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Spain’s Dual Labor Market

~206 % Why does duality matter?

Temp. rate before reform X . o
» Human capital: short-horizon contracts depress training

~ 2x EU average . . R .
( &) incentives for firms and workers alike

V)
>30 A) » Inequality & volatility: temporary workers bear the

Historical peak, mid-2000s disproportionate burden of recessions
(fell in GFC, rebounded) . . .
» Revolving door: in Spain, temporary contracts rarely

1 984 serve as stepping stones to permanent employment,

Duality origin: Employment Promotion especially for young low-education workers
Temp. Contract; reforms 1994-2012

all with limited success

2.6M

Temporary workers .
affected (2021) Central question

» Macroeconomic: dual markets linked to structurally
elevated unemployment and lower aggregate TFP

Did the 2022 reform genuinely improve employment
quality, or did it mainly relabel existing arrangements?
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Royal Decree-Law 32/2021 — What Changed?

28 Dec 2021 31 Mar 2022
Approved Fully effective
| |
| |
| |
| |
| |
| |
. . . @ . . ] . .
2%51:1 Nov Dec 2J6'1|2n2 Feb Mar Abr May 2J0u2n2
1 Apr 2022
Our cutoff
Control 2 Control 1 Treatment

(preferred) Sep—Dec 2021

(1) Obra/servicio
abolished

Project-based temp
contract virtually
eliminated — was the
most-used temporary
arrangement pre-reform.

Felgueroso, Garcia-Pérez, Jansen, Jiménez-Martin, Pérez

(parc. tratado) Jan—Mar 2022

Apr—Jun 2022

> Reform approved 28 Dec 2021: anticipation possible = partial contamination

(2) Cap on ‘eventual’

Production-needs
contracts capped at 6
months (12 by sectoral
agreement).

(3) Fijo-discontinuo
expanded

New
permanent-discontinuous
contract for seasonal work
previously handled with
chains of temp contracts.

Preliminary draft

(4) Penalties & bargaining

Stricter fines for chains
>18 months in 24; sectoral
agreements given priority
over firm-level deals.
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Related Literature I — Duality and Employment Protection

General theory / other countries Spain — pre-2022 context

» Blanchard & Landier (2002): Two-tier reforms can » Felgueroso, Garcia-Pérez, Jansen & Troncoso
perversely increase turnover — flexible entry on (2018): Surge in very short-duration contracts
temps with rigid permanent protections lowers post-2012; ~40% of new contracts lasted <1
total match surplus. [France; theory] month. [Spain; De Economist]

» Boeri (2011): Reforms liberalising only the margin » Garcia-Pérez, Marinescu & Vall Cast. (2019):
without touching permanent contracts entrench 1984 liberalisation raised short-run
duality. [General; theory] employment but cut days worked (—4.5%) and

earnings (—9%) over 10 years — “dead end”

» Cahuc, Charlot & Malherbet (2016): Social costs not stepping stone. [E] 129(620)]
of duality — lower human capital, depressed TFP,

Elias & Redondo (2025): 1997 reform =-
substantial temp-to-perm substitution for
youth; wage gains via improved outside
options. [WP 2025]

higher inequality. [General; theory] >
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Related Literature II — Evidence on the 2022 Reform

Quasi-experimental / causal

» Conde-Ruiz et al. (2023): Contractual temporality fell Gap this paper fills
sharply but empirical job duration unchanged; firms
substituted temp. contracts with equally short
fijos-discontinuios.

No existing study combines:

» A sharp RDD + DiDC causal design
. ) » Two vulnerable groups (young entrants and
» Felgueroso et al. (2026, forthcoming)(our first older workers)

resentation today=: . . .
P y » Sequential, multi-dimensional employment

quality outcomes

Institutional / descriptive > Administrative MCVL data with full
employment histories

» BdE (2024): Temp. fell 25%—14%; rotation x2; survival
only modestly higher. Descriptive

» IMF (2024): RegxSecxOcc design; temp. fell, job
stability uncertain; limited statistical power. B/A

» AIReF (2025): +0.6 pp exit to employment; gains
concentrated in youth; older workers improve less. B/A
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Data and Research Design

[ DESIGN |
Data: MCVL Pop. 1: Young (16-39) Pop. 2: Older (52-60)

> 4% raTu.:lom s.am.plle of all » First employment spell in » Contrib. unemp. (TRL=751,
SS-affiliated individuals window excl. ERTE), non-contrib.

» Exact spell dates, 100+ contract » Treated: Apr-Jun 2022 subsidy, or conv. especial

des, contribution b
ol connbuion b b ot ooz > Syt i
§e3) P > Reform approved 28 Dec 2021: windaows

» Restricted to: private-sector anticipation possible = partial » Control for covariates at age
salaried workers; excludes contamination 50 + demographics
felf"“imployfd' Ft’“bhc'sec.tf’r)' > Control 2: Sep-Dec 2021 » matching? (CEM?, IPW?,
T EORIEES (ool (preferred) Control for other?)

and replacement contracts b A
(interinidad) grap

» DiDC counterf.: 2018/2017

Outcomes (3 phases) » matching? (CEM?, IPW?,
other?)

Ph. 1 (older only): exit from
inactivity

Ph. 2 (both): Pr(permanent contract)
Ph. 3 (both): days worked (0-182),

part-time, initial daily wage
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Descriptive: Mean Entry Age by Origin — Young Workers

Edad media de entrada por afio
354

304 \—/\/
— Nativos
— Inmigrantes

T

R I O

Afio de entrada

Edad media

25

20

Mean age at first employment spell per year, young workers
(16-39). Nativos: born in Spain; Inmigrantes: not born in
Spain. Source: MCVL.

Felgueroso, Garcia-Pérez, Jansen, Jiménez-Martin, Pérez - Preliminary draft

» Persistent ~8-year gap: immigrants

enter at ~30 vs. ~22 for natives —
reflects that immigrants arrive as adults
with prior experience abroad.

Diverging trends: natives’ entry age
declining (earlier school-to-work
transitions); immigrants’ rising
(compositional shift toward older arrival
cohorts).

2020 COVID spike: youngest workers
delayed entry, temporarily raising the
aggregate mean.

Reform effect on entry age:
Unconclusive from the figure.

DESCRIPTIVE
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Descriptive: Stocks and Exit Rates — Older Workers

Evolucién mensual en niveles por situacién Probabilidad de salida a empleo por situacién

g
] o 4
; — CE E — CE
2 —— SUB = —— SUB
8 —— PC (solo 751) E —— PC (solo 751)
2
MWWM*"”‘”
04 . o
20|ka 201ém1 Zuliﬁml 2026m1 EUzéml 202‘4!“‘ 20|‘4m| EDI;iml 20|‘8m1 2021']"“ ZOEém1
Ano-mes Afio-mes
Monthly stock by TRL code, 2014-2024. Left: ERTE Monthly exit probability to employment by TRL code.
(TRL=752); Right: non-ERTE. Dashed line: Apr 2022. Same period.

» ERTE stock peaked at >120K during COVID; exits driven by employer recall, not job search — motivates exclusion
from main analysis.

» TRL=751 (non-ERTE contributory): largest group, exit rates 5-15%, visible downward shift post-April 2022.
» TRL=753 (subsidy >52): higher and more volatile exit rates (40-60%), strong seasonal pattern.
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Empirical Strategy I — Reduced-Form Designs

Regression Discontinuity Design (RDD)

Y; = a + B TreatedPost; + X}y +¢;

B = discontinuous change at the April 1, 2022 cutoff. Threat: seasonal patterns and potential
anticipation by firms/workers during Jan-Mar 2022.

Difference-in-Discontinuities (DiDC) [Grembi, Nannicini & Troiano, 2016]

Y; = « + By Treated; + B2 Post; + B3 TreatedPost; +X:-'y + &
\_.\/_/
reform effect, net of seasonality
B3 nets out seasonal patterns using 20172018 cohorts. DiDC-1 (vs. Jan-Mar): may be biased by
anticipation. DiDC-2 (vs. Oct-Dec): preferred benchmark.

Identification assumption

In the absence of the reform, outcomes would have evolved smoothly across the April 1 threshold (RDD), and
the seasonal gap between treated/control quarters would have remained constant across reform and pre-reform
cohorts (DiDC).
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Empirical Strategy II — Structural Form

Objective: separate the contract-type channel from residual reform effects

The structural equations embed TC; (permanent contract indicator) as a mediator. J; captures the
baseline permanent-contract premium; d4 captures how this premium changed after the reform (the

“relabeling test”).

RDD structural form. Valid under exog. of TC (questionable)

Y; =a+ P TreatedPost; + & TC; +085 (TC; x TreatedPost;) +Xky +¢;
—_—— NI

residual reform effect ~ perm. premium 02 <0 = relabeling

DiDC structural form. Valid under exog. of TC (questionable)

Y; = a + B1 Treated; + B2 Post; + B3 TreatedPost;
—_— ——

residual reform effect

+61 TC; + 62 (TC;x Treated;) + 03 (TC; x Post;) + 84 (TC; x TreatedPost;) +Xy +¢;

04 <0 = relabeling
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Results I — Exit from Inactivity, Older Workers (52-60)

» All estimators agree in sign: convergence only
after excluding ERTE. Pre-reform exit rate:
27.9% (compl) / 24.6% (comp?2). Effects:
RDD —10.8%, DiDC-1 —5.4%, DiDC-2 —7.7%

Effect on Pr(exit to employment), pp

TreatedPost  (t-stat) % of ctrl

Pre-reform (ctrl) 27.0% comp1 of the pre-reform level.

nyYe _ _ 0 . .
RDD 3.0 pp  (—10.65) 10.8% » Mechanism: restricting temporary contracts
DiDC-1 —15"pp  (-2.88) —54% raised the cost of short-horizon trial hires; firms
Pre-reform (ctrl) 20.6% comp2 less willing to absorb older unemployed workers.
DIDC-2 ~19%pp  (—3.65) —7.7%

» Gender (DiDC-2): women gain +4.6 pp
Gender interaction (DiDC-2): (+18.7% of ctrl); net female effect near zero —

Female 465 pp (4.47) 118.7% men bear the full exit reduction of —1.9 pp.

» By benefit status: effect concentrated among
contributory unemployed (RDD: —8.6 pp,
—30.8% of ctrl 28%); convenio especial
participants unresponsive.
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Results II — Contract Type: Permanent vs. Temporary

Effect on Pr(permanent contract), pp

» Young (DiDC-2 pref.): base comp2 ctrl
RDD  DiDC-1 DiDC-2 15.7% — +31.7 pp (+202%) = post

~ 47% — reform tripled access (3.0x).
A. Young entrants (16-39) RDD/DIDC-1: +52%/+66% of

Pre-reform (ctrl) 32.0% 32.0% 15.7% compl ctrl 32.9%.
$okok *okk *kk

TreatedPost ~ 17.17"  21.7 317 » Older (DIDC-2): base comp2ctrl 33.6%
% of ctrl +52% +66% +202% — 4236 pp (+70%) = post & 57%
B. Older workers (52-60) (1.70x). Gender: men +30.7 pp;

women net +14.4 pp (int.

Pre-reform (ctrl) 39.1% 39.1% 33.6% *163*** pp)

TreatedPost  —0.5 6.3%%* 23.6%"*

» Subsidy recipients (DiDC-2): +29.0 pp
(+86% of comp? ctrl); all estimators
< Female (DiDC-2): +16.3*** pp (int. —16.3""* pp) agree (20-29 pp).

% of ctrl -1% +16% +70%

C. Subsidy recipients only But what kind of permanent contract?

Pre-reform (ctrl) 39.1% 39.1% 33.6%
TreatedPost ~ 20.4***  21.4*** 29.0%**
% of ctrl +52% +55% +86%
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Results IIb — Nature of Permanent Contracts: Fijo-Discontinuo vs.

Ordinary

Pr(fixed-discontinuous | permanent), pp change

RDD DiDC-1 DiDC-2

Young entrants (16-39) — unconditional Pr(fijo-disc.)

Pre-reform (ctrl) 17.6% 17.6% 16.9%
TreatedPost  +18.3""*  413.9%** +16.3"%*
% of ctrl +104% +79% +96%

Older workers (52-60) — Pr(fijo-disc. | permanent)

Pre-reform (ctrl) 54.7% 54.7% 58.8%
TreatedPost ~ —12.4*** +1.2 —9.6**
% of ctrl 22.7% +2.2% 16.3%

Felgueroso, Garcia-Pérez, Jansen, Jiménez-Martin, Pérez

Preliminary draft

» Young: fijo-discontinuo unconditional

probability doubles — from 17.6% (compl) to
35.9% RDD (+104%); from 16.9% (comp2)
to 33.2% DiDC-2 (+96%). Explains why days
worked gains are muted: structured inactive
periods accumulate no employment days.

Older: reform-induced permanents are
predominantly ordinary. The fijo-discontinuo
conditional share falls: from 54.7% (compl)
to 42.3% RDD (—22.7%); from 58.8%
(comp2) to 49.2% DiDC-2 (—16.3%).

Implication: the employment-quality gap
between young and older workers traces
directly to this composition divergence.
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Results IIc — Cause of Exit: Voluntary Quits and Probation Dismissal T

» “Other” exits fall sharply (—5.5 to
—5.9pp, DIDC***; —8 to —10% of
pre-reform base). Decline mirrors the

Avg. marginal effects of TreatedPost, A Pr (pp)

Multinomial logit: {no exit, other, causa51, causa85}. Young (16—39).

Outcome RDD  DiDC-1 DiDC-2 shift away from temporary contract
expiries.
No exit (causa=0)
APr(pp)  —12" 104 104 » Voluntary quits rise (43.4 to +4.1 pp,
% of pre ctrl —90.7% +3.8% +4.3% DiDC***; +17% over base). Workers

in a fijo-discontinuo quit rather than

Other exits (causa=1) ) e .
wait for dismissal, preserving

:er(:izrl ;lj fogo/ 7,5:,/ unemployment-benefit eligibility.

Voluntary quit (causa =51) » Probation dismissals rise sharply
APr (pp) 109 a1 1340 (+1.4 to +1.7 pp, all estimators™*;
% of pre ctrl  +3.8% +17.2% +16.8% +26 to +32% over base).

Reform-induced permanent contracts
cover more marginal matches; firms
screen harder during probation.

Probation dismissal (causa = 85)

APr (pp) +1.6%* 41.4% 1.7

% of pre ctrl +29.0% +26.2% +31.6%
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Results IId — Cause of Exit: Older Workers (52—60)

Avg. marginal effects of TreatedPost, A Pr (pp)

Multinomial logit: {no exit, other, causa51, causa85}. Older (52-60).

Outcome RDD DiDC-1 DiDC-2
No exit (causa=0)
APr (pp) +0.85 ~0.34 +5.16%+
% of pre ctrl +15.6% —7.8% +416%"
Other exits (causa =1)
APr(pp)  —222°F  +1.09 —8.01"+*
% of pre ctrl —2.6% +1.2% —8.5%
Voluntary quit (causa =51)
APr (pp) +0.64 ~0.04 +3.05°
% of pre ctrl +14.5% ~1.3% +136%"
Probation dismissal (causa = 85)
APr (pp) +0.73 ~0.70 —0.21
% of pre ctrl +18.1% —22.4% —7.9%

Felgueroso, Garcia-Pérez, Jansen, Jiménez-Martin,

Pérez

Preliminary draft

» “Other” exits fall (RDD: —2.2 pp™**,

—3%; DIDC-2: —8.0pp™**, —9%).
From a pre-reform base above 86% —
temporary contract expiries replaced
by conversions.

Voluntary quits rise (DiDC-2:
+3.1pp***). Percentage increment is
large (4+136%) due to a very low
pre-reform base in the DiDC-2 window
(2.3%); similar mechanism to young
workers.

Probation dismissals: no significant
effect in any estimator — contrast

with young workers where they rise
+26-32%.
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Results III — Days Worked, First 6 Months (Reduced Form)

Effect on days worked (first 6 months)

» RDD/DiDC-1 biased downward by
summer terminations and anticipation.
DiDC-2 preferred (comp?2 ctrl: young
62.3d, older 100.6 d).

» Young (DiDC-2, +4.9d): +7.9% of the
pre-reform comp?2 ctrl of 62.3 days. Gain

RDD DiDC-1  DiDC-2

Young entrants (16-39)

Pre-reform (ctrl, days) 93.8d 93.8d 62.3d

TreatedPost  —13.8*** +1.5 +-4.9***

7 of el e ae% e is modest — fijo-discontinuo inactive

Older workers (52-60) periods absorb the improvement.

Pre-reform (ctrl, days) 83.2d 83.2d 100.6d » Older (DiDC—Q, +12.1 d) +12.0% of the
TreatedPost ~ —17.2%**  —8.3** 112 1%** pre-reform comp?2 ctrl of 100.6 days.

Larger gain consistent with ordinary
permanent contracts providing genuine
Part-time incidence (both groups) additional employment.

% of ctrl -20.7% —10.0% +12.0%

TreatedPost ~ 0, uniformly not significant » Part-time: no meaningful change —

hours structure unaffected.
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Results IIIb — Days Worked,30 Months (Reduced Form)

» Young (DiDC-2, +11.5d): +9.0% of
comp2ctrl 127.6d (n.s., t ~ 1.9). Gain
does not compound — fijo-discontinuo
inactive periods accumulate over 30

Effect on days worked (first 30 months)

RDD DiDC-1 DiDC-2

Young entrants (16-39) months.

Pre-reform (ctrl, days) 206.9d 206.9d 127.6d » Older (DiDC-Q, +54.4 d) +24.0% of
TreatedPost —27.3"**  49.1 +11.5 comp2ctrl 226-?"3‘ (t =9.47).

et . aa o Emplo?/ment gains compound strongly

— ordinary permanent contracts

Older workers (52-60) provide durable employment.

Pre-reform (ctrl, days) 189.9d 189.9d 226.3d > Asymmetry deepens: at 30 months the
TreatedPost  —15.4**  —2.3 +54.4" quality gap between young (relabeling)

% of etrl s1% 12% 2a.0% and older (genuine stability) is far wider

than at 6 months.
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Results IV — Initial Daily Wages

Effect on initial daily wage (€, reduced form)

RDD DiDC-1  DiDC-2

Young entrants (16-39)
TreatedPost +1.5% —-0.7 +1.1

Older workers (52-60)
TreatedPost ~ —17.1"**  —12.2% +6.8

Part-time penalty (both groups)
Brp —15 to —28 € /day (highly sig.)

Felgueroso, Garcia-Pérez, Jansen, Jiménez-Martin, Pérez

Preliminary draft

Young: reform effects small/insignificant
in DiDC. Wage growth mainly from
minimum wage policy.

Older: RDD shows —17.1 €/day. Likely a
composition effect — harder-to-place
workers re-enter at lower-wage jobs.

Nativity heterogeneity (structural):
native Spaniards gain +2-5 €/day;
non-native workers lose —3-5 € /day
despite similar contract-type gains.
TCx TreatedPost: —11.3 €/day for
non-natives (RDD***),

Part-time status dominates the wage
equation (—15-28 €/day).
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Results V— The Relabeling Hypothesis (Structural Form)

Yi=...+ 31
——

TC +

perm. premium

)

02 <0 = relabeling

Young entrants (16-39)

Days worked (6 m) Days worked (30m) Wage (€/d)

RDD structural

61: (pre ref.) perm. premium +49%* d +242% d +10.5"* €

8p: TC x TPost —13***d —126"** d —9.1"* €

Discount 21% 52% 87%
DiDC-1 structural

61: (pre ref.) perm. premium +A47 d +280%** d +8.3"* €

8p: TC x TPost —25*** d —134** d —6.9" €

Discount 53% 48% 83%
DiDC-2 structural (preferred)

61: (pre ref. ) perm. premium +56*** d +306*** d +9.2"* €

b0 TCx TPost 377 —178"** d —32 (ns)

Discount 66% 58% 35%

Felgueroso, Garcia-Pérez, Jansen, Jiménez-Martin, Pérez

Preliminary draft

RESULTS

(TC; x TreatedPost;) + ...

Interpretation

The pre- reform premium of starting with a
TC contract (200-300 days in two and a
half years) gets significantly reduced
(-58%) because of the reform.

Drawback

Potential endogeneity of TC not accounted
for. Plausible IV: predicted (ex-ante) type
of contract.
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Results Vb — Days Worked, Older Workers (Structural Form)

Structural estimates — older workers (52-60)

Days worked Wage (€/d)
6 months 30 months
RDD structural
61: (pre ref.) perm. premium +79* d +234** d +8-12€
821 TCx TPost —40*** d —38"* d Impr.
Discount 51% 16% —
DiDC-1 structural
61: (pre ref.) perm. premium 492 d 4216 d +8-12€
b2: TCx TPost —7*d —78"* d Impr.
Discount 8% 36% —
DiDC-2 structural
81: (pre-ref) perm. premium 486" d +201*** d +8-12€
d3: TCx TPost -3d(ns.) +25d (ns.) Impr.
Discount <5% — —
Drawback

» Large baseline premium : Starting

with a permanent contract carries a
significant premium +79-+92

additional days (6) and +201-+234
days (30 m) vs. temporary contracts.

Relabeling discount at 30 m: RDD
16%, DiDC-1 36%; DiDC-2 n.s.
Notably larger at 30 m than at 6 m for
DiDC-1, consistent with
fijo-discontinuo inactive spells
accumulating over time.

Contrast with young workers: at

30 m young workers show 48-58%
discount in the prereform premium vs.
16-36% for older — the
fijo-discontinuo drag is proportionally
smaller for older workers.

Note: TC; is treated as exogenous conditional on covariates. Endogeneity of TC; is not corrected.

Plausible instrument: predicted (ex-ante) type of contract

Felgueroso, Garcia-Pérez, Jansen, Jiménez-Martin, Pérez

Preliminary draft
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Heterogeneity — Older Workers by Benefit Status

Contrib. unemp. Subsidy recipients

(TRL=751, non-ERTE) (subsidio > 52)

Exit to employment (TreatedPost coefficient, pp)
RDD —8.6%**

1.5
DiDC-1 —4.2% —3.8"*
DiDC-2 —1.2 (ns.) —2.1%

Permanent contract, cond. on exit (TreatedPost coefficient, pp)
RDD 7.7 +20.4%%*
DiDC-1 ~0 (ns.) 421,47
DiDC-2 +20.8"** +29.0%**

» Contributory: largest exit reduction (RDD: —8.6 pp); estimator-sensitive due to seasonality
Women gain —16.3 pp less in permanent contracts than men (14 vs. 31 pp, DiDC-2).

» Subsidy recipients: most consistent — all estimators agree on large contract-type increase
(20-29 pp). No gender asymmetry in contracts.

Felgueroso, Garcia-Pérez, Jansen, Jiménez-Martin, Pérez Preliminary draft
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Heterogenelty —_ Young Entrants by Nat1v1ty HETEROGENEITY

Outcome (DiDC range) Native Spaniards Non-natives
Permanent contract +16-28 pp (all sig.) +18-37 pp (all sig.)

Days worked (structural d5) —20 to —40 days —9 to —33 days
Part-time ~0 ~0

Wages, reduced form +2.3 to +4.5 €/day —2.8 to —4.8 €/day
Wages, structural TCx TP ~ 0 (n.s.) —11.3 €/day (RDD***)

Key finding
Non-native workers received the legal form of permanence without commensurate wage gains

— the purest illustration of contract relabeling in the sample. Concentrated in agriculture,
hospitality, and construction.
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:
Conclusions

1. Primary objective achieved: permanent contract probability rose by 17-32 pp for young workers
and 6-24 pp for older workers (excl. ERTE). Effects largest and most consistent for subsidy
recipients (20-29 pp across all estimators).

2. Unintended margin effect: the reform reduced exit from unemployment to employment for older
workers by 1.5-3.0 pp (all estimators now agree after ERTE exclusion). Restricting temporary
contracts raised the cost of short-term trial hires.

3. Relabeling, not paradigm shift: Structural estimates reveal a 27-67% discount in the pre-reform
job duration premium and a 30-90% discount in the wage premium for reform-induced permanent
contracts relative to pre-reform ones. The fijo-discontinuo expansion reclassified arrangements
without commensurate stability gains.

4. Distributional asymmetry: native Spaniards experienced modest genuine wage gains (+2-5
€ /day). Non-native workers saw wage declines (—3 to —5 €/day) despite equivalent
contract-type gains.

The 2022 reform curbed duality in statistical terms. Shifting the paradigm in substantive job
quality requires longer time horizons, further structural adjustment, and possibly
complementary wage and trammg policies.
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