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La industria de servicios privados de empleo gener6 unos ingresos de unos 495 mil millones de
euros en todo el mundo en el afio 2019. Dicha industria ofrece una amplia variedad de servicios
de intermediacion laboral, siendo su actividad principal el lamado “empleo a través de agencias”.
Las empresas de trabajo temporal (EET’s) ofrecen a sus empresas clientes la mano de obra de
los trabajadores temporales que contratan, mientras son responsables de todas las obligaciones
laborales para con los mismos.

El empleo a través de ETT’s ha experimentado un crecimiento sustancial en la mayoria de los
paises desarrollados desde la década de 1990. El numero de trabajadores aumenté de 8,9
millones en 2006 a 49 millones en 2019. El 39% de estos trabajadores se concentra en Europa

Yy nueve paises europeos se encuentran entre los quince mercados mas grandes del mundo. El
crecimiento del empleo a través de ETT’s ha sido particularmente pronunciado en paises con
mercados de trabajo histéricamente regulados, y es en parte consecuencia de la desregulacién
de esta forma de empleo con el fin de dinamizar los mercados laborales. Se suele argumentar
que las ETT’s ofrecen una mayor flexibilidad a las empresas para adaptarse a las fluctuaciones
de demanda y reducen los costes laborales (como por ejemplo, prestaciones, pensiones,
licencias por enfermedad y vacaciones).

Por todo ello, en las ultimas dos décadas se ha generado un intenso debate académico y politico
sobre cémo este tipo de empleo afecta a las condiciones laborales de los trabajadores. Este
articulo presenta un analisis empirico del efecto de tener un contrato a través de una ETT, en
lugar de un contrato temporal directo, sobre la duracion del empleo temporal. Nuestras
estimaciones permiten estudiar el efecto de las ETT’s sobre la probabilidad de transicion a
diferentes destinos laborales: empleo permanente, empleo temporal, o desempleo. Utilizamos
datos administrativos espafioles (Muestra Continua de Vidas Laborales) y nuestro periodo de
estudio abarca la expansion economica (2004-2007), la crisis econéomica (2008-2012) y el
periodo de recuperacion (2013-2017). Asi, podemos evaluar el efecto del empleo a través de
ETT’s en tres fases diferentes del ciclo econémico.

Espana es un caso particularmente interesante, dadas sus elevadas tasas tanto de desempleo
como de empleo temporal. El mercado espafiol de ETT’s ocup6 el puesto 12 a nivel mundial en
2019, generando unos ingresos de 5.600 millones de euros. Su participacion en el empleo total
fue del 4% en 2019, aunque su peso en el nimero de nuevos contratos firmados fue mucho
mayor, alrededor del 10%. Estas cifras son sustancialmente mas elevadas entre los trabajadores
de baja cualificacion. Por ello, nuestro analisis empirico se centra en una muestra relativamente
homogénea de trabajadores que tiene como maximo estudios de nivel secundario. Ademas,
nuestro modelo también tiene en cuenta el hecho de que los trabajos temporales en Espafia
tienen duraciones cada vez mas cortas.

Nuestros resultados indican que tener un contrato temporal a través de una ETT en lugar de un
contrato temporal directo aumenta la probabilidad de entrar al desempleo. También encontramos
que estos trabajadores tienen mas probabilidad de pasar al empleo permanente que los
temporales directos, aunque este tipo de transicion es muy poco frecuente para ambos. Por otro
lado, la probabilidad de que los trabajadores de las ETT’s transiten a otro empleo a través de la
ETT es muy alta, mientras que este tipo de transicién es casi inexistente entre los temporales
directos. A su vez, estos ultimos son mucho mas propensos a encontrar otro trabajo temporal



directo que los trabajadores de ETT’s. Finalmente, encontramos que el efecto positivo de las
ETT’s sobre la probabilidad de transicién al empleo permanente es prociclico. Por el contrario, el
efecto positivo sobre la probabilidad de entrar en el desempleo aumenté durante la recesion en
relacion con la expansion anterior, pero se ha mantenido elevado durante la recuperacion. Un
resultado similar se encuentra para las transiciones a otro trabajo a través de ETT, por lo que
parte del aumento de dicho tipo de transiciones en los ultimos afios parece ser mas estructural
que ciclico.

En resumen, los empleos a través de ETT en Espafia se caracterizan por un mayor riesgo de
desempleo y una mayor persistencia que los temporales directos, y estas diferencias se han
intensificado en los Ultimos afos. Identificamos principalmente dos tipos de efectos: un pequefio
efecto “trampolin” sobre la probabilidad de entrar al empleo permanente, pero también un efecto
positivo sobre la probabilidad asociada a tener un nuevo empleo temporal a través de ETT. El
primer efecto es consistente con el hecho de que las ETT’s pueden actuar como un mecanismo
que mejora la asignacion de los trabajadores a los puestos de trabajo. El segundo efecto puede
explicarse a través de dos canales: (i) un canal directo, ya que el empleo en ETT esta asociado
a una elevada probabilidad de transitar a otro empleo a través de ETT, y (ii) un canal indirecto,
ya que los trabajadores de ETT's también tienen una mayor probabilidad de terminar en el
desempleo, lo que puede llevarles a reiniciar su busqueda de empleo a través de una ETT para
salir del mismo. Este mayor riesgo de desempleo podria estar relacionado con las diferencias en
el tipo de trabajos que los empleadores buscan cubrir cuando contratan trabajadores temporales
directamente y cuando lo hacen a través de una ETT, sobre todo si estos ultimos son en promedio
empleos mas inestables caracterizados por tasas de separaciéon mas altas. Desafortunadamente,
nuestra base de datos no proporciona informacion sobre los el tipo de trabajos que realizan los
trabajadores de las ETT’s. Sin embargo, tenemos evidencia indirecta sobre sus salarios. Los
datos indican que, condicional a la duracién en el empleo, los empleos a través de ETT tienden
a pagar salarios iniciales mas elevados. Este hecho es consistente con la idea de que los
trabajadores de ETT'’s deben ser compensados por la mayor rotacion a la que se enfrentan.
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Abstract

We investigate how being employed by a Temporary Help Agency (THA) affects transi-
tion rates to alternative labor market states for low-skilled workers. Our approach is based
on the estimation of competing risk discrete duration models, and reveals the importance
of accounting for short duration dependence. We use Spanish administrative data for the
period 2005-2017. We find that having a THA contract rather than a direct-hire temporary
contract increases the probability of entering into unemployment or another agency job at
all durations. Agency workers are more likely to transition to permanent employment than
their direct-hire counterparts, but these transitions are very infrequent for both. The pos-
itive effect of THA employment on the probability of transitioning to a permanent job is
procyclical. By contrast, the positive effect on the probability of entering unemployment (or
another agency job) increased during the Great Recession relative to the previous economic
expansion, and has remained high during the recovery. In words, agency jobs in Spain are
characterized by higher unemployment risk and persistence than regular temporary jobs, and
these differences have intensified in recent years. Accouting for unobserved heterogeneity
does not alter our main results.
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1 Introduction

The private employment services industry generated revenues of 495 billion euro worldwide in
2019, according to the international association of private employment services providers (World
Employment Confederation, 2021). The industry provides a variety of labor intermediation
services, including support services related to the direct recruitment process of its client firms.
Yet its core activity is agency work.! Temporary help agencies (THAs) supply their clients
with temporary workers. That is, they sell the labor of the temporary workers they hire to
client firms, while they remain liable for all employment obligations. Agency workers mainly
concentrate in the services and manufacturing sectors.

THA employment has experienced substantial growth in several developed countries since
the 1990s. The number of agency workers placed worldwide increased from 8.9 million (in full-
time equivalent) in 2006 to 49 millon in 2019 (World Employment Confederation, 2021). Europe
is the largest region in the market for THA services, accounting for a 39% share of worldwide
revenues in 2019, and nine Kuropean countries rank within the largest fifteen markets worldwide.
The growth of THA employment has been particularly steep in countries with historically highly
regulated labor markets that have recently been liberalized, and is in part the consequence of
deregulation of this form of employment aimed at making labor markets more dynamic (e.g. see
Autor, 2009; Fudge and Strauss, 2013; Voss et al., 2013). It is commonly argued that agency
work offers greater flexibility to firms in adjusting to fluctuating demand and reduces non-wage
labor costs (e.g. benefits, pensions, sickness and holiday pay entitlements,...), among other
things. It is important to note that, while THA employment constitutes a relatively small share
of total employment, its share in terms of jobs created (new contracts)? is much higher in most
European countries (see Figure 1).

The recent surge of agency work and the fact that the industry has become an increasingly
important employer of low-skilled workers over the last two decades has generated an intense
academic and policy debate as to how agency jobs affect worker labor market outcomes. It has
also been argued that, regardless of its employment share, the THA industry may be shaping the

labor market in important ways (e.g. see Fudge and Strauss, 2013). Theodore and Peck (2002)

! Agency work accounted for 79% of the industry’s total revenue in 2019, while the corresponding share was
13% for direct recruitment services. The industry provides other services associated to the recruitment and
management of its client firms’ workforce, but the associated revenue shares are small.

2We indistinctly use the term “job” and “contract” to refer to a contractual relationship between a worker
and an employer.



stress that THAs are “active institutional agents in the remodeling of labor market norms and
conventions” and play a particularly important role in shaping conditions at the bottom end of
the labor market. Harrington and Velluzzi (2008) argue that THA employment contracts shift
risk from the firm to the worker. In this study, we find that the use of THASs contributes to the
surge of jobs with very short-term duration in Spain.

This paper presents an empirical analysis of the effect of holding a THA contract rather
than a direct-hire contract on temporary employment duration. Our approach is based on the
estimation of competing risk discrete duration models that allow us to study the effect of THA
employment on the probability of transitioning to different labor market states: permanent or
temporary jobs, or unemployment. We control for personal characteristics and business cycle
effects and also consider an extended version of the model allowing for individual unobserved
heterogeneity. We use Spanish administrative data (the Continuous Sample of Working Lives).
Our sample period covers the economic expansion (2004-2007), the economic crisis (2008-2012)
and the recovery period (2013-2017), allowing us to assess the effect of THA employment in
three different phases of the business cycle.

Spain is a particularly interesting case, given its chronically high rates of unemployment
and temporary employment. The Spanish agency work market ranked 12th worldwide in 2019,
generating 5.6 billion euros in revenues (World Employment Confederation, 2021). In terms
of its share of total employment, it was 4% in 2019, though it accounted for 10% of all new
jobs (see Figure 1). These shares are substantially higher among low-skilled workers. For this
reason, our empirical analysis focuses on a relatively homogenous sample of male high school
dropouts. Due to the prevalence of temporary jobs in Spain with increasingly shorter durations
(Felgueroso et al., 2018), our model also accounts for this characteristic of temporary contracts.

We find that having a THA contract rather than a direct-hire temporary contract increases
the probability of entering to unemployment at all durations. Our results indicate that agency
workers are also more likely to transition to permanent employment than their direct-hire coun-
terparts, although these transitions are very infrequent for both. On the other hand, agency
workers are very likely to transition to another agency job, while this type of transition is
almost nonexistent among direct-hire temps. In turn, the latter are more prone to take up
another regular temporary job than agency workers. We also find that the positive effect of
THA employment on the probability of transitioning to permanent employment is procyclical.

By contrast, the positive effect on the probability of entering unemployment increased during



Figure 1: THA employment in Europe, 2019
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the recession relative to the previous expansion, but it has remained high during the recovery.
A similar result holds for transitions to another agency job, so part of the increase in both
transitions in recent years seems to be structural rather than cyclical. In summary, agency jobs
in Spain are characterized by higher unemployment risk and persistence than regular temporary
jobs, and these differences have intensified in recent years. The estimates of the model with
unobserved heterogeneity do not significantly alter our main conclusions.

The rest of the paper is organized as follows. Section 2 provides a summary of the related
literature. Section 3 presents some relevant features of the Spanish agency market and Section
4 describes the data. Section 5 formulates the econometric models and estimation procedure.

Section 6 discusses the estimation results, and Section 7 concludes.



2 Related Literature

Measuring the effect of THA employment on the individual labor market outcomes of agency
workers is challenging. As Autor (2009) emphasizes in a literature survey, “it is inherently
difficult to differentiate the effects of holding given job types from the skills and motivations that
cause workers to hold these jobs initially”. It is also difficult to make international comparisons
in this context, since the definition of what constitutes agency work differs across countries, and
so does the degree of regulation on this type of employment (e.g. see Voss et al., 2013).

While there is widespread evidence that agency work serves as a route out of unemployment
(for the less-skilled, in particular), the debate on the THA industry often centers around the
question of whether or not agency jobs are a “stepping stone” to more stable forms of em-
ployment. Different authors use different empirical strategies to shed light on this issue, and
the resulting empirical evidence is mixed. For instance, Kvasnicka (2009) finds no evidence of
a “stepping stone” effect of agency jobs in Germany, and reports that workers entering THA
employment from unemployment are more likely to be agency workers over the next four years.
Related work by Antoni and Jahn (2009) finds that German agency workers tend to experience
repeated spells in agency jobs. According to Ichino et al. (2005), Italian agency workers are
less likely to be hired on a permanent basis in the near future than observationally equivalent
temporary workers who are directly hired by their employers. By contrast, Zijl et al. (2011)
and Jahn and Rosholm (2014) do find evidence of a stepping stone effect in the Netherlands
and Denmark, respectively.

Other studies find that spells in THA employment have no significant effects on the sub-
sequent employment trajectories of agency workers, but do find evidence of selection (e.g. see
Autor (2009) and the literature cited therein). In particular, agency workers who are more
vulnerable seem to fare worse than their-direct hire counterparts in terms of their prospects
of accessing more stable forms of employment. The findings in Autor and Houseman (2005)
indicate that this is the case for former welfare recipients in the U.S., for instance. By contrast,
using data for Missouri, Heinrich et al. (2005) find that, whereas agency work is an important
source of employment for unemployed workers with low skills, it has no measurable effect on the
workers’ subsequent employment outcomes, after controlling for unobserved heterogeneity. Yet
they also report that workers who experience repeated agency employment spells experience

substantial earnings losses in the long run.



Somehow surprisingly, there are only a few studies for Spain. These studies focus on the
initial (pre-recession) period after which Spanish THAs were first allowed to operate in the mid
1990s. The analysis in Garcia-Pérez and Munoz-Bullén (2005a) confirms that THAs facilitate
unemployment to work transitions. These authors compare the transitions out and into unem-
ployment of young workers who had previously held agency jobs to those of similar workers (both
in terms of observables and unobservables) who had not. They find that the former workers
are more likely to exit unemployment than the latter (at short durations), but they also face a
higher risk of transitioning back to unemployment. Moreover, the reported employment hazard
rates are higher for workers with low qualifications, and increase with the surge of fixed-term
contracts in the late 1990s. Regarding the stepping stone effect, Garcia-Pérez and Munoz-
Bull6n (2005b), Malo and Munoz-Bullén (2008) and Bullén and Rodes (2004) find that taking
up an agency job instead of staying unemployed may facilitate a future transition to permanent
employment for some workers. In particular, controlling for self-selection, Garcia-Pérez and
Munoz-Bullén (2005b) report that this is the case for high-skill workers, though the opposite
result holds for workers in low occupational categories, and suggest that this is evidence that
Spanish THAs may be playing a role as a screening mechanism that allows firms to select more
productive workers. The contribution by Amuedo-Dorantes et al. (2008) differs from the above
papers because of its choice of direct-hire temps (instead of unemployed workers) as the control
group. These authors find that workers employed through a THA at some point between 1998
and 2004 are less likely to be hired on a permanent basis following their temporary assignment
than their direct-hire counterparts, and also report important differences across groups. We
elaborate on the differences between our work and that of Amuedo-Dorantes et al. (2008) and

Garcia-Pérez and Mutnioz-Bullén (2005b) in detail in Section 7, after we discuss our main results.

3 Temporary Help Agencies in Spain
3.1 Institutional and legal framework

The Spanish labor market stands out not only for its chronically high unemployment rate
(specially among the youth) but for having one of the highest shares of temporary employment
in Europe as well. At the onset of the Great Recession, about one third of all salaried employees
in Spain were temporary. This share has been relatively stable since the late 1990s.

The high incidence of temporary employment in Spain has been attributed to the liberal-

ization of the use of fixed-term contracts in 1984 (see Bentolila et al., 2012; Dolado et al., 2002;



Garcia-Pérez et al., 2019). It has been argued that the regulation of these contracts in Spain
is less stringent than in other European countries with similar labor market institutions and
its de-facto enforcement is limited in reality, whereas the regulation of permanent contracts is
much more strict (e.g. Bentolila et al., 2012). The share of temporary employment has remained
high in recent years, despite the introduction of latter countervailing reforms which failed to
reduce labor market dualism. As noted by Felgueroso et al. (2017), the deepest reform, which
took place in 2012, significantly reduced the degree of employment protection of permanent
workers, which is now close to the OECD average. Still, almost 85% of all contracts signed in
2017 were temporary. Felgueroso et al. (2017) also highlight the fact that these contracts are of
increasingly shorter durations.

Unlike regular temporary employment, agency work had traditionally been tightly regulated
in Spain. THASs were first authorized and regulated by the Spanish Parliamentary in 1994 (Law
14/1994). According to the statutory definition, their “activity is intended to transfer hired
employees to user companies on a temporary basis”. The law specifies a triangular employment
relationship, whereby an agency and a worker sign an employment contract (“contrato de tra-
bajo”), and the agency and the user company sign a contract specifying the terms under which
the worker is transferred to the user company (“contrato de puesta a disposicién”).> Once the
worker joins the user company, the latter assumes the direction and control of employment
activity. While the assignment to the user company is temporary, employment contracts signed
with THAs can be either temporary or permanent, though the latter are rare in practice (see
Countouris et al., 2016).

The main objective of the 1994 law was to standardize the regulation of agency work with
that already existing in some European countries (along the lines of the 96th ILO Convention),
and at the same time to safeguard the labor rights and employment protection of agency work-
ers. A number of requirements were established for the operation of THAs, such as special
administrative permissions, a minimum organizational structure, the fulfillment of salary and
social security obligations, and exclusive dedication to temporary agency work activities. The

use of agency work was also banned in certain situations,* and so were training agency contracts.

3These contracts must include detailed information about the reasons for the assignment and the job to be
performed, remuneration and estimated duration of the assignment, job location and time schedule, and collective
bargaining agreements applying to both the user company and the agency. THA collective agreements in Spain
are intersectoral and national, and compatible with other agreements at regional level.

4Specifically, the hiring of agency workers to replace workers on a legal strike, carry out particularly hazardous
jobs, fill vacancies caused by recent layoffs at the user company, or transfer workers to another agency was rendered
illegal.



The law requires that THAs provide adequate training for their employees before they join the
user company and devote at least 1 percent of their total wage bill to training, and forbids
employees to bear any training costs. THA employment contracts cannot include clauses pro-
hibiting the hiring of a worker by the user company once the contract expires. Agency workers
who continue to work at the user company after their contract expires are automatically con-
sidered permanent workers of the latter (just as the users company’s own temporary workers).
The law also specifies other basic worker rights (e.g. regarding security and health at work)
that user companies must comply with.

In 1999, the law was amended to ensure the principle of equal pay of agency workers and
to strengthen their employment protection (Law 29/1999). In particular, the amendment ruled
that agency workers ought to receive at least the wage rate associated with their position as
specified by the collective bargaining agreement of the user company.” At the same time, it
contributed to the deregulation of this sector by allowing THA employment contracts to be
signed “in the same cases and under the same conditions and requirements” which apply to
regular fixed-term contracts, and by weakening some of the original restrictions in the 1994 law.

In the aftermath of the 2008 financial crisis, and in the context of the progressive deregulation
that aimed at enhancing labor market flexibility, additional restrictions on the use of agency
work were lifted. In particular, the ban on sectors such as construction and mining, as well
as in public administration was removed in 2010, formally transposing EU Directive 2008/104
(Law 35/2010). The current THA collective agreement contains a commitment of unions to
avoid the inclusion of clauses in any collective agreements that exclude the use of temporary
help services.® THAs were also allowed to act as placement agencies and sign training contracts

in 2014, and the authorization process was greatly simplified (Act 18/2014).

3.2 THA employment in Spain: descriptive evidence

We use data from the Continuous Sample of Working Lives (Muestra Continua de Vidas Lab-
orales, MCVL hereafter), which is a micro-level dataset extracted from Spanish Social Security
records. An exhaustive description of the dataset is provided in Section 4.

Figure 2 displays the evolution of THA employment during the period 2005-2017 for workers

aged 16 to 65 (solid line), and for a restricted sample composed by male high school dropouts

5As opposed to user company employees, agency workers do not receive holiday periods or extraordinary
payments, but the proportional payments are included in their wages.

SBefore 2011, many collective agreements included restrictions on the use of agency work. Several of these
restrictions were revoked by Law 35/2010. See Countouris et al. (2016).



aged 20 to 45 (dashed line). The empirical analysis in Section 5 is based on the restricted
sample because, as we discuss below, the incidence of THA employment is substantially higher
among these workers. For both samples, we report the share of THA employment in salaried
employment, and also the respective share of THA contracts in the total number of contracts
signed and terminated in a given month. While the first statistic provides a static measure of
the importance of agency work in total employment, the other two speak to its importance for
job creation and job destruction flows and thus for the dynamics of the Spanish labor market.

In 2017, THA employment accounted for around 1% of salaried employment in the full
sample and for 3% in the restricted one (upper panel of Figure 2). The upward trend in these
shares indicates that this type of employment has gained importance in recent years. In the
restricted sample, the share fell sharply during the early phase of the Great Recession but
increased substantially afterwards, suggesting that agency work has become more relevant in
the low-skill segment of the labor market during the long recession (when unemployment rate
was high and workers struggled to find jobs). Still, these moderate employment shares conceal
the actual importance of agency work for job creation and job destruction. Around 10% of all
contracts signed in a given month in 2017 were agency contracts (bottom left-hand panel of
Figure 2). This share doubles in the restricted sample, where one out of five contracts were
signed with an agency. Regarding job destruction, 12% of all contracts terminated in a given
month in 2017 where agency contracts, the corresponding share shooting up to around 22% in
the restricted sample (bottom right-hand panel). Again, all the aforementioned shares display
an increasing pattern since 2009.

Table 4 in the Appendix displays the composition of workers by the type of contract, for
2017. The age distribution of temporary workers in agency and direct-hire contracts is similar,
but these workers are significantly younger than those on permanent contracts. On the other
hand, the share of males in agency contracts (59%) exceeds the corresponding shares in direct-
hire temporary and permanent contracts (around 50%). This is consistent with the fact that
part-time is less common in agency contracts (25%) than in direct-hire temporary jobs (29%).
The share of foreign workers in agency contracts (16.2%) is slightly higher than in direct-hire
jobs (13.1%) and almost identical than that in permanent contracts (16.3%). Low-educated
workers are also over-represented in agency jobs. In particular, high school dropouts account
for 64% of all agency contracts, while the corresponding share is 57.3% for direct-hire temporary

contracts and 55.4% for the permanent ones.



Figure 2: Evolution of THA employment
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There are also important differences in the composition of agency and regular temporary
jobs by skill type and job duration. Strikingly, 96% of all agency contracts correspond to
medium-low and low-skilled occupations.” These occupations are not nearly as relevant in the
case of direct-hire temporary and permanent contracts (73% and 64%, respectively). In fact,
whereas agency contracts account on average for 12% of all contracts signed in 2017, this share
is close to 20% for jobs in medium-low and low-skilled occupations.® The other key difference
is that agency contracts are shorter than regular temporary contracts (Figure 3). For instance,
33% of all THA contracts signed in 2017 lasted only 1 day and 82% lasted less than 1 month,

whereas the respective shares are 16% and 53% for regular temporary contracts. Therefore,

"See Table 7 in the Appendix for the description of the skill categories.
8Table 5 in the Appendix reports the shares of THA contracts by worker/job characteristics.



the THA industry seems to be important in explaining the surge of jobs with very short-term
durations (e.g. it accounted for 23% of all 1-day jobs and for roughly 20% of jobs lasting less

than a month in 2017, as shown in Table 5).

Figure 3: Duration of THA vs direct-hire temporary jobs
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Notes: Full sample. Source: MCVL, 2005-2017.

One important drawback of the MCVL is that it does not report the sector of activity of
agency jobs. The sectoral composition of the THA workforce, however, can be tracked using
the THA statistics provided by the Spanish Social Security (see Figure 7 in the Appendix).”
THA contracts mainly concentrate on manufacturing (28%), agriculture, forestry, and fishing
(17%), accommodation and food services (14%), transportation and storage (14%), and whole-
sale (11%). These are sectors where temporary workers abound. Agency contracts are highly
over-represented in the manufacturing sector, where they accounted for more than 50% of all
contracts in 2017, as well as in the transportation and storage sector, where the corresponding
share exceeds 40%.

Summing up, in Spain, THAs are mainly employing young males with low levels of education
in low-end occupations. This is the reason why our empirical analysis is based on the restricted
sample of male high school dropouts aged 20 to 45.

We close this section by describing the aggregate patterns of employment transitions for
agency, direct-hire temporary and permanent contracts within the restricted sample (Figure

4). Let A, D and P stand for agency, direct-hire temporary and permanent employment,

9To guarantee comparability of the two data sources, we have computed all the previous descriptive statistics
(composition by age, education, occupation, duration...) using data from the THA statistics and compared them
to the ones we obtained using the MCVL. The numbers are very similar.
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respectively, and let U denote unemployment. We compute the proportion of A, D, and P
contracts that transition to states A, D, P, and U from month ¢ to month ¢ + 1 (in panels a,
b, ¢ and d, respectively). For instance, the line DP (AP) in Panel a depicts the proportion
of direct-hire temporary (agency) contracts that transition to a permanent contract in a given
month. The transitions PP, DD, and AA are defined as the proportion of s € {P, D, A}
contracts that transition to another s contract. Notice that transitions are defined as a change
of contract, and they can be signed with the same employer or with a different one.'’
Throughout the whole period, the proportion of exits to U is higher for agency contracts than
for direct-hire temporary contracts (Panel b). The opposite is true for the exits to P (Panel
a). Yet transitions into (and out of) permanent contracts are rare events since few workers
hold permanent jobs in our sample. Note that the largest gap is observed in the proportion of
exits to A: throughout the whole period this proportion was above 30% in agency contracts
and around 1% in direct-hire temporary contracts (Panel d). The opposite pattern is observed
in the transition to D, though the gap is smaller; e.g. the proportion is around 15-18% for
regular temporary contracts and about half that number for agency contracts during the most
recent period (Panel c). In any case, all these figures must be taken with caution since, as we
have shown, agency and direct-hire temporary workers have different characteristics and agency

employment spells also tend to be shorter.

4 Data
4.1 Data and sample descriptive statistics

The MCVL is a 4% representative random sample of all workers affiliated with the social
security administration (working as employed or self-employed, receiving a public pension or
being registered as unemployed) during at least one day in the year when the sample is extracted.
The dataset was released in 2004 and, after that year, it follows the same sample of individuals
over time, adding new observations each year to replace absences while keeping the sample
representative of the population. Furthermore, the data provides retroactive information on the
workers’ entire labor market history, allowing us to construct accurate measures of experience.

We pool the database for years 2005-2017, so our dataset keeps track of the complete em-

ployment history of any worker who had registered at least one day of activity in the social

10The percentage of transitions to another temporary contract with the same employer is 87.3% for AA and
59.26% for DD.

11



Figure 4: Aggregate employment transitions
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Notes: Sample of low-educated male workers aged 20-44. Source: MCVL, 2005-2017.

security administration between 2005 and 2017.'" Additional information is available for each

individual, including personal and demographic characteristics (age, gender, education, nation-
ality, region of residence), employer information at the establishment level (location, size), and
labor market information (industry, occupation, type of contract). The dataset also reports

whether the worker is employed by an agency. Yet no information regarding the user companies

(and thus the industry) where agency workers perform their work is reported. The unit of obser-

vation is the spell in the individual’s labor market history defined as a contractual relationship

between a firm and a worker, reporting the starting and ending date of the spell.

that started in 2005 or later.

Since our sample is only representative from 2005 on, we restrict to employment spells

Given that we are interested in temporary employment, we

"Data extraction for each year is done in April of the following year. Therefore, we have some spells in our
dataset ending between January 2018 and April 2018.
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exclude self-employed and permanent spells (contracts). We also restrict to contracts with the
general social security regime, abstracting from agricultural and other exceptional regimes. The
restricted sample of male high school drop-outs aged 20 to 44 consists of 168,897 individuals.
To save computational memory, for our estimations we draw a random subsample of 5,000
individuals, which leaves us with 44,393 contracts (495,347 observations). Out of these, 7,859
(17.70%) correspond to agency contracts, whose characteristics are reported in Table 1. While
the workers’ composition of agency contracts and direct-hire temporary contracts is similar,
some of the key differences described in Section 3.2 prevail within this more homogeneous
sample. Agency workers are slightly younger and more concentrated in low-skilled occupations,
and they experience shorter employment spells than their direct-hire counterparts (3.95 vs 10.77
weeks, on average).

Figure 5 allows us to take a first glimpse at the differences between THA employment (solid
line) and regular temporary employment (dashed line) in terms of the likelihood of leaving
current temporary employment by duration. In particular, for each contract duration measured
in weeks, we calculate the ratio of the number of agency and direct-hire temporary contracts
that exit to states P, U, D and A to the total number of contracts of each type that are still
active.

Note that all figures display peaks around the time of contract termination (the most promi-
nent peak being typically associated with 6-month spells).'? As one would expect, and except
for the peaks, the 