
Article

Insurance against risk? Cost and 
compensation of job loss in different 
welfare states
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Abstract 
This study investigates the cost of job loss to household incomes, and the extent to 
which initial earnings losses are compensated through the labor market, within the 
household, and by the social security programs. Using survey and administrative 
data from Denmark, Finland, Germany, and the UK (1990–2018), we estimate short- 
and long-term effects of job loss with a dynamic difference-in-differences model. 
Job loss reduces household income by 17 per cent in the UK while only 5 to 6 per
cent in other countries during the first year. These losses gradually diminish and 
disappear over the long run. Across all countries, market (i.e. re-employment) is the 
main source of compensation, while the role of household and state compensations 
varies in line with the national compensation strategies. State compensation is cru
cial in mitigating immediate income losses, while market compensation becomes 
even more important over time. Household compensation mainly substitutes for 
weaker market and state protections.
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1. Introduction

In an average year, around 2 per cent to 6 per cent of workers in the OECD countries lose 

their jobs involuntarily (Quintini and Venn 2013). These numbers are significantly higher 

during recessions or other economic shocks. In the first 6 months of the COVID-19 pan

demic, around 6 million people in Europe (Eurostat 2022) and 8 million people in the USA 

(US Bureau of Labor Statistics 2021) lost their jobs. Following a job loss, workers experi

ence a 20 per cent to 50 per cent decline in their yearly individual earnings (Couch and 

Placzek 2010; Bertheau et al. 2023), which might lead to large reductions in their household 

income as well as their expenditure and saving (Andersen et al. 2023).
Despite its prevalence and significance for living standards, evidence on the economic 

cost of job loss is limited. Most of the literature looks at the speed of re-employment and av

erage losses in yearly earnings following a job displacement or mass dismissals (Couch and 

Placzek 2010; Farber 2017; Upward and Wright 2019; Bertheau et al. 2023) that does not 

account for the role of income pooling within households and income compensation pro

vided by social security. Others that have looked at these aspects generally focus on single- 

country or two-country comparisons (Di Prete and McManus 2000; Ehlert 2012; Rothstein 

and Valletta 2017; Seim 2019; Stepner 2023; Di Nallo and Oesch 2021), and do not pro

vide a systematic account on how compensation mechanisms interact with each other and 

vary across different welfare states. Also, differences in their definitions and methodologies 

mean that they are often not immediately comparable to each other.
In this study, we systematically compare the economic cost and compensation of job 

loss across different welfare states. Building on the frameworks of Di Prete and McManus 

(2000) and Ehlert (2012), we consider compensations through the market, within the 

household, and by the state, and examine the final cost of job loss for household incomes. 

We use long-term, high-quality survey data from Germany and the UK, and administrative 

data from Denmark and Finland, covering the period 1990–2018 (with shorter periods for 

the UK and Finland). These countries represent distinct welfare states with varying 

approaches to insuring against job loss. Using a difference-in-differences (DID) design, we 

track the incomes of 5 years following a job loss, defined as a transition from employment 

(at least 5 months of work per year) to a significant period of unemployment (at least 

3 months in a year). We assess market compensation by examining re-employment rate and 

earnings replacement, household compensation by comparing changes in individual 

and household earnings, and state compensation by comparing household incomes before 

and after taxes and transfers.
We make three key contributions to the literature. First, we provide updated or new evi

dence on the short- and long-term impact of job loss on household disposable income in 

four countries with distinct welfare states. While evidence on the cost of job loss in Nordic 

countries is limited, comparing these contexts is valuable due to the generous, universal, 

and individualized nature of their welfare systems. Notably, Denmark and Finland offer 

distinct levels of labor market regulation, enriching our comparison. We also extend the 
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literature by investigating whether long-term earnings scarring translates into household in
come scarring.

Second, we examine all major compensation mechanisms, namely state, market, and 
household, considering potential substitution effects between them. For instance, re- 
employment reduces the need for state and household compensation, or generous social se
curity may reduce reliance on household compensation. While Di Prete and McManus 
(2000) address all three mechanisms, they overlook interactions, and Ehlert (2012) focuses 
on the interplay between social and household compensation without considering the role 
of market compensation. We argue that market compensation is a primary mechanism that 
both substitutes for state support and influences household responses.

Third, we explore the role of welfare state policies, specifically social security, labor mar
ket, and family policies in shaping the cost and compensation of job loss. We consider how 
policy interactions might moderate or amplify the effectiveness of different compensation 
types. Although all welfare states provide some form of insurance against labor market 
risks, evidence on their effectiveness is limited (Hacker and Rehm 2022). While there is sub
stantial research on the impact of individual programs, such as unemployment insurance, 
comprehensive assessments that account for policy interactions remain scarce.

2. Existing evidence

The literature on the cost of job loss has developed through distinct lines of inquiry. One 
prominent strand, largely in Economics, examines job displacement (e.g. due to mass lay
offs or firm/plant closures) as an exogenous labor market shock, typically using administra
tive tax records with employer–employee links to compare earnings outcomes between 
displaced and nondisplaced workers (e.g. Couch and Placzek 2010; Farber 2017; 
Lachowska, Mas, and Woodbury 2020; Bertheau et al. 2023; Athey et al. 2024). These 
studies consistently find that although most displaced workers find new employment within 
a year, they experience significant and persistent earnings losses, sometimes lasting over a 
decade. Earnings reductions are most pronounced in Mediterranean and Liberal welfare 
states and least severe in Nordic countries (Quintini and Venn 2013; Bertheau et al. 2023).

While earnings outcomes are the primary focus in this research, some studies extend the 
analysis to household income, considering compensation mechanisms such as social trans
fers and the added worker effect (Hardoy and Schøne 2014; Rothstein and Valletta 2017; 
Stepner 2023; Fackler and Weigt 2020). For instance, household income declines following 
displacement range from 9 per cent in Sweden (Seim 2019) to 15 per cent in Canada 
(Stepner 2023). These studies find that most of the income compensation comes from taxes 
and transfers, with little evidence of increased work effort by other household members in 
Germany and Norway (Hardoy and Schøne 2014; Fackler and Weigt 2020).

A second research strand, predominantly in Sociology, defines job loss as a transition 
from employment to unemployment using survey data and examines the impacts on house
hold income (Di Prete and McManus 2000; Ehlert 2012; Di Nallo and Oesch 2021). 
Although these studies are not comparable due to different definitions and methodologies, 
they consistently report substantial income losses in the first year following a job loss, vary
ing significantly across countries, e.g. 5 per cent in Switzerland. Ten per cent in the UK, 10 
to 20 per cent in Germany, and 28 per cent in the USA (Di Prete and McManus 2000; 
Ehlert 2012; Di Nallo and Oesch 2021). These studies emphasize the importance of 
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unemployment insurance in Germany and Switzerland, while also showing the role of other 
household members’ earnings in countries with limited social security such as the UK and 
the USA.

Although these studies offer valuable insights into the short- and long-term earnings 
consequences of job loss and compensation mechanisms, differences in definitions and 
methodologies hinder direct comparison (Couch and Placzek 2010) and limit our ability to 
learn about the cost and compensation of job loss from comparative perspectives. Our 
study addresses this gap by adopting the sociological approach to examine the role of vari
ous compensation mechanisms in mitigating household income losses across different wel
fare states.

3. Theory, evidence, and hypotheses

We define the economic cost of job loss as the average penalty in household disposable 
incomes, i.e. the extent of income lost in the years following a job loss. The idea is to exam
ine the extent to which job loss leads to income declines after considering different income 
sources of a household. In that respect, the penalty depends on the extent to which job loss 
is compensated by three mechanisms: social or state compensation, provided by social secu
rity such as unemployment insurance (UI) and minimum income schemes (MIS); market 
compensation through individual’s own effort to re-employ and replace lost earnings; and 
household compensation, defined here mainly related to the earnings of the other members 
in the household i.e. income pooling within the household.

Each compensation mechanism can separately offset income losses following a job loss 
and substitute other compensation mechanisms. These substitutions can be mechanical or 
reflect behavioral responses. For example, increasing market compensation can mechani
cally reduce household and social compensation, as it decreases initial earnings losses and 
might lead to individuals moving out of social security benefits; low state compensation 
might increase the need for hence encourage market and household compensation; or, high 
state compensation through generous UI benefits might replace the need for household and 
market compensation at least in the short-term.

Given these definitions, welfare states as a system of interacting and complementary so
cial policies can determine the economic cost of job loss by shaping the level of these com
pensations (Di Prete 2002; Western et al. 2012). The compensation strategies i.e. the order 
and importance of each compensation likely vary significantly across the welfare states in 
line with policies that affect the risk and consequences of job loss such as employment pro
tection, activation and training, and family and social security policies. Therefore, we ex
pect the economic cost of job loss to vary across welfare states in line with these 
compensation strategies. Below, we explain each compensation mechanism and detail our 
expectations for the four countries in question.

3.1. State compensation
We expect higher state compensation in countries with more generous social security bene
fits. Generosity includes eligibility conditions, duration, and level of benefits, specifically of 
UI and MIS. UI protects against significant losses and provide income maintenance gener
ally on an individual basis in the short-term (the first 6 months to 2 years), while MIS such 
as means-tested social assistance, tax credits, and child and housing benefits are generally 

4                                                                                                                                          S. Bed€uk et al. 



defined on a household basis and provide support for households on low income in the lon
ger-term.

Despite a general convergence in eligibility, with stricter conditionality requirements (for 
e.g. certain job-search behaviors) and wider sanctions, countries are still distinguished in their 
generosity in line with their social security models (see Fig. A1 in Supplementary Data).

In the residual model such as the UK, the eligibility is mainly restricted to those on low 
incomes, does not consider job loss a significant social risk unless it causes low household 
income. As a result, the UK provides the least generous UI benefit, with a fixed amount 
(e.g. 9 per cent of average wage) providing on average 20 per cent replacement rate for a 
maximum of 6 months. The level of MIS benefits, on the other hand, is relatively higher but 
has also declined over time from 60 per cent to 70 per cent to 45 per cent to 55 per cent of 
median household income between 2002 and 2020.

In the insurance model such as Germany, the focus is on providing income maintenance 
in the case of income shocks. So, while UI is relatively generous providing earnings-related 
benefits that, on average, replace around 60 per cent of previous earnings with a maximum 
duration for receipt of 1 year, the MIS is relatively meager where the average level of benefit 
is around 40 per cent to 50 per cent of median household income.

In the universal model such as Denmark and Finland, income is protected comprehen
sively independent of the reason for low income. Therefore, those who experience risk 
events such as job loss are generously compensated through an earnings-related UI, which 
provides 80 per cent of previous earnings in Denmark and 60 per cent of previous earnings 
in Finland for a maximum of 2 years; while others on a low income are generously compen
sated through MIS, which provides around 50 per cent to 60 per cent of median household 
income (generally higher in Denmark than Finland).

Beyond policy intentions, whether households actually receive these benefits depends on 
the level of take-up. Nontake-up might occur due to lack of information, cost of application 
or social barriers (e.g. shame). While evidence on the extent of nontake-up is limited 
(Dubois and Ludwinek 2015), we expect take-up to be high in Nordic countries given their 
universalistic approach and generosity. Evidence shows significant income compensation 
following a job loss, specifically in countries with generous UI schemes (Hardoy and Schøne 
2014; Stepner 2023; Fackler and Weigt 2020; Di Nallo and Oesch 2021). In that respect, 
we expect state compensation to be the highest in Denmark and Finland, both in the short 
and in the long-term due to high generosity and take-up, and to be the lowest in the UK es
pecially in the short-term due to inadequate UI.

3.2. Market compensation
Market compensation is defined as the speed and quality of re-employment after job loss. 
Faster re-employment and better job conditions reduce annual earnings losses, thereby in
creasing compensation through the labor market.

We identify three main factors influencing market compensation. First, labor market 
regulation, specifically employment protection legislation (EPL), plays a crucial role. In 
highly regulated markets, where hiring and firing are costly for employers, job losers typi
cally face slower re-employment. Strict EPL can particularly hinder re-entry for precarious 
or temporary workers by reducing job availability and limiting access to high-quality posi
tions that are protected for insiders (Rueda 2014; Biegert 2017, 2019; Inanc and Kalleberg 
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2022). However, low-wage workers may find re-employment at a similar pay level more 
quickly due to fewer skill-based barriers (Gonalons-Pons and Gangl 2022).

On the other hand, strong EPL may also protect higher-quality jobs and reduce long- 
term unemployment and earnings scarring, especially for high earners (Gangl 2006; 
Gonalons-Pons and Gangl 2022). Existing evidence shows that while stringent EPL is asso
ciated with longer unemployment durations, it also leads to lower long-term earnings losses 
(Gangl 2006; Gonalons-Pons and Gangl 2022). This effect may result from better protec
tion of high-paying jobs or improved job matching facilitated by generous unemployment 
benefits, which provide displaced workers more time to seek positions that align with their 
skills and career potential.

Many have argued for a convergence toward less regulated labor markets, but this trend 
is mainly true for temporary employment. In contrast, protections for regular permanent 
contracts remain strong across the OECD, leading to labor market dualization, particularly 
in countries like Germany (Eichhorst and Marx 2012). As shown in Fig. A2 in the 
Supplementary Data, Germany has the strictest EPL for regular jobs and increasingly 
weaker protections for temporary employment. Denmark, in contrast, maintains relatively 
low EPL for both regular and temporary jobs. Finland is unique among the four countries, 
having reduced protections for regular jobs since the early 2000s, reaching levels similar to 
Denmark (our data for Finland starts in 1997). The UK consistently has the lowest EPL for 
both regular and temporary workers.

Second, active labor market policies (ALMPs) may influence market compensation by 
enhancing employability and facilitating faster re-employment with better job conditions. 
These policies include training programs, job search assistance, behavioral requirements, 
and subsidized employment (Cr�epon and Van Den Berg 2016). Although their effectiveness 
varies across contexts and groups, they generally improve re-employment and subsequent 
earnings, especially when combined with generous benefits in flexible labor markets, i.e. 
flexicurity (Muffels and Luijkx 2008; Card, Kluve, and Weber 2018). A recent study by 
Bertheau et al. (2023) finds that ALMPs explain a substantial part of cross-country differen
ces in earnings losses. Thus, we expect higher ALMP spending to be associated with greater 
market compensation. Fig. A2 in the Supplementary Data shows that Denmark consistently 
has the highest ALMP spending (1.5 per cent to 2 per cent of GDP), while the UK has the 
lowest (0.2 per cent to 0.5 per cent of GDP).

Third, the substitution effects of state and household compensation can shape market 
compensation. If income loss is already offset by income pooling within the household or 
replaced by social insurance, job losers may be less incentivized to re-enter the labor market 
quickly, at least in the short term. Rao (2021) argues that this effect is particularly relevant 
for women, whose labor market participation may be curtailed following job loss. 
Additionally, generous UI can reduce short-term re-employment rates, especially in contexts 
with high EPL like Germany, where it is difficult to secure well-paid jobs (Biegert 2017). 
Although such disincentive effects are likely to be low for those receiving MIS benefits espe
cially in Germany and the UK, due to strong behavioral requirements such as work-search 
and job-availability, which are followed by sanctions in case of noncompliance. Conversely, 
high state compensation can also enhance market compensation by allowing unemployed 
individuals more time to find suitable job matches (Biegert 2017). Denmark’s flexicurity 
model, combining flexible labor markets with generous UI and ALMPs, has been shown to 
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accelerate transitions into employment, hence can improve market compensation (Muffels 
and Luijkx 2008).

Based on these factors, we expect market compensation to be highest in countries with 
low EPL and strong ALMPs, particularly Denmark, where generous social benefits further 
support effective re-employment. The UK, with low EPL, should also exhibit high market 
compensation through faster re-employment rates. Finland, despite high EPL, may achieve 
high market compensation through robust UI, MIS, and effective ALMPs that improve job 
matching over time. In contrast, Germany is likely to have the lowest market compensation 
as high EPL without high ALMPs might lengthen the duration of unemployment especially 
given generous UI. These expectations assume that the disincentive effects of household in
come pooling are not substantial for the average household.

3.3. Household compensation
Household compensation refers to income pooling within the household. The cost of job 
loss to household income is lower if there are other earners present at the time of job loss 
(static pooling) or if other household members increase their earnings by taking new jobs or 
working additional hours (dynamic pooling, also known as the added worker effect). Static 
pooling serves as an immediate buffer and long-term risk mitigation strategy, while dynamic 
pooling reflects a behavioral response that may become more relevant over time. For cou
ples, household compensation primarily occurs through static pooling, whereas dynamic 
pooling tends to be limited to specific groups or recessionary periods, especially in countries 
with weaker unemployment benefits (Ehlert 2012; Hardoy and Schøne 2014; Bredtmann, 
Otten, and Rulff 2018; Fackler and Weigt 2020).

We identify three key factors influencing the extent of household compensation. First, 
household compensation is shaped by household employment, which in turn is influenced 
by family policies. Specifically, policies that defamilialize care responsibilities, such as public 
childcare and paid parental leave, can reduce barriers to employment, especially among 
low-educated or low-income mothers in high-inequality contexts (Ziefle and Gangl 2014; 
Hook and Paek 2020; Zagel and Van Winkle 2022). In countries like Denmark and 
Finland, these policies can reduce the cost of child-rearing and increase the likelihood of a 
second earner in the household.

Over recent decades, spending on family policies, particularly for early childhood educa
tion and parental leave, has increased significantly (Daly and Ferragina 2018). While these 
policies generally aim to promote female employment and shift care responsibilities outside 
the home, even in traditionally familialistic countries like Germany, household employment 
patterns still vary widely across countries. As shown in Fig. A3 of the Supplementary Data, 
two full-time earner households are predominant in Denmark and Finland (60 per cent to 
70 per cent of households), while in Germany and the UK, one full-time and one part-time 
earner households are equally common. Although the share of dual full-time earner house
holds has increased in Germany and the UK over the past decade, it remains below 
Nordic levels.

Second, household compensation varies depending on who experiences the job loss. If 
the lower earner in the household loses their job, other earners can provide an immediate 
buffer. This is more likely in Denmark and Finland, where dual-earner households are prev
alent, or in Germany and the UK, where labor markets are segmented, with lower protec
tions for temporary workers, making job loss more likely for lower earners (Rueda 2005).

Insurance against risk?                                                                                                                          7 

https://academic.oup.com/ser/article-lookup/doi/10.1093/ser/mwaf066#supplementary-data


Third, household compensation depends on the substitution effects of market and state 
compensation. If a job loser is re-employed under good conditions or if social security repla
ces lost earnings adequately, the need for additional household income diminishes. Market 
compensation reduces household compensation by lowering the initial income loss, while 
generous social benefits can similarly reduce the need for a second earner.

Overall, household compensation depends on the interplay of these factors. If individu
alization policies (e.g. defamilialization) and high household employment drive compensa
tion, we would expect the highest levels in Denmark and Finland due to the high likelihood 
of a second earner. This is our main expectation. This expectation rests on the assumption 
that the composition of risk profiles between single- and dual-earner households is similar 
across countries. On the other hand, if state and market compensation are high enough to 
compensate most of the initial losses, this would not leave much responsibility for house
holds in Nordic countries, hence household compensation may be lower. In contrast, 
weaker social and market compensation in Germany and the UK may force households to 
take on the responsibility, potentially resulting in higher levels of household compensation 
in these countries.

3.4. Economic cost of job loss
Considering different compensation mechanisms, the penalty of job loss depends on the 
level of compensations provided by each mechanism as well as their substitution effects be
tween them given distinct policy mixes applied in different welfare states. However, it is rel
atively difficult to form expectations as while there is evidence on the importance of each 
mechanism separately, there is no clear evidence on their relative importance. Still, state 
compensation is a relatively independent mechanism that shapes the conditions that might 
affect an individual’s job-search behavior and households’ decisions on income pooling. In 
between market and household, market is likely to be the primary mechanism i.e. if job los
ers can re-employ, they do; if they cannot, households pool incomes to insure against shocks 
and compensate the losses both as a short-term and long-term strategy.

Given these assumptions, the penalty is likely to be the lowest in Denmark as it likely 
provides a high state compensation and the necessary conditions for high market and 
household compensation, and the highest in the UK despite higher market and possibly 
household compensation mainly due to low state compensation, especially in the short-term 
due to low generosity of UI. In Finland, high state compensation would replace most of the 
losses in earnings, but the penalty is still expected to be higher than in Denmark due to 
lower market compensation (given higher EPL). In Germany, the penalty is expected to be 
higher than in Denmark and Finland due to lower market compensation especially in the 
long-term; compared to the UK, the penalty is likely to be lower at least in the short-term 
due to relatively generous UI.

4. Research design

4.1. Data and target population
We use long-term panel survey data for Germany [German Socio-Economic Panel 
(GSOEP)] and the UK [British Household Panel Survey (BHPS)], and longitudinal adminis
trative data from Denmark and Finland. The available data cover 1991–2018 for Germany 
and Denmark, 1997–2018 for Finland, and 1991–2008 for the UK. We did not use 
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Understanding Society (UKHLS), which is the counterpart of the BHPS, for the most recent 
period in the UK because UKHLS does not include information on yearly incomes, which is 
crucial to estimate the economic cost of job loss. The admin data from Denmark and 
Finland combines multiple registers including population, tax, and social security data. Our 
target population is individuals aged twenty-five to fifty-five. We exclude younger individu
als given long education and high state support for young people in Denmark and Finland. 
We exclude older individuals given the possibility of early retirement, and self-employed 
given the difficulty of defining job loss and earnings of this group; also, social security 
schemes often do not include the self-employed. These choices are standard in most of the 
literature (e.g. Di Prete and McManus 2000; Couch and Placzek 2010). We use an unbal
anced sample, and our unit of analysis is individual.

4.2. Measures
Our primary explanatory variable is a binary indicator for job loss, defined as a yearly tran
sition from employment (at least 5 months in the previous year) to unemployment (of at 
least 3 months). This definition was chosen based on three key considerations: first, to cap
ture significant job loss events rather than temporary transitions, we define unemployment 
as being without a job for at least 3 months in the current year. This allows us to focus on 
substantial employment events likely to impact household income, rather than short-term 
fluctuations. Second, we condition on having at least 5 months of employment and no more 
than 3 months of unemployment in the previous year to identify individuals principally 
employed in the prior year, excluding cases of seasonal employment. Lastly, adopting this 
definition allows us to compare administrative and survey data in a more consistent way, as 
we cannot identify mass layoff events in the survey data.

We have tested the sensitivity of our results to these conditions, for example, by condi
tioning on longer employment (i.e. 7 months) and shorter unemployment (i.e. more than 
2 months) similar to the definition used by Ehlert (2012). While penalties slightly change in 
the expected directions, the broader patterns and our conclusions are substantively the 
same. See Supplementary Data for results.

We use multiple outcome measures to estimate the economic cost of job loss and differ
ent compensation mechanisms. To assess the cost of job loss, we use posttax/posttransfer 
household income, which includes household earnings, investment income, and public taxes 
and transfers, adjusted for household size and composition using the modified OECD scale, 
which weights the first adult as 1, other adults as 0.5, and each child below the age of 14 as 
0.3. This measure reflects the final income available for household consumption and ulti
mately defines living standards. To evaluate the various compensation mechanisms, we use 
and compare different income measures. For state compensation, we compare pre- and 
postgovernment household income (i.e. household income before and after taxes and 
transfers, equivalized using the modified OECD scale). For market compensation, we use 
(i) re-employment, defined as being in paid work for at least 5 months in a given year and 
(ii) individual gross annual earnings before taxes and social contributions. For household 
compensation, we compare individual and household gross yearly earnings.

We control for calendar year, age, and gender by residualizing our outcome variables in 
all our models. Descriptive statistics for each country are presented in the Supplementary 
Data. Issues related to data comparability and their implications for our analysis are also 
detailed in the Supplementary Data and summarized in the discussion section.
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4.3. Estimation of the effects of interest
Our main interest is observing how much income individuals lose following an event of job 
loss relative to their income prior to the event. In other words, from a policy perspective, 
we are interested in monitoring the incomes of those who experience a job loss to under
stand the cost and compensation for these groups in different welfare states. Still, we use a 
control group in our estimation to control for possible average trends in earnings. The char
acteristics of this “treatment” group can be different from the average population; hence, 
these estimates would not represent causal effects of job loss. In addition to the cost of job 
loss, we are interested in estimating state compensation as the level of household income 
replaced by the social security programs, market compensation as the level of earnings re
placement, and household compensation as the level of earnings loss offset within the 
household in the year following a job loss.

To estimate these quantities, we use a dynamic DID estimator proposed by De 
Chaisemartin and d’Haultfoeuille (2024). This is a nonparametric estimator that aggregates 
several 2× 2 DID comparisons of treated and never-treated groups. 

DID‘;g ¼ Ytreated;tþ ‘ − Ytreated;t − 1
� �

− Ycontrol;tþ ‘ − Ycontrol;t − 1
� �

where g is the treatment group that can vary in the first year of treatment (i.e. g ¼1992, 
1993, …, 2018); ‘ is the number of years after treatment (or posttreatment time periods) 
(i.e. ‘ ¼1, 2, 3, 4, 5); t is the year when the treatment occurs (e.g. the year someone loses 
their job), which is specified for each treatment group g; Y is the income of the treated or 
control group residualized for year, age and gender; and DID‘;gis the DID estimate for 
group g at ‘ periods after treatment, which shows the extent to which the difference in pre- 
versus posttreatment outcomes differs between treated and control groups. The outcomes 
for the control group are measured contemporaneously with the treated groups’ outcomes, 
at the specific period relative to the treatment timing.

We then aggregate these DID estimates across groups to reach aggregated estimates for 
each period ‘: 

δ‘ ¼
1
N

XN

g¼1

DID‘;g 

where N is the number of treated groups, and δ‘ is the DID estimate aggregated for all 
groups at period ‘. The effects of interest can then be calculated from δ‘ for each posttreat
ment year ‘. We divide estimates by the average outcome in the year before the job loss 
(similar to Ehlert 2012), so present them as percentage changes from the previous outcome. 

ρ‘ ¼ δ‘=Yt − 1 

The value for ρ‘ for the postgovernment household income is the cost of job loss; the dif
ference in ρ‘ between pre- and postgovernment household income is the state compensation, 
between individual earnings and household earnings models is the household compensa
tion, and 1-ρ‘ in the earnings model is the market compensation.

We prefer DID over more traditional two-way fixed effects (TWFE) models used in pre
vious literature due to concerns about the time-heterogeneity of effects. While R€uttenauer 
and Aksoy (2024) argue that TWFE with event study specifications generally perform simi
larly well, our observation period is relatively long, and heterogeneity of job loss effects 
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over time might differ across our four countries. Still, applying DID does not solve the iden
tification problems related to parallel trends, anticipation effects, and time-varying exogene
ity, but neither our aim nor our claim is to deal with these problems and identify causal 
effects. While many novel DID estimators have recently been proposed (see a review by 
Roth et al. 2023), we prefer this estimator as it allows nonabsorbing treatments i.e. moving 
in and out of job loss and account for treatment duration (i.e. durations of unemployment 
following a job loss—see Fig. A5 in Supplementary Data for an analysis of this). The ap
plied estimator adapts to non-absorbing by adjusting for overlapping treatments and avoid
ing double counting. To make these cases with multiple treatments comparable to other 
single treatment cases, the treatment effects are normalized for each group by their total 
treatment dose—aggregating their effects proportionally to the treatment doses received in 
each period. Normalization helps disentangle overlapping effects by scaling them to reflect 
contributions per unit of treatment change.

5. Results

5.1. Market as the main source of compensation
The findings show the market as the primary mechanism for compensation. Table 1
presents the average compensation levels across four countries. The values show what per
centage of the initial loss of earnings is reduced through the market, by the state and within 
the household on average within the 5 years following a job loss.

On average across all countries, market compensation replaces around 76 per cent of 
losses, while the compensation by the state and household is around 8 per cent and 13 per 
cent respectively. High market compensation is mainly due to high re-employment in the 
first year (varying between 60 per cent and 77 per cent across countries), even if generally 
with lower wages than previous employment (see Fig. 1). Beyond this general pattern, mar
ket compensation is higher in Denmark and Finland (around 80 per cent) and lower in 
Germany and the UK (around 70 per cent). Low market compensation is mainly due to low 

Table 1. Average market, state, and household compensation over the 5 years following a job 
loss in Germany, Denmark, Finland, and the UK.

Country DE DK FI UK Pooled

Market compensation 71.4% 82.2% 81.1% 69.0% 75.9%
(1.9) (1.5) (1.4) (4.8) (2.4)

State compensation 9.3% 9.7% 7.4% 4.6% 7.8%
(2.1) (1.5) (1.9) (5.2) (2.7)

Household compensation 15.4% 7.8% 9.4% 20.0% 13.2%

(2.5) (1.9) (2.1) (6.2) (3.2)

Notes: Market compensation shows earnings replacement, state compensation shows replacement of incomes 
through taxes and transfers, while household compensation shows a reduction in losses through earnings of 
other members in the household. The coefficients are rescaled, and so the values are presented as a percentage 
of the average outcome during the reference year (the year prior to the job loss). The estimates are derived from 
the diff-in-diff model described in the methods section. The values in parentheses show standard errors of 
the estimates.
Source: Author’s own elaboration.
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re-employment rate in Germany, and both low re-employment and low earnings replace
ment rates (i.e. quality of re-employment) in the UK. Despite providing similar levels of 
market compensation, re-employment is faster in Denmark, while the quality of re- 
employment is better in Finland.

These findings align well with our expectations given the mix of policies related to the la
bor market in these countries. Denmark’s flexicurity strategy combining flexible labor mar
kets with activation policies and generous unemployment insurance provides the highest 
market compensation mainly through quick re-employment in the short-term and quality of 
employment in the longer term. Finland provides similar levels of market compensation 
with a stricter EPL for regular workers, which leads to relatively slower re-employment, but 
with a higher quality job. Germany, another country with a stricter EPL, also shows a simi
lar pattern with a consistently high earnings replacement level and lower re-employment 
rate compared to other countries. The UK provides similar levels of market compensation 
to Germany despite having significantly lower levels of EPL and UI. The main reason for 
this outcome is the lower quality of re-employment i.e. lower earnings replacement rate.

Therefore, more flexible EPL and/or meager UI does not necessarily lead to high market 
compensation, while stricter EPL and/or generous UI does not necessarily prevent high mar
ket compensation. In the UK, market compensation in the first year is low despite low UI 
and less strict EPL. In Denmark, market compensation is generally high despite generous UI 
given its mixed with high flexibility, which helps to increase re-employment rate already 
within a year. In the longer-term, quality of re-employment i.e. earnings replacement also 
increases in Denmark, which might be partly a result of high UI and high ALMP that 
encourages workers to have better job matches and higher earnings progression. In Finland, 

Figure 1. Types of market compensation: re-employment and earnings replacement (among re- 

employed) over the 5 years following a job loss in Germany, Denmark, Finland, and the UK. 

Notes: Earnings replacement shows the percentage of previous earnings replaced by new employ

ment among job losers, and re-employment shows the rate of re-employment among job losers. The 

value for earnings replacement is rescaled so the values are presented as a percentage of the average 

earnings during the reference year (the year prior to the job loss). The estimates are derived from the 

diff-in-diff model described the methods section. The shaded areas show 95 per cent confi

dence intervals. 

Source: Author’s own elaboration.
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market compensation is also generally high despite strict EPL for regular workers and gen
erous UI, which possibly reduces the speed of re-employment, but increases the quality of 
job match by e.g. allowing time for job losers to find a more appropriate job. Relatively 
high spending of ALMP in Finland also possibly helps to increase the rate of re-employment 
in the longer term, especially when compared with the relatively lower re-employment rate 
in Germany. Germany’s mix of very stringent EPL for regular workers and generous UI po
tentially disincentivizes work due to a lack of attractive job opportunities relative to the 
benefit levels, as suggested by Biegert (2017). The results for the UK show that flexibility in 
labor market through less stringent EPL does not necessarily translate into higher re- 
employment or earnings replacement.

5.2. State compensation as the immediate buffer
Compensation provided by the state appears to be low across all countries. As shown in 
Table 1, it ranges from 5 per cent in the UK to 10 per cent in Denmark. The variation across 
countries fits expectations related to the level of generosity in social security. Yet, it seems 
to be more related to the benefits provided through UI schemes and less so through MIS for 
those on low incomes, as the compensation is higher in Germany than in Finland. As we 
have shown earlier, the generosity of UI schemes is relatively similar across Denmark, 
Finland, and Germany, while MIS is less generous in Germany. This then means that state 
compensation is important in the first year when job losers are still eligible for UI.

In Fig. 2, we present the level of state compensation over the 5 years following a job loss. 
In the first year, when unemployment insurance is provided more generously, the highest level 

Figure 2. State, market, and household compensation over the 5 years following a job loss in 

Germany, Denmark, Finland, and the UK. 

Notes: State compensation shows replacement of incomes through taxes and transfers, market com

pensation shows earnings replacement, while household compensation shows reduction in losses 

through earnings of other members in the household. The coefficients are rescaled, and so the values 

are presented as a percentage of the average outcome during the reference year (the year prior to the 

job loss). The estimates are derived from the diff-in-diff model described in the methods section. The 

shaded areas show 95 per cent confidence intervals. 

Source: Author’s own elaboration.
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of compensation is around 15 per cent to 16 per cent in Denmark and Germany, and they re
duce significantly over the following years, already halving after 2 years.

This variation over time possibly reflects the substitution between market and state com
pensation. Re-employment rate in Denmark and Finland reaches around 90 per cent to 93 
per cent in the fifth year, so most job losers possibly do not benefit from state compensation; 
on the other hand, in Germany, re-employment rate reaches around 74 per cent in the fifth 
year of job loss, so some job losers are still not re-employed and possibly benefiting from 
state compensation; yet they most likely do not receive UI due to exhaustion of eligibility, 
but MIS due to low incomes, which is less generous. In the UK, state compensation has 
been low across 5 years around 3 per cent to 7 per cent and not statistically significant 
through most of the period (except for the first year).

5.3. Household as the last resort
The level of household compensation seems to be mainly determined by the availability of 
other compensation types. Against our main expectation, average household compensation 
is around 8 per cent to 9 per cent in Denmark and Finland and relatively low compared to 
Germany (15 per cent) and the UK (20 per cent) (see Table 1). As argued earlier, household 
compensation comprises of the static effect of income pooling i.e. having other earners in 
the household when job loss happens, which provides the initial buffer, and the dynamic 
household labor response by increased earnings of other members in the household follow
ing a job loss. It is important to note here that static pooling is not a direct compensation 
per se, but the proportionate cost is lower if there are other earners in the household in the 
year of job loss. Theoretically, we expected static and dynamic household compensation to 
be higher in Nordic countries due to the higher prevalence of dual-earner households and 
greater defamilialization. However, our results indicate significantly higher household com
pensation levels in Germany and the UK.

In Fig. 3, we present how the static and dynamic household compensations have evolved 
over the 5 years following a job loss (see Supplementary Data for details on how each of 
these components is calculated). Denmark and Finland show lower compensation levels for 
both components. For example, static pooling on average is around 9 per cent in Denmark 
and Finland, while 13 per cent to 16 per cent in Germany and the UK. This average differ
ence is partly due to the fact that the compensation provided by static pooling significantly 
reduces over time in Denmark and Finland yet holds at a certain level for Germany and the 
UK. In addition, while the dynamic component is negligible in Finland and Denmark, it pro
vides significant compensation in the later years in Germany and the UK. Dynamic pooling 
appears to be more substantial in the UK than in Germany, especially in the later period.

Two factors may explain the lower household compensation in the Nordic countries. 
First, job loss in Denmark and Finland may disproportionately affect higher earners within 
households. On average, job losers in these countries contribute around 65 per cent to 75 
per cent of their household’s earnings (see descriptive statistics tables in the Supplementary 
Data), limiting the extent to which other earners can buffer income losses. However, this 
pattern is not markedly different in the UK and Germany, where job losers account for 
around 60 per cent of household earnings. Still, this difference in the earning profiles of job 
losers between the two country groups might partly explain the results.

Second, household compensation may be lower in the Nordic countries due to substitu
tion effects. In both Finland and Denmark, on average, around 90 per cent of income losses 
are replaced by state and market compensation, leaving little need for household support. 
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By contrast, in Germany and the UK, state and market mechanisms replace only 75 per cent 
to 80 per cent of the losses, increasing the burden on households. High state and market 
compensation can mechanically reduce the role of static pooling and disincentivize dynamic 
pooling in Denmark and Finland. In opposite, both the initial buffer provided by the pres
ence of other earners in the household, and dynamic household response through increased 
earnings are substantially more important in Germany and the UK.

These substitution effects are evident in how market and household compensations 
evolve over time (see Fig. 2). In all countries, household compensation tends to decline as 
market compensation rises. In Denmark and Finland, market compensation reaches around 
90 per cent to 93 per cent after 5 years, reducing the need for both state and household 
support. By contrast, in the UK and Germany, market compensation plateaus around 
80 per cent, and household compensation remains stable from the third year onward, likely 
compensating for the limited gains from the market. Overall, when state or market compen
sation falls short, households appear to be acting as a critical last-resort buffer against the 
economic consequences of job loss.

5.4. Are workers insured? Cost of job loss for household income
Considering these compensations, what is then the penalty of job loss in the short-term and 
long-term in different welfare states? Table 2 shows average penalties over the 5 years fol
lowing a job loss in the four countries. The estimates show the level of earnings, pregovern
ment household income, and postgovernment household income lost between the reference 
year and the average of the following 5 years, and presented as a percentage of the average 
outcomes in the reference years.

Figure 3. Types of household compensation over the 5 years following a job loss in Germany, 

Denmark, Finland, and the UK. 

Notes: Static pooling shows the reduction in loss of earnings due to having other earners in the 

household at the time of job loss, while dynamic pooling shows compensation of earnings loss by in

creasing the earnings of other members in the household. The estimates show the percentage of loss 

compensated by each component. The estimates are derived from the diff-in-diff model described in 

the methods section. The shaded areas show 95 per cent confidence intervals. 

Source: Author’s own elaboration.
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The estimates show significant losses in postgovernment household incomes, except in 
Denmark, averaging between 4 per cent and 6 per cent over the 5 years following job loss (an 
accumulated loss of 20 per cent to 30 per cent). The average cost of job loss is the lowest in 
Denmark, which is around 0. Denmark has consistently the lowest penalties on earnings, pre- 
and postgovernment household income. This is due to high market and state compensation.

The average cost of job loss is the highest in the UK, around 6 per cent. This is despite 
having the strongest household compensation among all countries. Earnings penalty is 
among the highest, but substantially reduced for pregovernment household income due a 

strong household compensation. The penalty for pregovernment household income is 
among the lowest in the UK. The final cost, however, is still the highest due to low state 
compensation.

The average cost of job loss is smaller in Finland and Germany, around 4 per cent to 
5 per cent. Among these countries, Germany has significantly higher penalty for earnings, 
around 29 per cent, compared to Finland’s 19 per cent. This significant country difference 
disappears for pregovernment household income due to higher household compensation in 
Germany. Similar state compensation between these countries leads to similar final cost of 
job loss on postgovernment household income. Therefore, despite different compensation 
strategies (more market compensation in Finland, more household compensation in 
Germany), the cost of job loss is similar across Finland and Germany.

This average picture, however, masks significant variation over time. Figure 4 shows the 
amount of postgovernment household income lost in the 5 years following a job loss in four 
countries, presented as a percentage of the average outcome in the reference year. Three 

comparative findings are important to emphasize.
First, in the short-term, the findings align with our expectations: job losers in the UK ex

perience the highest penalty (17 per cent), driven primarily by limited state and lower mar
ket compensation. While low state compensation was anticipated, slower and lower quality 
re-employment also appears to be a feature of the job loss experiences in the UK. In the first 
year, the UK has the highest penalty despite having the highest household compensation. In 

Table 2. Average cost for earnings and household income over the 5 years following a job loss 
in Germany, Denmark, Finland, and the UK.

Country DE DK FI UK Pooled

Earnings −28.6% −17.8% −18.9% −31.0% −24.1%
(1.9) (1.5) (1.4) (4.8) (2.4)

Pregovernment HH income −13.2% −10.0% −12.1% −10.8% −11.5%
(1.6) (1.2) (1.5) (3.9) (2.1)

Postgovernment HH income −3.9% −0.3% −4.7% −6.2% −3.8%

(1.4) (1.0) (1.2) (3.4) (1.7)

Notes: The estimates are the average over 5 years. Earnings show gross yearly individual labor earnings, pre- 
gov HH income shows the sum of household earnings and investment income, and post-gov HH income shows 
the sum of household earnings and investment income net of taxes and including social transfers. The coeffi
cients are rescaled, and so the values are presented as a percentage of the average outcome during the reference 
year (the year before the job loss). The estimates are derived from the diff-in-diff model described in the meth
ods section. The values in parentheses show standard errors of the estimates.
Source: Author’s own elaboration.
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contrast, other countries show similar levels of penalty but rely on different compensation 
mechanisms: Denmark and Finland combine high market and state compensation, while 
Germany combines high state and household compensation.

Second, the evolution of income penalty over time varies across countries, reflecting dif
ferences in the level and type of compensation, as well as the degree of substitution between 
them. In Germany and Finland, both characterized by generous unemployment benefits and 
strict employment protection, penalties increase in the second year as rising market compen
sation fails to offset declines in state and household support. This is largely due to stagnant 
re-employment rates, which limit gains from the market. From the third year onward, mar
ket compensation increases notably, but primarily substitutes for declining state and house
hold compensation, leading to only modest reductions in overall losses. In contrast, 
Denmark sees penalties disappear by the third year, as rising market compensation more 
than offsets reductions in state and household support. In the UK, penalties begin to decline 
significantly from the second year, driven by a sharp increase in market compensation 
(from 50 per cent to 73 per cent) and continued household compensation. By the fourth 
year, postgovernment household income penalties in the UK effectively vanish.

The third and final comparative finding concerns cross-country variation in the long- 
term cost of job loss. By the fifth year, average income penalties are largely compensated in 
all countries. In Germany and Finland, job losers still face small losses of around 1 per cent 
to 2 per cent, though the effect is only marginally significant in Finland. The most notable 
trajectory is that of the UK, where losses begin at 17 per cent but disappear by the fourth 
year, driven by rising market compensation and substantial level of sustained household 

Figure 4. Average cost of job loss over the 5 years in Germany, Denmark, Finland, and the UK. 

Notes: Post-government household income is defined as the sum of household earnings and invest

ment income net of taxes and transfers. The coefficients are rescaled, and so the values are presented 

as a percentage of the average outcome during the reference year (the year before the job loss). The 

estimates are derived from the diff-in-diff model described in the methods section. The shaded areas 

show 95 per cent confidence intervals. 

Source: Author’s own elaboration.
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compensation. These findings suggest that while compensation strategies vary, all countries 
ultimately succeed in compensating the long-term penalties. Importantly, substantial long- 
term earnings losses, particularly in countries with weaker market compensation like 
Germany and the UK, do not necessarily translate into persistent household income declines 
mainly as a result of household income pooling.

One factor that might affect differences in the cost across countries could be the dura
tion of unemployment following a job loss. To examine this, we have estimated the cost per 
month of unemployment following a job loss, and the estimates over time follow the exact 
same patterns in all countries. See Supplementary Data for results.

6. Discussion

In recent decades, job and income insecurity have become growing concerns in high-income 
countries. Kalleberg (2018) argues that deindustrialization, relaxed labor regulations, the 
rise of temporary contracts, and weakened collective bargaining have shifted employment 
risks from employers to employees, resulting in more jobs but with less security and lower 
quality. Others highlight that income insecurity has increased due to a shift in the responsi
bilities of social risks from the state and market to families and individuals (Hacker 2019; 
Western et al. 2012; Latner 2019; Hacker and Rehm 2022). Consequently, with declining 
employment and income protections, individuals are increasingly left to manage risks like 
job loss on their own (Andersen et al. 2023; Bed€uk 2023).

In this article, we examine the economic cost of job loss for household incomes and the 
extent and sources of compensation across different welfare states. Our findings show that 
household incomes decline significantly in the years following a job loss but return to levels 
prior to job loss in the long term. On average, in all countries except Denmark, individuals 
lose about 4 per cent to 6 per cent of their income annually over 5 years, amounting to a to
tal loss of 25 per cent to 30 per cent. These losses are most severe in the short term, particu
larly in the UK (around 17 per cent), but are relatively modest in the long term, especially in 
Denmark and the UK. In the fifth year of job loss, income returns to where they were prejob 
loss in all countries, but UK households lose more during this period, around 30 per cent to 
35 per cent relative to 15 per cent to 20 per cent in other countries.

Despite similar household income penalties, compensation strategies differ markedly 
across welfare states. Market compensation is the primary mechanism in all countries, but 
its level varies considerably, as do the roles of state and household compensation. In 
Denmark, high market and state compensation replace about 90 per cent of losses, leaving 
little need for household compensation. In contrast, Germany and the UK rely more heavily 
on household compensation due to limited market or state compensation. In the UK, de
spite having the strongest household compensation, low state compensation leads to sub
stantial short-term income losses. Finland follows a strategy similar to Denmark’s, 
combining market and state compensation, but with slightly less generous state support, 
resulting in higher long-term costs for Finnish households.

Considering this variation, some general patterns emerge in how different compensation 
mechanisms function. In the short-term i.e. the first 2 years of job loss, state compensation 
is the main driver of cross-country differences. Countries with generous UI, such as 
Denmark, Finland, and Germany, experience lower average penalties (4 per cent to 6 per 
cent in the first year), compared to the UK, where low UI replacement rates result in a 17 
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per cent penalty despite higher household compensation. In the long term, however, gener
ous social compensation does not necessarily translate into lower penalties, as MIS function 
more as a safety net rather than full income replacement. For example, from the third year 
of job loss, Denmark, Finland, and Germany provide significantly higher state compensa
tion than the UK, yet penalties decline more rapidly in the UK. Another factor explaining 
country differences in the short term is the market compensation. In the first year, 51 per 
cent of losses in the UK replaced through the market, compared to 60 per cent to 70 per 
cent in other countries. By the second year, market compensation levels, and as a result, 
household income losses converge across countries.

Market compensation is also what seems to mainly drive the variation in long-term pen
alties. Across all countries, it is the only compensation mechanism that increases over time. 
Therefore, the main mechanism for compensating losses in the long-term seems to be indi
vidual’s own effort to re-employ with good conditions. In all countries, rising market com
pensation outweighs the reduction in other compensations, gradually lowering income 
penalties. This is particularly true for Denmark, which shows a secular increase in market 
compensation, hence a secular decline in penalties. In other countries, although market 
compensation plateaus after the third year, it continues to contribute to recovery, particu
larly in the UK, where ongoing household compensation further mitigates long-term losses.

Overall, household compensation functions as a last-resort mechanism when state and 
market compensation fall short. It is lower in Denmark and Finland, despite high levels of 
defamilialization and dual-earner households, because generous market and state compen
sation reduce the need for income pooling within the household. Strong market compensa
tion lowers initial losses, while robust state compensation may reduce incentives for 
additional household labor. In opposite, limited state compensation in the UK shifts greater 
responsibility to individuals and families, who respond through long-term income pooling 
(static pooling) and increased labor force participation (dynamic pooling), consistent with 
Ehlert’s (2012) findings for the USA. These results highlight the strong elasticity of house
hold compensation: it appears as an important mechanism when market and state compen
sations are weak (as in the UK) and diminishes when they are sufficient (as in Denmark). 
However, household efforts alone are not sufficient to fully compensate income losses, as 
evidenced by the UK’s significantly higher short-term and cumulative income penalties over 
5 years.

These findings offer important policy implications. In the UK, while households act as a 
last resort, the short-term and accumulated costs remain substantial, underscoring the im
portance of robust UI schemes. State compensation, especially in the form of UI benefits, 
plays a critical role in protecting against income loss in the early years following job dis
placement. However, our results suggest the need to move beyond isolated policy instru
ments and consider the broader compensation strategies. Market compensation emerges as 
the primary mechanism for income replacement and can be high in countries with both gen
erous and limited UI systems, or with varying degrees of EPL. For instance, market compen
sation is strong in both Denmark (low EPL) and Finland (high EPL), when combined with 
generous UI and ALMPs. In Denmark, this works through rapid re-employment, while in 
Finland, it operates via high-quality job matches that ensure better earnings replacement. In 
contrast, market compensation is weaker in Germany with high EPL and generous UI, and 
in the UK with low EPL and meager UI, possibly due to low levels of ALMPs in both coun
tries. These findings align with recent cross-national evidence showing that earnings 
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scarring is less severe in countries with strong ALMPs (Bertheau et al. 2023), particularly 
when paired with generous UI (Biegert 2017). Nonetheless, we caution that our research de
sign does not allow causal identification of specific policy effects, and observed differences 
may also reflect broader macroeconomic conditions.

While our analysis focuses on average effects, the experience of job loss likely varies sub
stantially across social groups and country contexts. For instance, although job losers tend 
to occupy similar positions in the earnings and income distribution across countries, in 
Denmark, they are more often sole earners within their households. Without access to 
household compensation, these individuals will rely more heavily on market and state com
pensation. In contrast, similar single earners, particularly high earners in the UK, may face 
much higher costs, as they depend almost exclusively on market compensation in the absence 
of strong social insurance. Conversely, when a secondary earner loses their job, the overall 
cost may be modest as household income likely remains relatively stable due to static pooling.

Compensation patterns may also differ across the income distribution. In countries with 
greater assortative mating in earnings, higher-income households may face lower costs due 
to stronger household compensation. State support is likely to be more generous at the 
lower end of the distribution in the UK due to its means-tested social assistance, while rela
tively equal across the distribution in other countries, especially in Germany, due to 
earnings-related insurance schemes. Investigating these heterogeneities would provide valu
able insights and a meaningful contribution to the literature.

Our analysis is limited in several respects. First, comparability of measurement between 
administrative and survey data could be a potential problem for comparing estimates across 
countries. In Supplementary Data, we discuss in detail possible limitations. We believe there 
could be one major issue related to the underreporting of public transfers in survey data 
that might lead to underestimation of state compensation and overestimation of the cost of 
job loss in Germany and the UK compared to the other two countries with administrative 
data. Second, we evaluate household compensation mainly based on earnings of other 
members, but not considering the effect of familial ties and support such as cash or in-kind 
support from other households (e.g. parents). Ehlert’s (2012) finding for singles, however, 
shows that such transfers provide limited compensation. As our interest is only on house
hold incomes, we also do not consider other household responses for consumption smoothing 
such as dissaving, borrowing, or other financial strategies e.g. related to loan or mortgage, 
which could be useful extensions. Lastly, while comparing four countries gives us important 
comparative evidence, a more systematic assessment of institutional characteristics could be 
made with a more comprehensive design. For example, Mediterranean countries tend to have 
higher earnings penalties to job loss and whether household compensation can substitute such 
earning losses similar to the UK is an interesting question given that these countries have rela
tively strict EPL and strong family ties, but low rates of two-earner households.

Recent scholarship highlights growing public demand for state protection against the fi
nancial risks of life course events, with exposure to such risks emerging as a driver of social 
and political preferences (Rehm 2016; Rueda and Stegmueller 2019). Income protection 
matters for all income groups, but especially for individuals lacking sufficient private 
resources. Modern welfare states can meet these needs through a combination of social in
surance and MIS adapted to the labor market and household structures of the 21st century 
(Atkinson 2015).
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A substantial body of economic research shows that well-designed UI yields significant 
positive effects on re-employment speed and job quality, with minimal disincentive effects 
on the duration of nonemployment (Schmieder, von Wachter, and Bender 2016). However, 
as a short-term policy, UI often fails to adequately cover marginalized groups, particularly 
those in nonstandard employment (Immervoll et al. 2022). To address these gaps, UI should 
be complemented by generous MIS that provide a comprehensive safety net. Additionally, 
effective insurance against job loss requires policies that facilitate retraining and skill devel
opment and improve job matching and quality. These broader efforts recognize the critical 
role of market-based compensation in protecting individuals from the consequences of job 
loss (Von Wachter 2019).
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