 4 8 12 0 4 8 12

Blue Collar

Reduction in

Jobl essness (weeks) 0 1.9 3.7 5.5 0o 1.2 2.3 3.4
&G oss Benefits* S0 $682 $1335 $1967 $o $254 $504 $749
Wiite Collar & Service

Reduction in

Jobl essness (weeks) 0 2.2 4.3 6.1 0 2.5 4.8 7.0
&G oss Benefit* $0 $966 $1857 $2674 $o $699 $1363 $1994

* The value of working nore weeks at the average re-enploynment earnings.



The reduction in joblessness and the greater earnings that
result (fromworking nore weeks) is shown for male and fenale
blue and white-collar workers. For instance, the average male
bl ue col |l ar worker receiving eight weeks notice can be expected
to find work 3.7 weeks sooner than if she or he had not received
noti ce. The extra work would yield the worker $1,335 nore in
earnings. For all displaced workers, a |egislated requirenment of
ei ght weeks advance notice would shorten joblessness by 3.8 weeks
(based on a weighted average of each |abor force group) and
provi de the average displaced worker with $1,320 in extra
earnings.>

These estimates also inply substantial unenpl oynent
I nsurance savings and greater earnings for displaced workers.

The | atest BLS survey of displaced workers shows that 3,514,000
workers lost their jobs in 1985.% A conservative estimte woul d
be that only one-third of all displaced workers (or 1,170,000)

w Il benefit fromthe current |egislation because it only applies
to large facility closures and large |ayoffs. The average gross
benefit of eight weeks notice ($1320), therefore, suggests that
di spl aced workers in 1985 would have earned $1.5 billion nore
because of the shorter tine to find work. However, not every

di spl aced worker receives or is eligible for unenpl oynment

I nsurance. In the |ast year for which we have data (1986), the
proportion of workers unenpl oyed because of a job |loss (as
opposed to quitting or |eaving the workforce) that received

unenpl oynent benefits was 66 percent.’” Thus, there were



potential unenploynent insurance savings for 772,000 workers (66%
of 1,170,000). The savings for 3.8 fewer weeks of joblessness at
the average weekly benefit of $140 woul d be $410 million.® These

savi nas are double the current costs of displaced worker prodarams

and over 40 percent of what the Adninistration requested ($980

mllion) for the new di sl ocated worker proaram contained in the

trade bill.

Advance Notice and Adjustnent

The goal of any adjustnent policy nmust be to facilitate the
rapid reenpl oyment of dislocated workers in appropriate jobs.
Successful adjustnent neans that there is [imted or no
unenpl oyment experienced between jobs and that new jobs fully
utilize dislocated workers' skills and allow themto maintain, as
best as possible, their prior standard of living. A successfu
adj ust ment process also involves limting a worker's inconme |oss
during the transition.

Adj ust nent prograns al so nust be tailored to fit individual
needs. Many workers need job search skill training. Qhers
require remedial education, classroomvocational education, or
on-the-job training programs. A job devel opnent effort to place
workers in available jobs is present in alnost all adjustnent
prograns.

The necessary ingredient in all of these efforts is tinme for

planning, for inplementation, and for recruiting. And, above



all, time for the individual worker to develop his or her

i ndividual strategy for reenploynment. Thus, the need for advance
notice. As a recent Ofice of Technol ogy Assessnent (OTA) report
not ed:

The best tinme to start a project for displaced workers
Is before a plant closes or mass |ayoffs begin; advance
notice makes early action possible -- although it does
not guarantee it. Sone of the advanta?es of early
warning are: 1) it is easier to enroll workers in

adj ustment progranms before they are laid off: 2) it is
easier to enlist managers and workers as active
participants in displaced workers projects before the
closing or layoff: 3) with time to plan ahead, services
to workers can be ready at the tinme of |ayoff, or
before; and 4) with enough lead tine, it Is sonetines
possible to avoid |ayoffs altogether.?

The report of the Secretary of Labor's Task Force on
Econom ¢ Adjustnent and Di sl ocation stresses that "advance
notification is an essential conponent of a successful adjustnent
program."10

Recent reports by business organizations such as the
Conference Board and the Conmttee for Econom c Devel opnent al so

point out the inportance of advance notice:

Companies shoul d provide as nmuch notice as possible Of
decisions affecting jobs, narticularlv in cases of plant
closings, work transfers, or automation. Advance notice

al lows enployees the tine to adjust, and nanagenment the tine
to plan and inplenent business noves in a way that mnimzes
hardship. Conpani es should al so take steps to notify the

| ocal comunity and state agencies of pending plant closings
in order to allow time for a coordinated response.

(enphasis in original).ll

Bot h surveg and interview participants note that advance
notice is beneficial to enployees and is an essenti al
element in a plant closure program...Notice is also
critical because a functioning plant is, Eerhaps, t he
programs single most inportant resource. 12
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Advance notice of an inpending layoff is beneficial for
other reasons as well. Notice provides time to explore
alternatives to layoffs or to attract new owners or negotiate a
wor ker buyout. Providing advance notice is al so demanded by
sinmpl e human decency so that a worker and his or her famly can
attenpt to plan for such a traumatic and life-altering event.

And, as the OTA reports:

Many conpany managers see advance notice as a benefit to the

conpany itself, by inproving relations with the remaining

wor kers, enhanci ng the_conpanK's reputation in the

community, and conformng wth conpany val ues of fair and
ethical ‘treatment of itS employees.l3

Business Practices Resardina Advance Notice

Actual business practices fall far short of what is needed
to give workers tine to adjust. The nost in-depth study of
notice practices is offered by the General Accounting Ofice
(GAO. The GAO surveyed | arge establishments (those with 100
enpl oyees or nore) which experienced a nmass |ayoff or plant
closure in 1983 and 1984.14

The GAO survey found that the median length of notice
provided to workers was 7 days. The median notice to white
col lar workers was greater -- 14 days. Union blue collar workers
al so received greater than average notice -- 14 days. The nedian
notice for nonunion blue collar workers was just 2 davs.

Tables 2 and 3 provide additional results fromthe GAO
survey. Nearly one-third of the establishments experiencing
permanent |ayoffs provided no notice to their workforce and
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nearly two-thirds provided two weeks or less notice (Table 2,
| ast columm). Further breakdowns by occupation and type of
| ayoff (job loss or closure) indicate that the vast najority of

establ i shnents provided |l ess than a nonth's notice to their blue

or white-collar workers even when a full facility closure was

cont enpl at ed.

Tabl e 2: Provi si on of Advance Notice bv occupation and Type of Job Loss

Blue Collar White Collar Al |l occupations
Per manent Facility Per manent Facility
Lavof f Cosure Layoff d osure Al Layoffs
No Notice 32% 29% 29% 32% 32%
1- 14 days 39 24 36 34 34
15-30 days 14 14 18 15 15
31-90 days 12 22 12 14 14
91+ days 3 11 5 5 5

Source: Ceneral Accounting Ofice

Table 3 shows that larger facilities did not provide nore

notice than nediumsize facilities.

Tabl e 3: Provi si on of Advance Notice bv Size of Facilitvy

Medi um Lar ge
100- 249 250+
Enol ovees Enol ovees
No Not i ce 35% 24%
1-14 days 29 43
15-30 days 15 15
31-90 days 16 11
91+ days 5 7

Source: GCeneral Accounting Ofice



The GAO concl udes that:

Wil e major business and | abor organizations agree that to

be effective reenpl oynent assistance should be in place

prior to dislocation, few emplovers provided advance notice
to ograms. [emphasis added]1®

A recent survey by the Bureau of Labor Statistics of nass
layoffs in seven states suggests that businesses provide even

less notice than indicated by the GAO report.16

Table 4: Percent of Mass lLayoff Events Surveved*

No Notice 64%
1- 14 days 16
15- 30 days 6
31-90 days 10
91+ days 4

Tot al 100

Source: Sharon P. Brown, "How Often Do Workers Receive Advance
Notice of Layoffs," Mnthlv Labor Review (June 1987), Table 6,
general noti ce.

Measured agai nst oTa’s conclusion that it »takes about 2 to
4 months work in advance to prepare a conprehensive adj ustment
program” it is clear that current business practices fall short

of what is needed.l? The recent Departnent of Labor Task Force

agrees, saying:

It is also true that a recent General Accounting Ofice
survey indicates that in too many plant closings and
permanent mass layoffs, insufficient advance notice of
job loss is given to make possible an optimal private
and public role in the reenpl oyment process.1®8



The Costs

Those who oppose a |egislated notice requirenent have
contended that mandatory notice is a burdensone government
regulation that is harnful to business. |n particular,
opponents frequently claim that productivity wll fall after
notice is given, thus harmng the conpany and speeding a
shut down. Al the recent serious studies, however, contradict
this assertion. Indeed, many note that productivity has
frequently risen following a notification of a closing.

For instance, the Conference Board study reports that
conpany managers responsible for closure believed that "advance
notice, conbined with generous severance plans, reduces pressure
and anxiety, generates good wWill, and contributes to inproved
productivity."19

The recent CED report states, "[s]ome Conpanies are
reluctant to provide notice, fearful of enployee disruptions and
the fall-off in productivity. Experience, however, suggests the
contrary."20

Li kewi se, the Departnent of Labor Task Force reports that
"many of the fears regarding advance notification have not been
realized in practice. In this regard the Task Force found no
evidence that the productivity of the workforce is adversely
affected during the notification period."21

Recent research by Ehrenberg and Jakubson exam ned whet her
hi gh productivity workers are nore likely to quit than other

workers followng notification. It concl uded "we find no



evi dence that advance notice will lead a firm s nost productive
workers to quit, thereby disrupting a firnmis operations inits
final weeks."22

The recent OTA report exam nes the allegation about trouble
w th workers and reduced productivity and states "[t]here Seens
to be general agreement that this is a myth."23 QA reports that
every business representative at one of their workshops agreed
t hat worker norale and productivity did not suffer with advance
notice of layoffs or closings.

The OTA report exam nes other clains that advance potice is
burdensone. Regarding the potential |oss of customers gnd
increased credit pressure, OTA reports that "it is difficult to
find actual occurrences of custoner or creditor desertion
foll owing notice" and that "while | 0ss of credit is a potentia
problem for firms, advance notice can benefit creditors and
customers."24 Moreover, OTA cites evidence that dire financia
enmergency seens to be an infrequent factor in plant closings and
| arge layoffs.25 OTA concludes that "it is nore difficult to
find evidence of the costs than evidence of the benefits of
advance notice."26

Thus, all of the inpartial reviews of the advance notice
i ssue have concluded that the costs of notification requirenments
are mnimal. This is confirmed by the exaggeration engaged in by
opponents of advance notice in order to support their clains that
there are significant costs. For instance, the recent Nathan

Associ ates study?? -- paid for and frequently cited by opponents
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of advance notice -- suggests that firms will have to add
personnelj(costing $1 billion!) to keep track of closings, as if
all firms do not already closely keep track of their plants,

both those that they are closing and those that they are keeping
open. Even nore of an exaggeration is the effort to include
penalty costs for firns which fail to conply with the law. As
Gao’s analysis of the Nathan Associates study indicates, it is
unclear why firnms will suffer these penalties after spending $1
billion on personnel to nonitor facility closures.28 It is also
questionabl e whether penalties for breaking the |aw shoul d be
considered a social cost of notice legislation. Ironically,

Nat han's own estimate of the business | osses due to high
productivity workers quitting follow ng notificationis trivially
small, just $6 million, when conpared to the $1.5 billion in
wages gained by workers from finding work sooner. In any event,
the GAO s review of the Nathan study concludes, ®the nethodol ogy
and anal ysis used by Nathan Associates to construct cost and
enmpl oynent estimates are inadequate to support the study's

conclusion."29
In sum any fair-mnded eval uation of the evidence suggests
that the benefits of advance notice requirenents are substantial

and that they vastly outweigh any costs.

May 1988

11



Endnotes

1. Ronald G Ehrenberg and CGeorge H. Jakubson, w“advance Notice

Provisions in Plant Cosings Legislation: Do They Matter?," paper

RBg;entedlft the American Econom c Association Meetings, cenber
P :

2. Ibid, p.11.

3. Paul Swaim and M chael Podgursky, »advance Notice and Job
Search: The Value of an Early start," gresented at the Eastern
Econom ¢ Association Meetings, Mirch 1988.

4. lbid, Table 3. Based on changes in weeks of joblessness of the
average worker in the 1984 and 1986 BLS Displaced Wrker Surveys.

5. These conputations are based on sinulations of the experience

of the average worker in each |abor force group. These estimates
understate earnings due to notice to the extent that advance

notice facilitates adjustment Brograns whi ch raise reenp!o%nent
earnings or permts shorter joblessness and security of jo

search prior to displacenent that [eads to higher reemploynent earning

6. See Larry Mshel, "Dislocation: W, Wat, \Were, and when,"
paper presented at the Eastern Econom cs Association Meetings,

March 1987, Table 7. Data refer to all adult workers displaced
in 1985 conputed fromthe 1986 Displaced Worker Survey except
t hose di splaced for "other reasons" or the end of a seasonal job.

7. Conputed from Tables B-41 and B-42 in the Council of Economc
Advi sers, Econom c Report of the President, February 1988. This
figure takes 1nto account 1neligibility and exhaustion

8. lbid, Table B-42 for unenployment conpensation |evel

9. Ofice of Technol ogy Assessnent, Plant { osina: Advance Notice

and Rapid Response - - SpecialReport, U S. Government Printing
Ofice, Septenber 1986, p.13.

10. Report of the Secretary of Labor's Task Force on Econom c
Adj ust ment and Worker Dislocation, Econom ¢ Adi ustment and Wrker
Dislocation in a competitive Society, Decenber 1986, p.22.

11. Work and Chance: Labor Market Adiustnent Policies in a
Conpetitive Wrld, A Statenent by the Research and Policy
E8g21ttee of the Commttee for Econom c Devel opnent, Decenber

12



12. Berenbein, Ronald E. ¢Companvy Proarans to Fase the Impact of
Shut downs; Conference Board Report 878, 1986, p.7.

13. Ofice Technol ogy Assessnent, Plant C osing, p.13.

14. Ceneral Accounting Office, Plant Cosinas: Limted Advance
Notice and Assistance Provided D slocated Wrkers, July 1987.

15. August 13, 1987 letter acconpanying General Accounting
Ofice, ibid.

16. Based on establishnents reporting layoffs in the last half of
1985 in Al abama, Arizona, Arkansas, Mssachusetts, Texas,

Washi ngton, and Wsconsin. See Sharon P. Brown, "How Often Do
Workers Receive Advance Notice of Layoffs? Monthly Labor Revi ew
(June 1987), Vol 110 No 6, pp.13-17.

17. Ofice of Technol ogy Assessnment, Plant C osing, p.23.
18. Secretary of Labor's Task Force, Econom c Adjustnment and
Worker Dislocation in a Competitive Society, p. 2%.

19. Berenbei n, Company Proagrams to Ease the Impact of Shutdowns,
pp. 7-8.

20. Conmittee for Econom c Devel opnment, Wrk and change, p. 23.

21. Secretary of Labor's Task Force, Econom c Adi ustment and
Worker Dislocation in a Conpetitive Society, p.23.

22. Ehrenberg and Jakubson, Advance Notice Provisions in Plant
Cosins Lesislation: Do Thev Matter, p.11.

23. Ofice of Technol ogy Assessnment, op.cit. p.22.

24. 1bid, p.2.
25. 1bid, p.22.
26. Ibid, p.3.

27. Robert R Nathan Associates, The Private and Public Sector
Costs of Proposed Mandatory Advance Notification Legislation,

January 1988.

28. CGeneral Accounting Ofice, Plant O osinas: Evaluation of Cost
Estimte of Proposed Advance Notice Requirement, March 1988, p. 5.

29. Ibid, p.1.

13



12. Berenbein, Ronald E. Commanv Proarans to Ease the Impact of
Shutdowns: Conference Board Report 878, 1986, p.7.

13. O fice Technol ogy Assessnent, Plant dosing, p.13.

14. General Accounting Ofice, Plant Closinas: Limted Advance
Notice and Assistance Provided Dislocated Wrkers, July 1987.

15. August 13, 1987 letter acconpanying General Accounting
Ofice, ibid.

16. Based on establishments reporting layoffs in the last half of
1985 in Al abama, Arizona, Arkansas, Missachusetts, Texas,

Washi ngt on, and W sconsi n. See Sharon P. Brown, "How Often Do
Workers Receive Advance Notice of Layoffs? Mnthlv Labor Review
(June 1987), Vol 110 No 6, pp.13-17.

17. O fice of Technol ogy Assessnent, Plant d osing, p.23.

18. Secretary of Labor's Task Force, Econom c Adj ustment and
Wrker Dislocation in a Competitive Society, p.23.

19. Berenbein, Commanv_Progqrams to Ease the Impact of Shut downs,
pp. 7-8.

20. Comm ttee for Econom c Devel opnent, Wirk and Chancre, p.23.
21. Secretary of Labor's Task Force, Economic Ad'! ust ment and
Wrker Dislocation in a Conpetitive Society, p.23.

22. Ehrenberg and Jakubson, Advance Notice Provisions in Pl ant
Closina Leaislation: Do Thev Matter, p.11.

23. Ofice of Technology Assessnment, op.cit. p.22.

24. 1bid, p.2.
25. Ibid, p.22.
26. Ibid, p.3.

27. Robert R Nathan Associates, The Private and Public Sector

Costs of pProposed Mandatory Advance Notification Legislation,
January 1988.

28. General Accounting Office, Plant Cosinas: Evaluation of Cost
Estimate of Proposed Advance Notice Requirement, March 1988, p.5.

29. Ibid, p.1.

13



