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ARTICULO

THE PATH TO LABOUR STABILITY
FOR YOUNG SPANISH WORKERS DURING
THE GREAT RECESSION

Inmaculada Cebrian
Gloria Moreno

Cebrian, 1., & Moreno, G. (2024). The path to labour stability for young Span-
ish workers during the great recession. Cuadernos de Economia, 43(91), 195-
230.

The Great Recession (2008-2013) worsened the labour market position of young
workers in Spain. This paper analyses the factors that condition young people’s
access to the labour market and their employment stability. It employs duration and
multivariate models to analyse data from the Continuous Sample of Working Lives
(Muestra Continua de Vidas Laborales, MCVL). The main results indicate that
workers under 30 years of age who enter into open-ended labour contracts are more
likely to be employed after two years, but that only 50% of these initial contracts
survive. This instability is explained principally by the structure of labour demand.

Keywords: Youth employment; stability; trajectories; Spain; Great Recession.
JEL: J08, J40, J41, 138, J21.
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Cebrian, I., & Moreno, G. (2024). El camino hacia la estabilidad laboral de
los jovenes trabajadores espaioles durante la gran recesion. Cuadernos de
Economia, 43(91), 195-230.

La Gran Recesién (2008-2013) empeord la posicion en el mercado laboral de los
trabajadores jovenes en Espafia. Este articulo analiza los factores que condicio-
nan el acceso y la estabilidad de los jévenes en el empleo utilizando modelos
de duracién y multivariantes con datos de la muestra continua de vidas laborales
(MCVL). Los principales resultados indican que los trabajadores menores de 30
afios que acceden con un contrato indefinido tienen una mayor probabilidad de
estar empleados al cabo de dos afios, pero solo el 50 % de estos contratos iniciales
sobreviven. Esta inestabilidad se explica principalmente por la estructura de la
demanda laboral.

Palabras clave: empleo juvenil; estabilidad; trayectorias; Espafia; Gran Recesion.
JEL: J08, J40, J41, ]38, J21.
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INTRODUCTION

Throughout the European Union (EU), one of the most important consequences of
the international financial crisis, whose effects were first felt in 2008 was the dete-
rioration of the position of young people in the labour market (Bell and Blanch-
flower, 2011). During this period, access to employment was more difficult for this
population group than it had been during the previous period of economic expan-
sion. Many young people left the labour market and returned to education because
they refused to spend more time looking for employment, which was not only dif-
ficult to find but also generally of poor quality, with low wages and a high level of
uncertainty (ILO, 2014).

The Spanish youth labour market is one of the most precarious in the EU, with
a large number of low-wage workers and many fixed-term and undesirable part-
time contracts. Young people are much more likely than their older counterparts
to be in precarious employment. In 2015, 43.3% of 15 to 24-year-olds in the EU
worked under fixed-term contracts, compared to 14.1% for all workers. However,
this share ascended to 75% in Slovenia, 73% in Poland, 70% in Spain, 67% in Por-
tugal and 53% in the Netherlands. Among these young people, in Spain, 78% and
in Cyprus 82% were unable to get a permanent job. In some countries, access to
employment through fixed-term contracts has become a common experience for
young people who would, however, prefer to count with a permanent contract.

In addition, part time contracts are another indicator of the precariousness of
young people’s employment. Part-timers made up 32% of the workforce aged
15-24 across the EU in 2015, rising to as high as 80% in the Netherlands, 49%
in Sweden, 38% in Spain and 29% in Italy. Part-time work can suit young people
who are still in education, but this is not the case for everyone. In Italy, 84% of
young part-timers want a full-time job, while in Spain 54% are working part-time
only because they cannot get full-time work.

In Spain, two principal labour market reforms were launched during the Great
Recession, in 2010! and 20122 (hereafter, RDL 10/2010, Law 35/2010 and RDL
3/2012). These were intended to assuage the extremely difficult situation of the
Spanish labour market. The reforms included specific measures for young people
(Escudero, 2016), most of them focused on the creation and promotion of stable
employment. However, there is insufficient evidence that they have been effective
in maintaining young workers on the path to stability (Ubeda et al., 2020).

! Royal Decree-Law 10/2010, of 16 June, on urgent measures to reform the labour market. Boletin
Oficial del Estado, 147, of 17 June, 2010, https://www.boe.es/eli/es/rd1/2010/06/16/10.
Law 35/2010, of 17 September, on urgent measures for the reform of the labour market. Boletin
Oficial del Estado, 227, of 18 Septembre, 2010. https://www.boe.es/eli/es/1/2010/09/17/35/con

2 Royal Decree-Law 3/2012, of 10 February, on urgent measures to reform the labour market.
(Boletin Oficial del Estado, 36, of 11 February 2012. https://www.boe.es/eli/es/rdl/2012/02/10/3.
Law 3/2012, of 6 July, on urgent measures for the reform of the labour market. (Law 35/2010 on-
wards) Boletin Oficial del Estado, 162, of 7July, 2012. https://www.boe.es/eli/es/1/2012/07/06/3/con


https://www.boe.es/eli/es/rdl/2010/06/16/10
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Youth unemployment is one of the most serious problems in Spain and has con-
siderable social consequences. The situation worsened during the Great Recession
in Spain, between 2008 and 2013, and by the end of 2014, 38% of people under
30 were unemployed. Even during the post-crisis period, the youth unemployment
rate has remained very high, standing at 34% for workers under 30 years old in the
second quarter of 2016, a figure that was much higher for those under 20 (63%),
but lower for the population as a whole (20%).> In addition, this group of work-
ers also has the highest rate of fixed-term employment, a temporary rate over 50%
and a very high turnover rate.* According to information from the Spanish Contin-
uous Sample of Working Lives (Muestra Continua de Vidas Laborales, MCVL),
young people with at least one employment spell between 2005 and 2013 had, on
average, 7.7 episodes of employment, of which 6.1 were temporary. According to
information from the Spanish Public Employment Service (Servicio Publico de
Empleo Estatal, SEPE), in 2013, the worst year of the crisis, approximately one-
third of all contracts registered were for workers under 30 years of age, 93% were
fixed-term and 43% were part-time.> The average expected duration of temporary
contracts (for a specific task or service or production contingencies) was between
10 and 44 days. The ending of the period of crisis did not improve these figures
and the COVID-19 pandemic worsened them even more (Bentolila et al., 2021).

Some studies focused on the Spanish case suggest that many young people are
trapped in temporary work, and only some of them are able to secure an open-
ended contract after a period in temporary employment (Giiell and Petrongolo,
2007; Toharia and Cebrian, 2007; Cebrian and Toharia, 2008; Garcia-Pérez and
Muiioz-Bullén, 2011; Felgueroso et al., 2018; Garcia-Pérez et al., 2019). The sit-
uation is similar in other countries (ILO, 2014). The transition to a stable job is
determined by the specific conditions of the labour market, and young people tend
to stay in their jobs, regardless of their quality, in order to avoid unemployment.

This precarious labour position for young Spanish workers complicates their
chances of leaving home (emancipation) considerably (Gregg et al., 2004; Ayll6n,
2014; Canto et al., 2022). According to the Emancipation Observatory (Observa-
torio de Emancipacion) produced by the Youth Council of Spain, during the last
quarter of 2016, only 19.7% of young people under 30 were living outside the
parental home, a percentage that had been falling since the crisis hit the Spanish
economy in 2008.

The labour market reforms of 2010 and 2012 sought to introduce new mechanisms
to combat the vulnerability of workers, with young people as a principal target

3 Data from the Spanish Labour Force Survey — EPA-.

4 Employees are on a fixed-term or a temporary contract if the contract ends on a particular date or
with the completion of a specific task or they have a contract with an agency or are in an appren-
ticeship or training program. Permanent employment is defined as when the employee is hired
with an open-ended contract on a “permanent” or “indefinite” basis.

> However, of all registered contracts, the proportion of open-ended contracts was slightly larger
(8.1 %), while the proportion of part-time contracts was smaller (35.1 %).
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group. The reforms introduced a set of measures to stimulate the hiring of unem-
ployed young people under 30 years of age, reforms that, in the case of the 2012
legislation, were to remain in force until the unemployment rate fell below 15%.
The measures included: the indefinite-term hiring of young people by microen-
terprises and self-employed entrepreneurs; incentives for part-time hiring with a
training link; “first youth employment” (primer empleo joven) and incentives for
internship contracts for people in first youth employment or for the incorpora-
tion of young people into social economy entities. On the whole, labour stabil-
ity has been a priority objective of the different Spanish governments since the
1990s; policies have been intended to reduce labour market segmentation caused
by the high rate of temporary employment that has prevailed since the 1980s. The
recurrent use of subsidies and bonuses for social security contributions in order to
encourage open-ended contracts should also be highlighted. The public budgetary
commitment required by these measures is very high; for this reason, it is interest-
ing to analyse whether firms use these subsidies to improve job creation and the
stability of the youngest workers (AIRef, 2018). However, over time, it has been
observed that the situation of young people has not only failed to improve but has
in fact worsened. Lower costs of dismissal, increased rates of involuntary part-
time work and changes to the conditions of collective bargaining that have princi-
pally favoured the business sector have all led to a worsening of the employment
situation of young people (Escudero, 2016).

There are many different questions to be answered if evidence of the ways youth
labour stability evolved during the Great Recession is to be provided. Can perma-
nent employment of young people be considered a stable type of employment?
Do these types of permanent contracts, which were specifically encouraged in the
labour reforms enacted during the Great Recession, provide young people with job
stability or, on the contrary, is stability independent of the type of contract? What
characteristics are associated with greater stability?°

First, the duration of the new permanent contracts granted to young workers is
analysed over a period of at least two years, in order to determine the factors
that influence their duration, including personal characteristics and the structure
of labour demand (activity sector, type of firm and firm size). Second, the prob-
ability of young workers remaining under the same contract or of being in a dif-
ferent labour situation after two years is explored, along with the determinants of
these circumstances. On the basis of these analyses it is possible to establish how
productive sectors can help or hinder the improvement of young people’s employ-
ment trajectories and their paths to stability and, consequently, their coverage by
social protection and benefits.

¢ Behind these issues is what some authors call empirical temporality, which refers to the fact that
stability is not so much determined by the nature of the contract as by the productive structure
(Cebrian et al. 2011).
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EMPLOYMENT STABILITY IN THE
SPANISH LABOUR MARKET REFORMS

Studies of the ways the initial moments of a career path may stigmatize individuals
in later stages of their working lives provide evidence suggesting that most workers
who access the labour market through an open-ended contract achieve better results
in terms of wages and job security (Arulampalam et al., 2001; OECD, 2014).

An ILO analysis of the labour market transitions of young workers (ILO, 2014)
defines stable employment as employment with a contract of greater duration than
twelve months; the opposite of stable employment is temporary employment, or
wage and salaried employment of limited duration. The analysis of the types of
contracts available to young people entering a job could help to understand how
they reach labour stability and accumulate experience.

Following the European Commission’s guidelines on flexicurity principles, Span-
ish governments have implemented successive labour market reforms. Two of these
occurred in 2010 and 2012, the worst years of the last economic crisis. A signifi-
cant part of these measures focused on ways to solve the endemic shortcomings of
the Spanish labour market resulting from the duality between permanent and tem-
porary workers. The reforms introduced new measures designed to promote per-
manent hiring and protect specific groups, such as young people, with new forms
of permanent employment that could benefit both employees and employers. These
two reforms were intended to create more and better jobs, with a particular focus on
young people, discouraging temporary hiring and encouraging the use of permanent
contracts. The promotion of permanent employment was accompanied by reduc-
tions in the costs and conditions that justified dismissals, making permanent con-
tracts insecure and challenging their suitability to the task of increasing the quality
of employment. In the end, external flexibility could increase, negatively affecting
stability and increasing labour precariousness (Ruesga et al., 2016).

Employment instability in Spain is partly explained by the country’s productive
structure. Some of the economic activities in which a considerable proportion of
Spanish employment is concentrated have low productivity and do not require
skilled labour. The country’s employment structure is also polarised between a
large number of small firms and fewer large companies. Small and medium-sized
firms base their competitiveness on external flexibilitity such as fixed-term con-
tracts (Febrero and Uxd, 2011). In this context, labour reforms have seen their
effectiveness moderated, and the segmentation of the labour market between tem-
porary and permanent workers has been attenuated by the increased instability
faced by both groups. Labour market flexibility contributed significantly to the
negative consequences experienced by young people during the recession (O’Hig-
gins, 2012). In Spain, the temporary employment rate of workers under 30 remains
very high, even following the recession, at more than 50%.
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Since the 1990s, measures to promote stable employment have been developed
using two types of subsidised open-ended contracts with reduced social security
contributions: namely, an initial contract and the conversion of a temporary con-
tract to an indefinite one. Conversions appear to have represented an effective way
of increasing labour stability in general (Cebridn et al., 2011) and for young peo-
ple in particular (Escudero, 2016). For instance, the labour reform implemented
in 2012 (RDL 3/2012) sought to promote youth employment by reducing young
people’s labour costs, increasing their flexibility, reducing their training require-
ments and creating new temporary contracts. The 2010 reform (Law 35/2010) also
increased the cost of temporary contracts (by raising the social security contribu-
tions paid by the employer and ending contract costs); furthermore, since 2012,
all types of contracts have had the same severance payment. Additionally, both
reforms relaxed the requirements for declareing objective dismissal.

The procedures to restrict dismissals have the principal aim of improving employ-
ment stability, but they nevertheless determine employment entry and exit flows,
which can ultimately damage flows in the labour market and the levels of employ-
ment. The initial hypothesis is that protection measures for indefinite employment
reduce the degree of rotation in these positions and promote other types of con-
tracts with fewer restrictions and lower exit costs (Cahuc, 2014). This may be said
to represent the Spanish case, where the legislation on dismissals establishes dif-
ferent conditions for temporary and indefinite workers (Bentolila et al., 1994). On
the other hand, the underlying idea behind these reforms was that open-ended con-
tracts are the principal source of safety, stability and labour protection, offering an
alternative to the high temporality rate in the Spanish labour market. This perspec-
tive is applied to the entire Spanish labour market, although it is also seen as an
alternative for the youngest workers, since many of the measures to promote indef-
inite contracts have been focused on those under 30 years of age. For instance, the
“entrepreneurs’ contract” (RDL 3/2012 and Law 3/2012)—intended to encour-
age open-ended contracts in firms with fewer than 50 workers—introduced an
additional fiscal incentive for young workers. Social security contributions were
reduced, fiscal reductions were applied, and probation periods were extended to
one year to help young people access employment. Measures to promote the use
of open-ended contracts by way of fiscal incentives and subsidies have often been
accompanied by a restriction, whereby the company cannot modify its net staff
size for at least the period that the incentive lasts.

Other changes were introduced to training contracts (RDL 10/20117, Law 3/2012
and Law 11/2013%) and the implementation of the Sistema Nacional de Garantia

" Royal Decree-Law 10/2011, of 26 August, on urgent measures for the promotion of youth emplo-
yment, the promotion of employment stability and the maintenance of the professional requalifi-
cation programme for people who have exhausted their unemployment protection. Boletin Oficial
del Estado, 208, of 30 August 201 1. https://www.boe.es/eli/es/rdl/2011/08/26/10/con

8 Law 11/2013, of 26 July, on measures to support entrepreneurs and to stimulate growth and
job creation. Boletin Oficial del Estado, 179, of 27 June, 2013. https://www.boe.es/eli/
es/1/2013/07/26/11/con
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Juvenil, or National Youth Guarantee System (Hernandez-Diez and Gentile, 2015)
to enable young people to receive good offers of employment, continuing educa-
tion, improved learning practices or access to apprenticeship training. It also now
rewards open-ended employment for the young beneficiaries of this system.

The “first youth employment” contract for workers without labour market expe-
rience (Law 11/2013) also encourages the transition to open-ended contracts,
known as “flat rate” contracts (RDL 3/2014, RDL 1/2015°), with a flat rate or
exempt minimum (since 2015) of business social security contributions to cover
common contingencies. However, in quantitative terms, it does not appear that
these incentives have had a significant and positive effect on youth recruitment
and stability (Rebollo-Sanz and Garcia-Pérez, 2009; Cebridan and Moreno, 2015).

In summary, the legislative framework offers a range of incentives designed to
promote permanent employment, and it is interesting to determine whether young
workers with one of these new open-ended contracts have more stable labour trajec-
tories and, if so, to explore the possible consequences for their social protection. !’

DATA AND METHODS FOR THE
ANALYSIS OF EMPLOYMENT STABILITY
AND LABOUR TRAJECTORIES

The following analysis seeks to provide evidence on how legislative efforts to pro-
mote the use of open-ended contracts and encourage employment stability should
be reflected in an increase in the number of open-ended contracts for young peo-
ple and longer durations of employment.

The results of econometric models make it possible to check whether this has in
fact occurred. On the one hand, duration analysis of the employment episodes
of individuals with permanent contracts helps to identify the extent to which the
type of contract and hiring subsidies may favour the length of time a person is
employed. On the other hand, the multinomial model gives information about the
probability that young people who start a permanent job will continue in it or
change their employment situation.

The micro-level dataset used in this paper is the MCVL, constructed using Spanish
administrative records. It provides annual information on more than 1 million peo-
ple who have had some type of relationship with the Social Security Administration

° Royal Decree-Law 3/2014, of 28 February, on urgent measures to promote employment and
permanent hiring. Boletin Oficial del Estado, 52, of 1 March, 2014. https://www.boe.es/eli/es/
rdl/2014/02/28/3
Royal Decree-Law 1/2015, of 27 February, on second chance mechanism, reduction of financial
burden and other social measures. Boletin Oficial del Estado, 51, of 28 February, 2015. https://
www.boe.es/eli/es/rdl/2015/02/27/1

10°All the type of contracts and incentives are detailed in SEPE: https://www.sepe.es/contenidos/
que_es_el_sepe/publicaciones/pdf/pdf_empleo/bonificaciones_reducciones.pdf


https://www.boe.es/eli/es/rdl/2014/02/28/3
https://www.boe.es/eli/es/rdl/2014/02/28/3
file:///Volumes/ADATA/PROCEDITOR/RCE/91/word/%20https://www.boe.es/eli/es/rdl/2015/02/27/1
file:///Volumes/ADATA/PROCEDITOR/RCE/91/word/%20https://www.boe.es/eli/es/rdl/2015/02/27/1
https://www.sepe.es/contenidos/que_es_el_sepe/publicaciones/pdf/pdf_empleo/bonificaciones_reducciones.pdf
https://www.sepe.es/contenidos/que_es_el_sepe/publicaciones/pdf/pdf_empleo/bonificaciones_reducciones.pdf
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at any time during the reference year, including as recipients of pensions and unem-
ployment benefits and employed and self-employed workers, but excluding individ-
uals registered only as recipients of medical care, or those associated with a different
social assistance system (that is, certain public sector employees, for example from
the armed forces or the judicial branch). The data were drawn from a 4% non-strati-
fied random sample of all people included in the social security system year by year
and consisted of nearly 1.1 million individuals per year. The sample was restored for
each period to ensure it remained representative of the population.

The longitudinal design of the MCVL allows a worker to be followed from 2005 to
2015. Once an individual has been included in a wave, and subsequently remains
registered with the Social Security Administration, they remain part of the sample.

When a young worker is registered in the social security records as employed, infor-
mation about their labour trajectory becomes available. New entries into permanent
employment were selected using the panel version of MCVL, for the period between
2005 and 2015. This makes it possible to establish representative employment spells
for the entire population for the period of analysis and it is viable to observe every
worker registered in the MCVL between 1 January 2005 and 31 December 2015.
Contracts initiated in 2013 can be tracked for at least two years, as the database con-
tains information up to 2015, allowing their duration over those two years (2013-
2015) to be checked. Thus, for all contracts initiated between 2005 and 2013, a
homogeneous two-year tracking window was established. This gives us an observa-
tion period of at least two years to follow every employment spell started between
1 January 2005 and 31 December 2013, making it possible to determine whether
entries into permanent contracts, before and during the economic crisis, represent a
path to stability in the labour market. The sample includes 128,256 young workers,
with 191,869 employment spells corresponding to a permanent contract.

Table 1 presents the average relative duration of several types of these permanent
contract episodes, taking into account the differences in regulation caused by the
design of social security contributions. The available information distinguishes
between whether the contract is initial or a conversion from a fixed term contract,
in both cases whether subsidies to reduce social security costs were provided,
as well as whether employment is full or part time. It also provides information
on the year the contracts started and the date they ended (if they did) indicating
whether they were still current at the end of the period (31 December 2015).
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Table 1.
Percentage of permanent contract spells still current on 31 December 2015 and
their relative duration.

Starting year | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
Surviving contracts on 31 Dec 2015 (%)

Ordinary 1.1 126 | 13.4 | 165 | 189 | 22.5 | 27.1 | 31.4 | 353
o | Subsidised initial | 77 | 74 | 94 | 117 | 142 | 165 | 370 | 28.1 | 41.0
= |Subsidised 14.1 | 164 | 24.4 [ 325(39.1 | 387 | 492 | 52.1 | 52.9
[2 conversion

Conversion 14.1 | 159 19.7 | 23.8 | 29.6 | 34.9 | 42.7 | 46.0 | 51.4

(w.out subsidies)

Ordinary 61 | 67172196 107129145196 | 215
o |Subsidised initial | 49 | 47 | 50 | 60 | 84 | 82 | 135] 78 | 53
£ Subsidised 85 | 10.8 | 21.4 | 32.6 | 353 | 33.9 | 45.6 | 60.0 | 48.3
a conversion

Conversion

o 76 | 11.2 140|179 | 19.0 | 229 | 27.5 | 31.3 | 36.9
(w.out subsidies)

Average relative (potential) duration (%)

Ordinary 26.6 | 27.9 | 29.7 | 337 | 35.4 | 38.8 | 42.8 | 44.8 | 455
o | Subsidised initial | 248 | 23.0 | 247 | 284 | 314 | 362 | 513 | 432 | 50.5
= |Subsidised 30.9 | 33.9 | 42.0 | 47.4 | 50.8 | 50.5 | 53.4 | 58.9 | 65.1
LE conversion

Conversion 28.4 | 32.0 | 35.0 | 39.3 | 42.4 | 45.7 | 48.3 | 50.1 | 56.7

(w.out subsidies)

Ordinary 18.1 | 18.5 | 18.8 | 22.8 | 27.0 | 28.3 | 30.4 | 34.6 | 36.3
o | Subsidised initial | 18.0 | 148 | 152 | 180 | 246 | 249 | 29.3 | 265 | 20.2
£ | Subsidised 23.6 | 27.0 | 37.1 | 49.0 | 48.7 | 42.2 | 473 | 55.6 | 66.0
a“.f conversion

Conversion

235|271 | 30.6 | 34.8 | 35.8 | 38.8 | 41.3 | 42.6 | 48.8

(w.out subsidies)

Note. Cells with bold type are not significant.
Source: MCVL, 2005-2015

Table 1 also includes the percentage of potential duration, showing how long the
employment spell lasts and considering the latest end date. All this information
highlights a key issue: the percentage of conversion contracts that survive to the
end of the period is higher than that of any other type of contract. In addition, this
percentage increases even more if the contracts have been subsidised. Initial con-
tracts without incentives, which are called “ordinary”, seem to be more stable than
other types of initial permanent contracts. In general, relative duration is shorter
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for part-time than for full-time employment, especially in the case of subsidised
initial contracts, while conversions and full-time contracts are more likely to rep-
resent a path towards stability.

However, the information in Table 1 is merely descriptive and needs to be comple-
mented by a model that controls duration using several variables. The analysis of
the duration and the survival rate of contracts must account for their starting date
and might be influenced by a range of personal and job characteristics and condi-
tioning factors. The method used to evaluate the effect of these factors on the dura-
tion and survival rate is a Cox proportional hazard model (Cox, 1972).

The Cox model is expressed by a hazard function, which may be interpreted as
the risk of being outside the social security system at the end of the observation
period. The covariates are personal and job characteristics, and the estimated coef-
ficients measure the impact of those variables. A hazard ratio (HR) can be greater
than zero; HRs are here represented by the quantities exp(b,). A value of b, greater
than zero means an HR greater than one and indicates that as the value of the
covariate increases, the hazard of ending the contract increases and the length of
survival decreases. Thus, an HR above 1 indicates that the explanatory variable is
positively associated with probability of the event occurring and negatively asso-
ciated with the length of survival.

This model measures the time from the beginning to the end of an open-ended con-
tract, with a potential duration of at least 730 days, allowing us to analyse when the
worker is hired with a new initial, or a conversion open-ended contract, with or with-
out subsidies, observing it during the trial year plus at least one additional year.

The dependent variable is the duration of the open-ended contract when the worker
is younger than 30 years of age. Some contracts continue within the social security
system at the end of the period; hence, the survival time is considered right censored,
as these contracts remain “live”, and it is not possible to determine how much longer
they will last. However, other contracts in the social security system have expired;
therefore, they already have a specific duration and are considered “dead”.

To further analyse the stability of the open-ended contracts initiated by young
people during the observation period, a multinomial model was estimated. Mul-
tinomial logit models were used to model relationships between a polytomous
response variable and a set of regressor variables. This is the case when analys-
ing the characteristics that influenced the probability that a person with an open-
ended contract would remain in the same situation two years later compared to
workers who transitioned to another labour status, for example, unemployed,
employed under a different contract or inactive.

The multinomial model analyses which characteristics influenced the probability
that a young person, under 30 years of age, with an open-ended contract would
remain in the same situation two years later (46.4%) compared to those workers
who transitioned to another labour status: (a) employed under a different open-
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ended contract (12.1%), (b) employed with a fixed-term contract (14.8%), (c)
self-employed or employed in any other situation not included in the previous cat-
egories (1.8%), (d) unemployed in receipt of benefits (8%) or (e) excluded from
the sample because the person might be unemployed without access to benefits, or
be economically inactive (17%). The results of the model identify the estimated
probabilities. Coefficients above 1.0 indicate a higher probability for the status or
characteristic under examination than for the reference status, while coefficients
under 1.0 indicate the reverse.

The sample selection is based on the first open-ended contract spells starting in
each two year period between 2005 and 2013 for all subjects (59,360 spells). The
multinomial model has a dependent variable with six categories, the reference
being when the initially observed employment spell remains live two years later
and the other five categories being the other five possible situations after two years.

The characteristics of the worker and their job can determine the duration of an
open-ended episode as well as the probability they will remain in stable employ-
ment. Personal characteristics considered here are sex, age and time since the
worker was first registered in the social security system, which serves as a proxy
for their labour market experience. Job characteristics considered here are the
autonomous community (Spanish administrative regions) in which the firm oper-
ates, sector of activity, type and size of firm, affiliation group in the social security
system (with reference to the contributory type in terms of rights and responsi-
bilities: a proxy for occupational level), type of open-ended contract and work-
ing time (part- or full-time). Other variables considered are those regarding the
economic cycle, such as the year when the contract was registered in the social
security system and the quarterly employment rate in the respective autonomous
community.

RESULTS AND DISCUSSION

The Great Recession had a clear negative effect on youth, with many young work-
ers being expelled from the labour market, a massive increase in unemployment
and a notable reduction in the probability of finding a job. During the years prior to
the crisis, young workers were able to find a job even if they had a low level of qual-
ifications. However, in 2008, the scene changed completely and many young peo-
ple who had left the educational system to work became unemployed and decided
to return to education, becoming economically inactive again (Rocha, 2012).

Until the first year of the recession, the probability of entering an open-ended con-
tract rather than a fixed-term one was positive. However, the economic incentives
to promote permanent employment did not significantly increase that probabil-
ity (Cebrian and Moreno, 2015). In fact, the percentage of permanent contracts
among all those registered remains very low, making it difficult to justify the pub-
lic cost of those incentives. Nevertheless, the government could have improved
the path to stability for young workers if they had given them the opportunity not
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only to enter a more secure job but also to continue employment in subsequent
years. To verify this, the econometric analyses carried out are presented in sections
below, alongside their results.

Duration Analysis of the New Open-ended Jobs!!

The duration analysis results for open-ended contracts in Table A1 (see Appendix)
show that, considering the year when the contract was registered with social secu-
rity, since 2009—the worst year of the slump—average net duration has decreased
continuously.

Other results to be highlighted are, first, related to sex. Men and women under
30 have no significant differences in terms of spell duration. This outcome indi-
cates that there are no gender differences at the beginning of workers’ labour mar-
ket careers, when they have approximately the same working experience and both
are at the same point in their life cycles, probably living in the parental home and
without family burdens.'? Nevertheless, it is known that Spanish young people
delay emancipation for longer than their European counterparts. There are sev-
eral reasons for this, but they usually need the economic support of their families
(Ayllén, 2014, Canto et al., 2022).

Secondly, age is positively correlated with duration; hence, labour stability is
gained over time. Time increases the probability of finding a permanent job and
the probability of keeping it for a longer time (Countouris et al., 2016).

Some autonomous communities (Asturias, Castilla-La Mancha, Galicia, the
Basque Country, La Rioja and the autonomous cities of Ceuta and Melilla) have
similar results to Andalusia, which represents the reference category. However, the
Basque Country and La Rioja have better labour market performance. Catalonia
and Madrid present greater risk rates than Andalusia, although in both communi-
ties, SEPE data suggests that it is more likely that a young worker will enter into
a permanent contract. These results reflect the well-known regional disparities in
the temporary employment rate and in the sectoral structure of employment (Fun-
dacién BBVA-IVIE, 2019).

The sector of economic activity involved is an interesting and significant varia-
ble (Figure 1). Energy, manufacturing, transport, financial services, education and
health have higher durations of spells, while spell duration is shorter in agricul-
ture, construction, accommodation and food service activities and real estate com-
panies. The proportion of permanent contracts is lower in those sectors with the
shortest durations, such as commerce and hospitality, where the use of temporary
contracts is not only a means of entering the labour market (as a way of select-
ing and testing workers) but also of maintaining unstable employment practices,

! Hazard rates and significance levels are in Table Al in the appendix.
12 Data do not allow us to distinguish between household members and their family relationships.



208 Cuadernos de Economia, 43(91), enero-junio 2024

Figure 1.
Survival profiles (duration in days) by sector of activity
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so that labour needs can be adjusted in the event of economic difficulties (Cebridn
and Toharia, 2008).

The contribution group or “professional status” may be considered a proxy for
occupational level because it also reports the type of tasks carried out during the
course of employment (Figure 2). This is a significant variable, with all the catego-
ries having longer spells than the reference category of unskilled workers. Workers
here also have a higher probability of being associated with a permanent contract.

The type of company is another interesting variable. On the one hand, limited and
public companies are negatively related to the length of employment spells, but on
the other hand, cooperatives and other societies exhibit a positive effect on duration.

It is worth noting that one of the most interesting results is related to the type of
permanent contract. The results from Table A1 are reflected in Figure 3 where the
lines trace the survival rates of the various categories of contracts, distinguish-
ing between full-time and part-time contracts.'® There are significant differences
between initial contracts or conversions from temporary contracts and between
part- and full-time contracts. First, access to a permanent contract as a result of

13 Survival profile lines are sorted from the highest to the lowest level.
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Figure 2.
Survival profiles (duration in days), by professional status
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conversion from a temporary contract (with or without subsidies) is more likely to
last longer than if it is permanent from the start, as shown in Figure 3. These con-
tracts last longer, especially if they have been promoted with subsidies to reduce
the social security contributions paid by employers and they are full time.

It must also be pointed out that after the first year, approximately one-third of con-
version contracts are “dead” (they are no longer registered in social security records),
but for initial permanent contracts, the proportion rises to 40% or up to 50% if the
contract has been subsidised. Regarding the second year, only half of total perma-
nent contracts are “live”, a percentage that declines to 40% if initial contracts are
considered. By the end of the period, most permanent contract spells are “dead”.

It should also be stressed that firm size is another interesting variable, because
an important aspect of the economic effort made by the Spanish government has
focused on small and medium-sized firms. As a result, there is a negative correla-
tion between permanent employment and firm size (Cebridn et al., 2011; Conde-
Ruiz et al., 2011). However, as Figure 4 shows, the survival rate is positively
correlated with firm size. This means that, although a person is more likely to find
a permanent job with a small firm, they are also more likely to lose it.
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Figure 3.
Survival profiles (duration in days) by type of contract
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Figure 4.
Survival profiles (days of duration) by firm size
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Permanent Contract Stability of Spanish Young Workers: Mul-
tivariate Analysis'*

The previous sections have demonstrated instability to be one of the main char-
acteristics of the Spanish labour market, especially regarding youth permanent
employment. Not only do fixed-term contracts have extremely short durations,
but open-ended contracts are also unstable. As detailed above, fewer than 50% of
all open-ended contracts remain live two years after they started. The probabil-
ity of being in the same permanent contract two years after it began is higher for
episodes of employment initiated before the economic crisis arrived.

The multinomial analysis results in Table A2 (see Appendix) show that males are
more likely than females to be in self-employment or in other types of contracts
after two years and that males are less likely to end up unemployed and in receipt
of benefits. Exclusion from the sample is more probable for males two years after
having an open-ended employment episode.

Age at the start of the episode shows that the older an individual, the higher the
probability of being in the same contract rather than in another one, or in receipt

14 Results are detailed in Table A2, in the Appendix.
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of unemployment benefits; however, these individuals are also more likely not to
figure in the MCVL. This last finding might be the consequence of an individual
having been in a job but only for a short time, with the result that after two years,
they have exhausted their benefits and has lost the right to participate in the social
security system.

Work experience, measured by the time elapsed since the first employment epi-
sode registered by the social security system, has the same type of positive effect
as age on the probability of stability. However, it also increases the probability of
being unemployed and in receipt of benefits, as the worker has had the opportunity
to pay social security contributions for longer.

The coefficients of the variable “professional status” show that a worker is less
likely to make a transition when the category is associated with a higher qualifica-
tion, and thus, stability is related to qualifications.

Part-time initial contracts are associated with a higher probability of instability
than are full-time contracts.

An initial contract in the public sector is more stable after two years than in any
other type of employment, and starting a career working for an individual firm or
another type of company increases the probability of a transition from an open-
ended to a fixed-term contract.

In geographical areas with an income level below the national average, the prob-
ability of ending in an open-ended contract is lower than in areas with higher
income levels.

It could be that when an employment episode is selected and included in the sam-
ple (MCVL) but the firm has subsequently closed, it is more likely to be in any other
situation in two years’ time than to remain in the same episode. Figure 5 illustrates
the relative probabilities for each size of firm and for both estimations. On the other
hand, firms with 500 or more employees are associated with a higher probability of
stability, while the smallest firms are more likely to be associated not only with a
transition to unemployment or losing social security coverage, but also to a fixed-
term contract. Note that these probabilities increase for a firm size of up to 100 work-
ers and decrease thereafter. Stability is greater in the largest firms.
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Figure 5.
Probability of being in the same initial contract by the size of the firm
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In the agricultural sector, when the initial contract is open-ended, the probability
of being in another open-ended contract is very high (Figure 6), while a transition
to a fixed-term contract, unemployment or to exclusion from the sample is more
likely than the category of reference. Workers employed in industry and collec-
tive services are more likely to remain in the same initial open-ended contract than
those employed in other sectors, while construction is associated with a higher
likelihood of a transition from an initial open-ended contract to unemployment or
exclusion from the sample. The hospitality sector has the greatest likelihood of a
transition occurring in two year period. These coefficients reflect the most unsta-
ble sectors, where contracts are of shorter duration.
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Figure 6.
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Probability of being in the same initial contract by economic sector
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Figure 7 shows the probability of transition according to the initial type of con-
tract. If the initial open-ended contract is a conversion from a temporary contract,
the worker enjoys higher stability than in the case of ordinary or subsidised open-
ended contracts. Starting with one of these two open-ended contracts increases the

From
1to4

Fixed
term

EN 2 & EN
2 5. E: &%
- _-+ - ==
[S31%) ~o o o

— o wy
-
Self Unemployment
employment subsidy
& other

D N

J S To
g o g ) <5
== = =¥
o o S

s &8 =

S

Out of the ame

MCVL con tract

probability of changing to a different situation in two years.



The path to labour stability Inmaculada Cebridn & Gloria Moreno 215

Figure 7.
Probability of being in the same initial contract by initial type of contract
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The year when the contract begins is a proxy for economic conditions. Figure 8
shows the probabilities estimated for this variable. The probability of being out
of employment (unemployed or out of the MCVL) two years later is higher for
episodes of employment that were initiated during the economic crisis, and the
probability of being in another employment spell is less than one for all peri-
ods when the initial contract was open-ended. The probability of being in unem-
ployment and in receipt of benefits decreased over the period. The high rotation
in the Spanish labour market, especially among young people, prevents individ-
uals from reaching the length of contributions necessary to access to unemploy-
ment benefits.
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Figure 8.
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CONCLUSIONS AND FINAL COMMENTS

In Spain, the Great Recession led to an increase in the global unemployment rate
from 8% in 2007 to 27% at the beginning of 2013, one of the highest levels in the
EU. This was reflected in the case of young people, who suffered the worst deteriora-
tion in their labour market situation during the period, reaching very high unemploy-
ment rates (44% for those aged 16-29). In addition, young workers faced significant
levels of precariousness. They primarily entered employment under fixed-term con-
tracts, with a high rate of rotation and a lack of stability. Empirical studies demon-
strate that access to employment does not achieve full labour market integration, and
young people alternate between working in different jobs, with periods of unem-
ployment. This situation handicaps their life projects and delays their emancipation.

The promotion of youth employment in order to resolve these problems and mit-
igate their effects has been one of the main objectives on the political agendas
of all Spanish governments since 1984. For this purpose, in recent decades, sev-
eral measures and long-term projects have been launched, such as the reform of
the education system (Escudero, 2016), intended to improve youth employability.
However, other short-term measures have been focused on achieving an immedi-
ate impact on the employment rate, such as those designed to encourage the hiring
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of young workers. The paradigm of stability has mainly been based on the promo-
tion of open-ended contracts.

Using data from the panel version of the MCVL between 2005 and 2015 it has
been possible to analyse the employment and labour trajectories of young workers
with permanent contracts. The selected sample included young workers who ini-
tiated employment at any time between the start of 2005 and 31 December 2013,
and followed them for at least two years. This analysis has produced some inter-
esting findings that have been used to determine whether permanent contracts are
the path to labour market stability. Access to permanent employment has some
advantages for employees, especially if the contract started before 2008, but nei-
ther incentives nor the new permanent contracts introduced by the 2010 and 2012
reforms have improved employment stability.

On the one hand, it is more probable that these young workers will maintain their
status in the social security system at the end of the period analysed. Conversely,
there is a higher probability that individuals who have mainly been employed
under temporary contracts will not be in the system after two years. During this
period, they had made fewer social security contributions and experienced a higher
number of registered affiliation episodes. Hence, young workers who started in
fixed-term employment suffer a higher level of rotation and have been able to
make contributions during a shorter period of time, with a negative effect on their
access to future unemployment benefits and pensions. In fact, the average duration
of temporary employment is approximately two months, which is only one-sixth
the time needed to gain access to unemployment insurance. In contrast, young
people with permanent contracts have longer periods during which they can make
contributions to the social security system. Although they also suffer employment
rotation, the average duration of these open-ended contracts is less than half of the
expected duration. Moreover, young people who start employment in a temporary
contract, and have this type of contract only, have a lower probability of being
covered by the social security system after two years. This probability increases
considerably if they have any permanent contract.

Considering this result and the interest of labour authorities in promoting subsi-
dised permanent employment, it is appropriate to investigate which elements deter-
mine the duration and stability of these permanent contracts. The analysis reveals
that young people suffer a high degree of instability even if they have an open-ended
contract. In fact, after the first year, independently of the type of permanent con-
tract involved, the average probability of ending the contract increases by over 40%.
The percentage of conversion contracts still live at the end of the period is higher
than that of any other type of contract, and this percentage increases more if they
have been subsidised. Initial contracts without incentives (known as “ordinary” con-
tracts), seem to be more stable than other types of initial permanent contract. In gen-
eral, the relative duration is shorter for part- than for full-time contracts, especially in
the case of subsidised initial contracts. Consequently, conversion contracts—along-
side full-time jobs—are more likely to be on the path to stability. Outcomes from the
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analysis of economic sector, contribution group and company type indicate that per-
manent contract stability is positively linked to higher productivity sectors, higher
occupational levels, larger firms and new company models.

The multivariate analysis of the situation two years after starting an open-ended
contract shows that stability depends on previous labour experience. Contracts in
the public sector, industry or energy sectors and full-time contracts are more stable
than others. If the initial contract is an ordinary open-ended one, the probability of
being unemployed or excluded from the sample is less than in the case of a subsi-
dised contract. Once again, the probability of stability is lower in small firms than
in their larger counterparts. These results undoubtedly question the decision to use
public spending to promote open-ended contracts in small firms, such as the new
permanent contracts for companies with fewer than 50 workers.

Spain had not yet recovered from the impact of the Great Recession and the youth
labour market was still suffering from the severity of the crisis when the world-
wide COVID-19 pandemic hit the economy. This economic crisis has had a pro-
found negative impact on economic growth and employment and it reinforced
uncertainty about the future of the overall employment market, which is already
faces serious challenges associated with the digital revolution, automation pro-
cesses, disintermediation and the disintegration of value chains in many sectors of
the economy. The growth of unemployment that has resulted from this crisis fur-
ther underscores the need to invest in the employability of young people and in the
development of the professional skills that will be needed in the future. The EU
points out the importance of strengthening human capital (European Commission,
2017), and establishes three pillars for this purpose: “quantity, quality and inclu-
sion”. Young people have lower quality in work than other workers. In the OECD,
as a whole, the quality of youth employment is clearly lower than that of all work-
ers There are wide divergences between countries too, Switzerland having greater
quality in terms of earnings and Greece, Spain and Turkey in relation to job inse-
curity and the quality of the working environment (Picatoste et al., 2022).

In the second quarter of 2020 estimates based on the Encuesta de Poblacion Activa
(Spanish Labour Force Survey) suggested that youth unemployment had risen by
5.2 percentage points compared to the previous year. This placed youth unem-
ployment above 30%, compared to an overall unemployment rate that had risen to
around 15%. Thus, it must be understood that the COVID-19 crisis led to a rapid
decline in youth employment, closely associated with the impact of the loss of
temporary employment, which has particularly affected young people, because
of the strong effect of fixed term employment in the Spanish labour market, espe-
cially for this group (Lépez-Ahumada, 2022).

The effects of the COVID-19 on the Spanish economic crisis were compounded by
the war in Ukraine, which started in the middle of the first quarter of 2022. This cri-
sis increased the cost of raw materials, especially energy products, accelerating price
inflation to rates not seen for decades. Although GDP per working-age person has
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been growing at average annual rates of close to 5% this year, it has not yet recov-
ered its pre-pandemic and trend levels (Bosca et al., 2023). Against this backdrop,
employment has held up strongly, despite the crisis. In 2022, the figure of 20.29 mil-
lion jobs was reached, up from 19.1 million in 2019, before the pandemic.

Our results suggest that better measures to promote stable employment are still
required. The policies intended to promote stable employment for young people
during the Great Recession have not been as effective as was expected, mainly due
to the lack of stability of open-ended contracts.

New practices in active labour market policies should be implemented to improve
their path to stability. A good example could be the improvement of public employ-
ment services, namely profiling, counselling and monitoring alongside more spe-
cific training and apprenticeship contracts (AIReF, 2018). In Spain, the percentage
of spending on active subsidies was already twice as high as the OECD average in
2009 (32% compared to 16%), while less was spent on training, (22% compared to
29%). It is well known that subsidies have little effect on net job creation. On the
other hand, they do have a clear effect, shifting hiring towards subsidised groups
as opposed to groups that do not benefit in this way. Moreover, in the first year of
the contract, the turnover of subsidised workers is 25-45% higher than those with-
out subsidies. (Cebridn et al, 2011.).

However, according to the latest social security affiliation data, the changes intro-
duced by the last labour reform (RDL 32/2012)" have considerably improved
youth employment. In the case of those under 30 years of age, the shift towards
more stable contracts is particularly notable, temporary employment having fallen
by 31 points. In the future, it will be necessary to monitor these new permanent
contracts to assess whether this latest labour reform achieves greater stability in
youth employment than the reforms carried out during the financial crisis.

In summary, the promotion of open-ended contracts has not had the expected positive
results, either in quantitative or qualitative and stability terms. Temporary employ-
ment retains a predominant role in the Spanish labour market. The size of companies
and the quality of entrepreneurship, business and management are essential aspects
for achieving increased productivity, which is one of the economic goals the country
has had least success in achieving. Some questions arise: should policies that focus
on subsidised open-ended contracts remain? In Spain, a substantial proportion of
the money spent on active labour market policies has gone to promote open-ended
contracts (AIReF, 2018). Instead, the promotion of training to adapt the qualifica-
tions of young workers to the needs of the productive system should be improved, as
should the channels of communication and information between the different actors

15 Real Decreto-ley 32/2021, de 28 de diciembre, de medidas urgentes para la reforma laboral, la
garantia de la estabilidad en el empleo y la transformacién del mercado de trabajo. BOE size
ndm. 313, de 30/12/2021
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in the labour market. The durability, stability and safety of open-ended contracts in
the Spanish labour market are not guaranteed. The basis for the creation of youth
employment must be the development of sustainable economic growth based on
productivity and competitiveness, improving figures of decent work, social protec-
tion, and rights at work within the framework of the 2030 Agenda.
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APPENDIX

Table Al.
Cox Duration Model

Hazard Rate | Sig.
Sex | Women 1.000
Age |16-24 1.068 wok
Ordinary FT (&)
_ | Subsid conversion FT 0.745 ok
§ Subsid initial FT 1.075 ok
§ Conversion FT 0.767 Hk
S | Ordinary PT 1273 |
:& Subsid conversion PT 0.880 Hk
Subsid initial PT 1.444 ok
Conversion PT 0.872 Hk
Andalusia (&)
Aragén 1.069 wE
Asturias 1.000
Baleares 1.105 **
Canarias 1.076 wok
>, | Cantabria 0.939 *E
E | Castilla-La Mancha 1.000
£ | Castile and Leon 1034 [**
§ Catalonia 1.222 w3k
g | Valencian Community 1.143 wok
§ Extremadura 0.947 Hk
£ | Galicia 1.000
< [ Madrid 1084 |
Murcia 1.081 wk
Navarre 1.073 Hk
Basque Country 1.000
La Rioja 1.000
Ceuta and Melilla 1.000

(Continiia)



The path to labour stability Inmaculada Cebridn & Gloria Moreno 225

Hazard Rate | Sig.
Closed 2.458 wok
1-4 1.303 ok
5-9 1.259 *E
& [10-19 1.211 *E
é 20-49 1236 |**
= [50-99 1.176 *E
100-249 1.118 *E
250-499 1.150 *E
500 + (&)
Agriculture 1.411 wok
Extractive industry 1.000
Manufacturing 0.749 ok
Energy 0.624 o
o, | Construction 1.111 wE
E Wholesale. retail (&)
E Hotels & restaurants 1.458 *E
g Transport 0.974 ok
§ Financial services 0.786 wk
z Real estate activities 1.021 wE
Public administration 1.000
Education 0.846 o
Health 0.816 ok
Other services 1.000
Engineers and university graduates, senior management 0.657 wE
Engineering technicians, experts & assistants with univ 0.697 wok
&« | Administrative and workshop managers 0.639 wok
§0 Unqualified assistants 0.638 ok
& | Administrative officials 0.732 | **
E Subordinates 0.876 o
‘g Administrative assistants 0.887 wox
© | First- and second-degree skilled workers 0.790 wok
Third degree skilled workers and specialists 0.892 wok
Unskilled workers (&)

(Continiia)
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Hazard Rate | Sig.
. Natural person (&) 1.000
£ | Limited company 1.054 wok
ZO: Other companies 0.941 wok
5 Cooperative companies 0.825 wok
Public sector 1.003 *E
2005
2006 1.032 ok
- 12007 1.051 ok
S [2008 1.000
£ (2009 0.960  |**
5 [2010 1.000
2011 1.000
2012 1.000
2013 1.149 ok
Number of spells 1.003 wok
Employment rate 1.004 wok

(Sample size: 191,869 episodes. (&) Reference category. ** Significance at 99%) Source:
MCVL. 2005-2015.
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