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Abstract

For whom has earnings risk changed and why? To answer these questions, we develop
a filtering method which estimates parameters of an income process and recovers persistent
and temporary earnings for every individual at every point in time. Our estimation flexibly
allows for first and second moments of shocks to depend upon observables as well as spells
of zero earnings (i.e. unemployment) and easily integrates into theoretical models. We ap-
ply our filter to a unique linkage of 23.5m SSA-CPS records. We first demonstrate that our
earnings-based filter successfully captures observable shocks in the SSA-CPS data such as
job switching and layoffs. We then show that despite a decline in overall earnings risk since
the 1980s, persistent earnings risk has risen for both employed and unemployed workers,
while temporary earnings risk declined. Furthermore, the size of persistent earnings losses
associated with full year unemployment has increased by 50%. Using geography, education,
and occupation information in the SSA-CPS records, we refute hypotheses related to declin-
ing employment and wages among routine workers, declining employment prospects for
low-skill workers, as well as geographically concentrated increases in risk around the Rust-
Belt. Instead, we provide evidence that the rise in persistent earnings risk is a high-skill
worker phenomenon. Lastly, we find that rising persistent earnings risk while employed
(unemployed) leads to welfare losses equivalent to 1.8% (0.7%) of lifetime consumption,
and larger persistent earnings losses while unemployed leads to a 3.3% welfare loss.
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