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Abstract

This paper analyzes the impact of job insecurity perceptions on individual well-being.

While previous studies on the subject have used the concept of perceived job insecurity

rather arbitrarily, the present analysis explicitly takes into account individual perceptions

about both the likelihood and the potential costs of job loss. We demonstrate that any

model assessing the impact of perceived job insecurity on individual well-being potentially

suffers from simultaneity bias yielding upward-biased coefficients. When applying our

concept of perceived job insecurity to concrete data from a large household panel survey we

find the true unbiased effects of perceived job insecurity to be more than twice the size of

estimates that ignore simultaneity. Accordingly, perceived job insecurity ranks as one of the

most important factors in employee well-being and paradoxically can be even more harmful

than actual job loss with subsequent unemployment.
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1 Introduction

Perceived job insecurity has been a recurring theme in sociology, organizational psychology

and other fields of the social sciences. While economists are accustomed to focusing on

objective labor market outcomes, such as wages or objective unemployment risk, the analysis

of entirely subjective concepts such as perceived job insecurity can provide valuable insights.

After all, one can argue that it is individuals’ perceptions of reality rather than objective

features of reality that determine individual behavior.
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