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Abstract
Large and persistent earnings losses following displacement have adverse consequences for the
individual worker and the macroeconomy. Leading models cannot explain their size and disagree
on their sources. Two mean-reverting forces make earnings losses transitory in these models: search
as an upward force allows workers to climb back up the job ladder, and separations as a downward
force make nondisplaced workers fall down the job ladder. We show that job stability at the top rather
than search frictions at the bottom is the main driver of persistent earnings losses. We provide new
empirical evidence on heterogeneity in job stability and develop a life-cycle search model to explain
the facts. Our model offers a quantitative reconciliation of key stylized facts about the U.S. labor
market: large worker flows, a large share of stable jobs, and persistent earnings shocks. We explain
the size of earnings losses by dampening the downward force. Our new explanation highlights the
tight link between labor market mobility and earnings dynamics. Regarding the sources, we find that
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