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1 Introduction

Employment protection legislation for permanent contracts (EPLP) is a potential

source of a high incidence of temporary employment and of youth unemployment

(Kahn, 2007). In order to decrease adverse effects, liberalizing reforms in EPLP

were proposed in the public debate in the aftermath of the 2007 financial crisis.

Following this discussion, some European countries liberalized EPLP between 2008

and 2013, e.g., in Portugal, Spain, Italy, and Greece (OECD, 2013). Such reforms

are considered to be politically harmful because powerful permanent workers would

suffer, while less powerful temporary workers would benefit (e.g. Rueda, 2005).

Previous research on the effects of EPLP, however, suggests that the effect of

EPLP on well-being is not as clear. Search and matching models predict that job

destruction and construction of permanent jobs increases when EPLP decreases.

Marinescu (2009) and Boockmann, Gutknecht, and Steffes (2008) show that job

stability might decrease. In moral hazard situations, a decrease in EPLP could de-

crease monitoring, as dismissals can be applied as disciplinary advices, and thereby,

decreases stress (Lepage-Saucier and Wasmer, 2012). Hence, for permanent work-

ers less job stability must be weighed against the reduced stress. Due to increased

job construction, temporary workers could benefit from a more likely access into

permanent jobs (Centeno and Novo, 2012). Booth, Francesconi, and Frank (2002)

showed that temporary work is associated with lower training, lower wages and less

job satisfaction compared to permanent work. Workers, however, who remain in a

temporary job after a reduction in EPLP might suffer due to the comparison to

colleagues who transitioned into a permanent job.

In order to improve our understanding on effects of EPLP on well-being, I eval-

uate the effect of an increase and a decrease in German EPLP on life satisfaction as

a proxy for well-being. The identification strategy relies on German EPLP reforms

which changed EPLP for small firms only. Due to this subgroup and time variation,

I am able to employ the reforms as quasi-experiments in a difference-in-difference

approach (DID). As a major share of permanent workers was almost not affected

by the reforms in EPLP, the focus is on temporary workers. Using the longitudinal

German Socio-Economic Panel (GSOEP), I account for individual fixed effects.

A major drawback of the GSOEP, however, is that the treatment group can not

be measured precisely, and hence, incorporates measurement errors. It is, therefore,

likely that the estimates of the effect of EPLP on well-being are biased towards

zero. This has to be kept in mind when interpreting the results. Importantly, in

order to address potential violation of the common trend assumption, e.g. due to
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worker selection, I control for life satisfaction relevant observable and time-invariant

unobservable heterogeneity such as age, age squared, and children. Hence, if the

reforms induce worker selection, I capture for this, if the process can be explained

by observable or time-invariant unobservable heterogeneity, but not if driven by

time-variant unobservable heterogeneity. Furthermore, I conduct placebo tests as

well as pre-treatment trend tests.

This paper contributes to the growing literature which employs evaluation tech-

niques to study effects of labor market institutions and policies on well-being (e.g.

Hamermesh, Kawaguchi, and Lee, 2014; Dorsett and Oswald, 2014). Within this

literature, this paper is the first that combines standard evaluation techniques for

the effect of reforms in employment protection on objective outcomes1 with the lit-

erature on determinants of life satisfaction.2 Boarini, Comola, Keulenaer, Manchin,

and Smith (2013) and Ochsen and Welsch (2012) analyze the relation between em-

ployment protection and life satisfaction based on within-country variation of em-

ployment protection and pooled cross-sectional data but do not investigate within-

country subgroup variation.3 Thereby, they cannot easily rule out concerns about

unobserved confounding and reversed causality.4 Busk, Jahn, and Singer (2015) (DID

with propensity score matching), Lepage-Saucier and Wasmer (2012) (DID) and

Kuroki (2012) (DID) are exceptions in the literature of employment protection and

well-being. They examine the effect of employment protection on stress (Lepage-

Saucier and Wasmer, 2012) and job satisfaction (Busk, Jahn, and Singer, 2015;

Kuroki, 2012) but not on life satisfaction.

Furthermore, this paper is the first to study the effect of employment protection

for permanent workers on life satisfaction. Boarini, Comola, Keulenaer, Manchin,

and Smith (2013) and Ochsen and Welsch (2012) do not differentiate between pro-

tection for permanent versus temporary contracts. Other studies on employment

protection and well-being which account for this difference investigate job satisfac-

tion, perceived job security and stress but not life satisfaction (Lepage-Saucier and

Wasmer, 2012; Salvatori, 2010; Clark and Postel-Vinay, 2009; Kuroki, 2012).

The main finding is that the decrease in EPLP in 1996 decreased life satisfaction

1For instance, Leonardi and Pica (2013), Scoppa (2010), Martins (2009), Kugler and Pica (2008),
Boockmann, Gutknecht, and Steffes (2008), and Bauer, Bender, and Bonin (2007).

2For instance, Frey and Stutzer (2012), Clark and Senik (2010), Kassenboehmer and Haisken-
DeNew (2009), and Clark, Diener, Georgellis, and Lucas (2008).

3Salvatori (2010) and Clark and Postel-Vinay (2009) investigate employment protection and
job satisfaction or job security but do not investigate within-country subgroup variation, too.

4Reversed causality is a potential crucial issue as, for instance, workers who are worried about
job security demand, as a consequence, higher EPLP from political actors (Clark and Postel-Vinay,
2009).
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of temporary workers by 6% of the mean in life satisfaction. An explanation for this

is that temporary workers who remain in a temporary job suffer from the comparison

to colleagues who successfully transitioned into a permanent job after the decrease

in EPLP. This interpretation would be in line with the finding of Centeno and

Novo (2012) that EPLP adversely affects transition probabilities from temporary

to permanent work and would be in line with the literature on social comparison

(e.g. Clark and Senik, 2010). Concerning the common trend assumption, I do not

find that control and treatment group follow a different trend in the pre-reform

period controlling for a broad set of observable and time-invariant unobservable

heterogeneity. Furthermore, I find that less employable workers are specifically strong

affected by a decrease in EPLP. The negative effect returns back to zero after one

year which might be explained by adaptation (e.g. Clark, Diener, Georgellis, and

Lucas, 2008). I find no effect of the increase in EPLP (1999) on temporary workers

which could be explained by the notion that losses are valued stronger than gains

(e.g. Boyce, Wood, Banks, Clark, and Brown, 2013). As the majority of permanent

workers were not strongly affected by the EPLP reform, I do not expect effects on

their well-being. Indeed, I do not find any. Due to the measurement error in the

treatment status, however, all effects should be considered as lower bounds.

The paper is organized as follows: The next section develops hypotheses on the

effect of employment protection on well-being and mechanisms. Following that, I

present the institutional background in Section 3. The fourth Section introduces

the identification strategy and data. Section 5 presents the results of the empirical

analyses, and in the final section, I conclude.

2 Related literature

Employment protection regulations regulate the hiring and firing of workers with

temporary contracts and/or with permanent contracts. A temporary contract fin-

ishes after a specified period of time, while a permanent contract is open-ended in

its duration. These employment protection regulations are based on formal legisla-

tion, collective bargaining, and court interpretation of legislation. In this paper, I

focus on formal employment protection legislation for permanent contracts (EPLP),

regulating issues like the period of notice for termination, specific forms of dismissal,

or severance payments. Thereby, stronger EPLP increases adjustment costs of the

workforce at the firm-level.

In labor economics, firm-level adjustment costs are often modeled in dynamic
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labor demand models (e.g. Boeri and Garibaldi, 2007; Nunziata and Staffolani, 2007)

and in search and matching models (e.g. Cahuc, Charlot, and Malherbert, 2012;

Boeri, 2011). This literature suggests that employment protection has an effect on

job destruction and creation, flows into and out of employment, but an ambiguous

effect on employment levels.5

Relying on labor economics and the empirical literature on well-being, I derive

hypotheses on the effect of EPLP on well-being. Well-being is considered to be a

function of current income, expected income, and relative social status. The expected

well-being from a permanent job is assumed to be higher than from a temporary job

as workers in a temporary job exhibit a higher probability of becoming unemployed

in the future.

2.1 Employment flows

Search and matching models incorporate employment protection via firing costs,

which alter the profit function of firms. Boeri (2011) models the effects of an increase

in firing costs for permanent workers in a labor market which allows the existence

of temporary and permanent contracts in his model. An increase in firing costs

yields a decrease in job destruction of permanent workers and a decrease in the

conversion of temporary jobs to permanent jobs. Employing micro-level data and

reforms which increased EPLP, Kugler and Pica (2008) find that separation from and

access to permanent work decreases, Centeno and Novo (2012) show that transition

probabilities decreased, Boockmann, Gutknecht, and Steffes (2008) show that job

stability increased, and Marinescu (2009) finds a decrease in the firing hazard.

Based on these findings, a change in EPLP could affect well-being in several

ways. Some temporary workers might benefit from a decrease in EPLP by actu-

ally transitioning from a temporary into a permanent job where expected income is

higher.6 Workers who remain in a temporary job might benefit from higher proba-

bility of access into a permanent job in terms of employment prospects which may

then increase the expected income of temporary jobs. I refer to this positive effect of

a decrease in EPLP on well-being as the transition hypothesis. Temporary workers

also, however, might suffer from a decrease in EPLP because the protection of their

5For an overview of the literature, see Cahuc and Koeniger (2007) and OECD (2013). Further-
more, a reduction in EPLP might have an effect on productivity (Cappellari, Dell’Aringa, and
Leonardi, 2012) and might either increase (Lazaer, 1990; Leonardi and Pica, 2013) or decrease
(Lindbeck and Snower, 2001) the wages of permanent workers.

6Booth, Francesconi, and Frank (2002) show that temporary compared to permanent jobs are
associated with lower wages, job satisfaction and training opportunities.
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future job decreases (Salvatori, 2010): anticipation hypothesis. Due to the decrease

in EPLP, permanent workers might perceive an increase in both the probability of

separation from their jobs and the probability of transitioning into unemployment

or into a temporary job so that the expected income of permanent jobs would de-

crease.7 I refer to this negative effect on permanent workers’ well-being of a decrease

in EPLP as the insecurity hypothesis.

Relative social status might change as well. The relative status, e.g. in terms

of relative income, is a crucial determinant of well-being, which was shown in the

empirical literature on well-being and in behavioral economics (e.g. Karacuka and

Zaman, 2012; Clark, Diener, Georgellis, and Lucas, 2008; Luttmer, 2005; Falk and

Knell, 2004). A milestone in the literature on well-being and relative positions was

the seminal article of Easterlin (1974). Despite substantial increases in wealth and

the finding that income is positively related to well-being across countries and across

individuals within countries, he finds no substantial increase in happiness within

countries.8 In order to explain this ”paradox”, social comparison and adaptation

are discussed as potential explanations. Concerning social comparison, Clark and

Senik (2010) show that income comparison is highly relevant for well-being and that

people often compare themselves with their colleagues. When EPLP decreases, an

increased amount of temporary colleagues might improve their status by moving into

a permanent job. Hence, temporary workers who remain in a temporary job after

the reform are worse off than former temporary colleagues who transitioned into a

permanent job. Thus, a decrease in EPLP could decrease the temporary workers’

well-being who remained in a temporary job through the mechanism of comparison.

In the following, I refer to this argument as the comparison hypothesis.

2.2 Moral hazard and monitoring

EPLP might also change monitoring of permanent workers. In a moral hazard sit-

uation between permanent workers and employers, dismissals can serve as disci-

plinary devices. Higher employment protection makes these devices more costly,

and employers dismiss less often. Thereby, the value of jobs for shirkers increases

in efficiency wage models. In this situation, the employer might raise monitoring in

7Perceived job security might decrease, too. For the positive relation between perceived job secu-
rity and life satisfaction in economics, see: Praag, Frijters, and Ferrer-i-Carbonell (2003), Geishecker
(2012), Green (2011), Campbell, Carruth, Dickerson, and Green (2007). For the relation between
job security and life satisfaction in psychology, see: Cheng and Chan (2008), De Witte (2005) and
Sverke, Hellgren, and Näswall (2002).

8For recent controversial discussion on this ”paradox”, see Easterlin, McVey, Switek, Sawangfa,
and Zweig (2010) and Stevenson and Wolfers (2008).
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order to avoid shirking. A decrease in EPLP, therefore, might decrease monitoring,

and hence, stress.9 Indeed, Lepage-Saucier and Wasmer (2012) show that EPLP is

positively related with stress. Hence, permanent workers might benefit in terms of

well-being: monitoring hypothesis.

2.3 Employability as a loss multiplier?

Previous research shows that perceived employability is an important mediator of the

effect of unemployment and perceived job insecurity on well-being (Green, 2011). In-

dividuals who perceive themselves as less employable - measured as low expectations

to find a good job - suffer more from unemployment and perceived job insecurity.

Psychologist explain this by the degree of perceived dependency on the current job,

which is higher when perceived employability is low.

In this study, I explore whether changes in EPLP affect workers differently de-

pending on their perceived employability. For instance, temporary workers who per-

ceive their employability as low might have much stronger preferences for a perma-

nent job than others because they expect to face major difficulties in finding a new

job. Hence, when they do not manage to transition, even though the propensity to

do so increased, they could suffer even stronger when comparing to colleagues who

transitioned. The same applies to permanent workers.

3 Institutional background

3.1 Employment protection in Germany

In international comparison, Germany’s dismissal protection for permanent con-

tracts ranked among the top five of OECD countries in 2013 (Venn, 2009; OECD,

2015). Hence, it ranks similarly to Portugal and France, but much higher compared

to United Kingdom and United States. German EPLP is regulated in the Protection

Against Dismissal Act, in the Civil Code, and in laws for specific groups such as

disabled workers. The latter two regulations apply to all firms and define minimum

criteria for a fair dismissal (e.g. written form, specific period of notification, and

application of good faith, basic rights). In the case of an unfair dismissal, the court

decides over severance payments.

9Furthermore, less monitoring (personal control) is positively related to job satisfaction (Warr,
2003). For the relation between job satisfaction and life satisfaction in economics, see (Praag,
Frijters, and Ferrer-i-Carbonell, 2003). For the effect of job satisfaction on life satisfaction in
psychology, see Warr (2003), Iverson and Maguire (2000) and Judge and Locke (1993).
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The Protection Against Dismissal Act, in contrast, only applies to firms that

pass a threshold in terms of the number of employees and defines stricter rules

which have to be met for a fair dismissal. Dismissals are only considered fair under

EPLP regulations if: 1) the cause lies in the worker (e.g. long-term incapacity), 2)

the worker’s behavior is deemed damaging or unacceptable (e.g. theft), or 3) it is an

economic necessity. A dismissed worker has the right to bring the case to court but

only if s/he did not forgo this right by accepting severance payments. In case of an

unfair dismissal, the worker has the right to return to the firm or to claim severance

payments. Hence, the Protection Against Dismissal Act increases adjustment costs

in terms of transfers, e.g. severance payments, and taxes, e.g. procedural costs of

dismissals, only for firms above a specific threshold. In the following, I refer to this

German legislation as EPLP.

3.2 Reforms in employment protection

This paper investigates variation in EPLP across firm size (threshold regulation)

and variation across time (reforms in 1996 and 1999). Figure 1 shows which firms

depending on firm size size [measured in full time equivalent employees (FTE)] are

required to meet regulations of the EPLP between 1995 and 2000. Before the reform

in 1996, all workers in firms with more than 5 FTE were covered by the EPLP. The

Christian Democrat/Liberal government decided on reforms in order to increase

the flexibility of the labor market. On the 1st of October in 1996, the minimal

number of FTE was increased from 5 to 10 FTE for newly hired permanent workers,

i.e. contracts were signed after the 30th of September in 1996.10 This means that

small firms with less than 10 FTE did not have to apply the EPLP for newly hired

permanent workers anymore. From this date on, newly hired permanent workers

in small firms could be dismissed much more easily. Incumbents who signed the

permanent contract before the reform took place (1st of October in 1996), however,

were exempted from the reform until September 1999. For these workers only a

decrease in future EPLP (September in 1999) became effective on the 1st of October

in 1996. Thereby, incumbent permanent workers faced no direct change in EPLP on

the reform date.

The second reform took place on the 1st of January in 1999. In this reform,

the Social Democrat/Green government re-regulated the law and returned to the

10Social selection criteria in the case of economic redundancies were loosened. The FTE calcu-
lation changed.
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old threshold.11 Thereby, newly hired permanent workers, i.e. whose contracts were

signed after the 30th of September 1996, who were employed in firms with 6 to 10

FTE faced an increase in employment protection on the 1st of January in 1999.

Incumbent workers, i.e. whose contracts were signed before the 1st October in 1996,

the reform in 1996 did not change EPLP. Only incumbents who signed the contract

after September in 1996 faced an increase in EPLP. According to OECD (2015),

the share of workers with a job tenure more than three years in total employment

was 27.9 percent in 1999. Including temporary and permanent workers, however,

this figure indicates that only a small share of permanent workers were affected by

the increase in EPLP. Therefore, the policy effects for permanent workers should be

understood as a lower bound estimates. The 1999 reform took place after elections

in September 1998, in which this reform was already strongly discussed (Bauer,

Bender, and Bonin, 2007). Therefore, I discuss anticipation of the reform in the

empirical analyses (Section 5).

Finally, for identification issues, it is important whether parallel reforms took

place. On the 1st of October in 1996, the regulation of fixed-term work was liberalized

(increasing the maximum duration from 18 to 24 months and allowing renewals up

to three times).12 These reforms, however, apply to all firms and workers.

4 Empirical strategy

4.1 Identification strategy

The effect of EPLP on well-being is identified by exploiting variable enforcement

across firm-size and within-country time variation of EPLP (Boeri and Jimeno,

2005). Employing these kinds of variations in a difference-in-difference approach

became a standard tool for causality analyzes of the effect of EPL reforms on objec-

tive outcomes (e.g. Leonardi and Pica, 2013; Martins, 2009; Kugler and Pica, 2008;

Bauer, Bender, and Bonin, 2007; Boeri and Jimeno, 2005).

The threshold regulation reforms in 1996 and 1999 in Germany serve as quasi-

experiments. These reforms in German EPLP were already evaluated in their effects

on, for instance, employment dynamics (Bauer, Bender, and Bonin, 2007), job du-

ration (Boockmann, Gutknecht, and Steffes, 2008), temporary employment (Boock-

mann and Hagen, 2001). Figure 1 shows that the reforms generated a subgroup of

11The FTE calculation changed slightly and the selection criteria were strengthened.
12Furthermore, in 1997 temporary agency work was liberalized and in 2001 fixed-term work as

well as temporary agency work was liberalized.
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Figure 1: EPLP reforms in Germany from 1996 to 2005

FTE

11

6

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

EPLP

No- EPLP

Note: Own presentation; FTE: full-time equivalent workers;
EPLP: employment protection legislation for permanent workers.
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firms which faced a change in EPLP and a subgroup of firms, for whom EPLP did

not change. Workers who are employed in firms with 6-10 FTE are defined to be

treated (the treatment group), while workers in firms above 10 FTE serve as con-

trols (the control group). I compare the change in well-being for the treatment group

to that of the control group. The difference-in-difference estimator is the effect of

EPLP on well-being if the identifying assumption of a common trend is true.

The effect of EPLP is estimated by the following empirical specification:

Yit = γ1TGi + γ2TGiRt + γ3Rt + β′Xit + εit (1)

Rt = 1[year ≥ reform yeart] (2)

εit = uit + ai (3)

Yit is the dependent variable which is measured at the level of individual i in

time t, TGi is the dummy for being in the treatment group or not, Rt is the reform

dummy, Xit represents a vector of covariates and εit is the error term. Xit contains

determinants which are important for well-being equations with well-being proxied

by life satisfaction. In the baseline model, TGi is time-invariant. It equals one if an

individual works in a small firm at the time of the reform and zero if an individual

works in a large firm (TGi).
13 TGi captures group specific time-invariant differences

between the treatment and the control group which are not linked to the reform.

The coefficient of the interaction between the reform dummy (Rt) and the treatment

group dummy (TGi) is the main measure of interest: the policy effect (γ2).

In order to check whether there are pre-treatment trend differences and whether

the policy effect fades or grows, I add pre-reform and post-reform policy effects sim-

ilar to Autor (2003). The additional included reform dummies are coded as follows

Rt−1 = 1[year ≥ reform yeart−1] (4)

Rt+1 = 1[year ≥ reform yeart+1] (5)

The error term εit contains a time-invariant individual fixed effect ai and an id-

iosyncratic component uit. Individual fixed effects are very important for well-being

equations since time-invariant personality traits have a large effect on well-being

(Ferrer-i-Carbonell and Frijters, 2004). It is assumed that Yit is cardinal. According

to Ferrer-i-Carbonell and Frijters (2004), the cardinality versus ordinality assump-

13In other specifications, TGi is time-variant and equals one if an employee works in a small firm
in the year of observation but zero otherwise (TGit).
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tion is relatively unimportant for well-being measured as life satisfaction on a 0 to

10 scale.14 I estimate a variance-covariance matrix, which accounts for the possible

correlation of the errors at the individual-level as well as for heteroscedasticity.

The identifying assumption for DID analyzes is the common trend assumption.

The treatment and control group are allowed to differ in terms of the outcome, but

this difference is not allowed to change over time. The assumption fails if the com-

position of treatment and control group change, if groups differ in their time varying

covariates, or if a constantly different composition induces diverging dynamics in the

outcome. For instance, after a decrease in protection in small firms, workers with

children who prefer protected jobs could sort into bigger firms. In order to tackle

these issues, observable differences and time-invariant unobservable differences are

controlled for by including Xit and estimating fixed-effects. Important covariates are,

e.g., age, age square, income, and children. Thereby, I generalize the common trend

assumption: conditional on mentioned controls, the treatment and control group

are assumed to have a the same trend in the dependent variable. Time-variant un-

observed heterogeneity, however, is not controlled for. To assess the plausibility of

the common trend assumption, I run placebo reform tests, placebo group tests, and

pre-reform tests. For life satisfaction, the tests support the common trend and are

discussed in Section 5.15

4.2 Data

The data source is the German Socio-Economic Panel (GSOEP). The GSOEP is a

representative survey of currently more than 11,000 private households and 20,000

individuals in Germany. The first wave was conducted in 1984 and has been repeated

annually since then. Haisken-DeNew and Frick (2005) present technical details. The

major advantage of the GSOEP for well-being equations is its longitudinal structure.

The major disadvantage of the GSOEP for this study is that the treatment group

variable is associated with measurement error (discussed below). This biases the

effect towards zero.

Variables

The dependent variable of interest is well-being (Yit). Well-being is proxied by overall

life satisfaction, which is a retrospective evaluation of life (Kahneman and Krueger,

14The authors compare fixed effect ordered logit models, ordered logit and fixed effect OLS.
15See Appendix B.
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2006).16 The GSOEP contains the standard single-item life satisfaction question

(Kahneman and Krueger, 2006), ”How satisfied are you with your life, all things

considered? Completely dissatisfied (0) - completely satisfied (10).” With regard to

the statistical quality, this single-item life satisfaction question is considered to be

a reliable and valid measure in several studies. One of the most recent reviews of

this literature is given in OECD (2013) and in Clark, Diener, Georgellis, and Lucas

(2008).17 Of course, limitations have to be taken into account (OECD, 2013), e.g.

occasion-specific events ,and placement in the survey.

Concerning the contract type of a worker, I define permanent workers as workers

holding an unlimited contract, while temporary workers are defined as workers hold-

ing a limited contract. The temporary workers are either temporary agency workers

- workers who signed a contract with a private employment agency and were hired by

third party firms - or workers with a fixed-term contract who were directly hired by

the firm. Before 1995, the GSOEP contains only insufficient information on contract

types.

In accordance to Green (2011), I proxy employability by the perceived easiness of

finding a new job.18 Workers are defined to perceive their employability as low if they

answered that it would be difficult or practically impossible to find a comparable

new job. This variable is available for 1997 and 1999.

I also include several control variables (Xit) which are important for well-being

equations and usually included in such estimations (e.g. Kassenboehmer and Haisken-

DeNew, 2009; Clark and Senik, 2010): household net income, working hours, age,

16In the economic literature, well-being proxied as life satisfaction is usually linked to the concept
of utility (Kahneman and Krueger, 2006). It is distinguished between expected (decision) utility
(Clark, Diener, Georgellis, and Lucas, 2008; Benjamin, Heffetz, Kimball, and Rees-Jones, 2012),
experienced utility (Kahneman and Krueger, 2006; OECD, 2013), and remembered utility (Kah-
neman and Krueger, 2006). The latter is a weighted average of experienced utility. Life satisfaction
is considered as remembered utility (Kahneman and Krueger, 2006). With respect to the relation
between life satisfaction and expected utility, expected utility is not necessarily equal to remem-
bered utility as individuals make systematic computational mistakes, e.g. by neglecting adaptation
(Clark, Diener, Georgellis, and Lucas, 2008). Even if individuals would not make computational
mistakes with regard to the consequences of their choices for utility, they would not solely max-
imize life satisfaction (remembered utility) but would consider other aspects (Benjamin, Heffetz,
Kimball, and Rees-Jones, 2012; Clark, Diener, Georgellis, and Lucas, 2008).

17OECD (2013) and Clark, Diener, Georgellis, and Lucas (2008) present literature on the facts
that life satisfaction is correlated with real phenomena such as brain activity and smiling, that
third party evaluation correlates the respondent’s own report, that satisfaction measures have
objective consequences (Oswald, Proto, and Sgroi, 2013; Krause, 2013), and that life satisfaction
has robust relationships with, e.g. health, income, and unemployment (e.g. Kassenboehmer and
Haisken-DeNew, 2009; Luttmer, 2005).

18The GSOEP question is: ”If you were to lose your job, would it be easy, difficult, or practically
impossible for you to find a comparable job?”. Outcomes are: ”easy (1), difficult (2) or practically
impossible (3)”.
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education, female dummy, whether children live in the household, year (linear trend),

state dummies (regional labor market effects), and year fixed effects (year specific

macro effects).

Treatment Group Dummy

The treatment group is defined via the number of FTEs. Figure 1 shows that work-

ers in firms with 6 to 10 FTEs versus workers in firms above 10 FTEs should be

identified.19 In the EPLP, FTEs are measured by subtracting the number of work-

ers in training from the overall number of employees and weighting the part-time

workers by a specific key.

A major drawback of the GSOEP is that FTEs cannot be measured precisely.

The GSOEP asks, ”Approximately how many people does the company employ as a

whole?” [less than 5, 5-19, 20-199 (99, 100-199 after the year 1998), 200-1999, at least

2000 workers, self-employed without coworkers]. Workers who answered that they

were in firms with 5-19 (20-199) workers are defined as the treatment (control) group.

Thereby, the treatment group probably includes workers who were not treated. At

the same time, the control group might include workers who were actually treated.

Hence, the policy effect is likely to be biased towards zero, and the true effects of

EPLP are stronger.

I define two different treatment group dummies. First, for the time-invariant

treatment group dummy (TGi) the treatment status is measured at the time of the

last interview before the reform takes place. The dummy is defined to be one, if the

worker is employed in a firm with 5-19 employees at the time of the reform, and

defined to be zero, if s/he works in a firm with 20-199 employees. The treatment

status does not change over time, even if the number of workers in the firm changes.

Second, the time-variant treatment group dummy (TGit) is measured at the year of

observation. It is one, if the worker is employed in a firm with 5-19 employees in the

year of observation, and zero, if s/he works in a firm with 20-199 employees in the

year of observation. The treatment status is allowed to change. In the latter case,

workers might enter or exit the sample due to changes in the number of workers

in the firm. The advantage of the time-variant treatment group dummy is that

the number of observations are higher, which is important in order to study effect

heterogeneity.

19I choose larger firms as the control group, because Bauer, Bender, and Bonin (2007) show that
smaller firms face different dynamics with regard to insolvencies.
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4.3 Sample selection and descriptive statistics

I construct separate samples for temporary and for permanent workers as well as for

both reforms. The samples are restricted to employees who are employed in private

firms, between 15 and 65 years old, without missing values in questions on job

security as well as on job satisfaction.20 Further, I exclude employees who are in the

upper/lower 1st income percentile. Concerning the reform periods, I start observing

individuals around two years before and two years after the reform. Therefore, for

the 1996 reform, the sample period begins in 1995 and ends in 1998.21 For the 1999

reform, I start in 1997 and end in 2001. It is not possible to start earlier because

of the 1996 reform. Finally, the samples are restricted to workers for whom the

treatment group dummy is defined.

Concerning permanent workers, the sample includes newly hired permanent

workers who face an actual change in EPLP and incumbent workers who face only

the announcement of a change in EPLP. This biases the effect of a direct change

in EPLP towards zero. As the sample becomes very small, however, when it is re-

stricted to newly hired workers, the main analyzes are conducted for the full sample

of permanent workers.22 Furthermore, the sample for permanent workers excludes

workers in the probationary period as here EPLP does not apply.

Samples for each contract type (permanent workers, temporary workers) and for

each reform period (1995 until 1998, 1998 until 2001) are generated:

(i). Sample A - workers irrespective of their employment status after the

reform: The effect of a change in EPLP on workers who were in a temporary or

in a permanent contract at the time of the reform is analyzed. For this purpose,

I construct a sample of temporary/permanent workers who were, at the time

of their last interview prior to the reform, in a temporary/permanent contract

as well as employed in private firms with 5-199 workers. The treatment group

is time-invariant (TGi). For instance, if person A is in a temporary job in a

firm with 20-199 employees in 1996, prior to the reform, but in a permanent

job in 1997, the person is included in the sample of temporary workers but

not in the sample of permanent workers. I allow the panel to be unbalanced.

20Results for life satisfaction as the dependent variable are relatively robust to this restriction.
See Appendix E for Sample B. Sample is restricted due to models which investigate job security
and job satisfaction as the dependent variables. See Appendix B.

21Results for Sample B are robust to this restriction and are robust to the ending month in 1998.
See Section 5.3.

22For results when I focus on newly hired workers, see Appendix D.
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(ii). Sample B - workers remain in the employment status after the re-

form: I investigate the effect of a change in EPLP on workers when they

remain in their contract type (e.g. remain temporary workers) after the re-

form. For this purpose, I construct a sample which includes only persons who

are observed in the specific year in a temporary/permanent contract and stay

either in the control or treatment group (stayers).23 I allow the treatment

group to vary over time (TGit).
24 For instance, if person A holds a temporary

contract in a firm with 5-19 employees in 1995, 1996, and 1997 but not in 1998,

I keep three observations (1995-1997) in the sample of temporary workers. I

allow the panel to be unbalanced.

Tables 1 and 2 present descriptive statistics of the Sample A for temporary

and permanent workers.25 Temporary workers are usually younger than permanent

workers because temporary contracts are often used to screen the productivity of

younger workers or to train youth in dual apprenticeships. This is also the case

in the estimation samples. On average, temporary workers are around 30 years old,

whereas permanent workers are, on average, around 40 years old. In terms of monthly

household net income, permanent workers are better off compared to temporary

workers. Life satisfaction and job satisfaction is around 7 on a scale of 0 to 10 for

temporary and permanent workers.

5 Empirical results

The main result is that, on average, temporary workers suffered temporarily in

terms of life satisfaction from the decrease in EPLP in 1996.26 The negative effect

of the decrease in EPLP on life satisfaction of temporary workers is specifically

strong for temporary workers who remain in a temporary job after the reform. This

could be explained by social comparison. Furthermore, less employable workers are

specifically strong affected. The decrease in EPLP had no significant effect on well-

being, which would be in line with loss aversion. As the EPLP reforms affected newly

23For robustness checks for samples including movers, i.e. workers who are allowed to switch
between treatment and control group, see Section 5.3.

24Alternatively, I could estimate the effect based on a subsample of Sample A. As I run out of
observations in that case, I stick to Sample B.

25For descriptive statistics of Sample B, see Appendix A.
26Results with longitudinal weights change in the sense that the signs of the policy effects remain

similar but that standard errors become larger. Among others, however, this is due to the use of
the fixed-effect dummy estimator and not the mean difference estimator, which is used for the
presented results.
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Table 1: Descriptive statistics: temporary workers (at the date of the reform)

Variable Mean Std. Dev. Min. Max. No.

EPL - (1996)
Pre-reform period

life satisfaction 7.078 1.657 1 10 486
job satisfaction 7.097 2.218 0 10 486
job security 2.041 0.793 1 3 486
monthly HH net income (e) 2,022.34 802.718 511 4,857 486
age 28.492 11.569 17 58 486
female 0.506 0.5 0 1 486
Post-reform period

life satisfaction 6.865 1.762 0 10 406
job satisfaction 7.012 2.041 0 10 406
job security 2.032 0.748 1 3 406
monthly HH net income (e) 2,116.406 854.61 511 5,113 406
age 29.877 11.181 18 60 406
female 0.446 0.498 0 1 406

EPL + (1999)
Pre-reform period

life satisfaction 7.114 1.668 0 10 590
job satisfaction 7.105 2.085 0 10 590
job security 1.992 0.778 1 3 590
monthly HH net income (e) 2,174.832 903.256 562 5,624 590
age 27.561 10.638 17 60 590
female 0.434 0.496 0 1 590
Post-reform period

life satisfaction 7.172 1.492 1 10 786
job satisfaction 7.093 2.043 0 10 786
job security 2.14 0.728 1 3 786
monthly HH net income (e) 2,328.34 939.654 614 5,624 786
age 30.053 10.976 18 63 786
female 0.472 0.5 0 1 786

Note: Reform 1996: pre-reform period 01.01.1995-31.09.1996, post-reform period
01.10.1996-31.12.1998; Reform 1999: pre-reform period 01.01.1997-31.12.1998, post-
reform period 01.01.1999-31.12.2001; Sample A: restricted to workers who were in a
temporary job and in firms with 5-199 employees when the reform took place. Source:
Own calculation based on GSOEP.
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Table 2: Descriptive statistics: permanent workers (at the date of the reform)

Variable Mean Std. Dev. Min. Max. No.

EPL - (1996)
Pre-reform period

life satisfaction 7.039 1.583 0 10 3,634
job satisfaction 7.025 1.995 0 10 3,634
job security 2.325 0.696 1 3 3,634
monthly HH net income (e) 2,202.242 819.236 767 5,778 3,634
age 39.547 10.57 17 65 3634
female 0.424 0.494 0 1 3634
Post-reform period

life satisfaction 6.953 1.58 0 10 3,325
job satisfaction 6.916 1.943 0 10 3,325
job security 2.194 0.707 1 3 3,325
monthly HH net income (e) 2,277.961 835.237 767 5,783 3,325
age 40.879 10.194 18 65 3,325
female 0.428 0.495 0 1 3,325

EPL + (1999)
Pre-reform period

life satisfaction 7.018 1.558 0 10 3,818
job satisfaction 6.976 1.924 0 10 3,818
job security 2.191 0.714 1 3 3818
monthly HH net income (e) 2,260.053 825.903 818 5,624 3,818
age 40.018 10.186 18 65 3,818
female 0.429 0.495 0 1 3,818
Post-reform period

life satisfaction 7.068 1.553 0 10 5,191
job satisfaction 6.902 1.913 0 10 5,191
job security 2.263 0.688 1 3 5,191
monthly HH net income (e) 2,380.785 836.193 818 5,624 5,191
age 41.872 9.773 20 65 5,191
female 0.432 0.495 0 1 5,191

Note: Reform 1996: pre-reform period 01.01.1995-31.09.1996, post-reform period
01.10.1996-31.12.1998; Reform 1999: pre-reform period 01.01.1997-31.12.1998, post-
reform period 01.01.1999-31.12.2001; Sample A: restricted to workers who were in a
permanent job and in firms with 5-199 employees when the reform took place. Source:
Own calculation based on GSOEP.
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hired workers but almost not incumbents, a large proportion of permanent workers

were not affected from the decrease and increase in EPLP. Hence, as I expected,

I did not find any effects of the reforms on their well-being. Importantly, however,

all results should be considered as lower bound estimates due to a non-negligible

measurement error in the treatment status. The true effects might be stronger.

Common trend assumption

Before I present the results, the common trend assumption is discussed. The common

trend assumption is the identifying assumption for the unbiasedness of the policy

effect in a DID approach. Although no formal test exists in order to assess the validity

of this, pre-treatment trend and placebo tests help to assess whether the assumption

is critical. I summarize the main findings here, before I present the results.

Pre-treatment tests do not confirm any significant pre-treatment differences

in life satisfaction as the dependent variable controlling for observable and time-

invariant unobservable heterogeneity.27 In Tables 3, 4, and 5, I test whether a

common pre-policy trend for the treatment and the control group is rejected -

TGxReform(t-1). None of the coefficients, however, is significant.28 Hence, in the

pre-treatment period, I capture all the relevant heterogeneity which might induce

different trends between treatment and control group in terms of life satisfaction.

This shows that unobserved time-variant heterogeneity does not yield a different

trend between treatment and control group in life satisfaction in the pre-reform pe-

riod. This finding might at least reduce concerns about the relevance of unobserved

time-variant heterogeneity for the policy effects, even though some concerns remain

due to an unbalanced sample.

Placebo tests for Sample B show that life satisfaction did not change for workers

in medium sized (non-treated) versus large firms (non-treated) at the time of the

reforms (placebo group test); and it did not change for workers in the treatment

group (small sized firms) versus workers in the control group (medium sized firms)

in 1998 (placebo reform).29 Overall, I do not find evidence against the hypothesis

that treatment and control group follow a common trend for life satisfaction.

27I also tested pre-treatment trend differences for perceived job security and job satisfaction. As
I observe pre-treatment differences, which I cannot explain by anticipation, I do not consider them
as dependent variables in this study. See Appendix B.

28Additional checks for Sample B support this (Appendix B).
29See Appendix B.
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5.1 Effect of EPLP on life satisfaction

This section tests for the effect of EPLP reforms on life satisfaction of workers who

were either temporarily or permanently employed at the time of the reform (Sample

A). These workers are allowed to change their employment status after the reform,

e.g. from a temporary to a permanent job.

Temporary workers

The theoretically expected effect of a decrease in EPLP on the well-being of workers

who were in a temporary job at the time of the reform is ambiguous. The tran-

sition hypothesis expects a positive effect, while the comparison and anticipation

hypotheses suggest a negative effect on well-being.

The DID results for the 1996 reform with life satisfaction as the dependent

variable is presented in the upper left part of Table 3. The main result is that

workers who were in a temporary job at the time of the reform suffered by around

0.5 units in life satisfaction (TGxReform) from the decrease in EPLP in 1996 - see

columns (1) to (3). Thus, the transition hypothesis is outweighed by the comparison

and anticipation hypotheses. The preferred model with unobservable and observable

heterogeneity is presented in column (3). In this specification, temporary workers

loose 0.407 units of life satisfaction due to a decrease in EPLP which is 5.8% of

the mean. When I exclude the socio-demographic control variables, the policy effect

becomes larger in its magnitude (-0.548). This could be due to observables, which

capture different dynamics between control and treatment group. The results for the

1999 reform are presented in the right part of Table 3 - see columns (4) to (6). The

increase in EPLP had no significant effect on life satisfaction. It is possible that this

is due to effect heterogeneity, which is investigated in Section 5.2.

Permanent workers

Theoretical expectations for the effect of a decrease in EPLP on the life satisfaction

of permanent workers are ambiguous, too. While the insecurity hypothesis suggests a

negative effect, the monitoring hypothesis expects a positive one. Due to the reform

design, however, I do not expect strong effects of the reforms on life satisfaction of

permanent workers.

The lower part of Table 3 shows the results for the reform in 1996 (decreasing

EPLP) - see columns (1) to (3) - and for the reform in 1999 (increasing EPLP) -

see columns (4) to (6). The policy effects (TGxReform) are not different from zero
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Table 3: Dependent variable: life satisfaction

EPL - (1996) EPL + (1999)
(1) (2) (3) (4) (5) (6)

Temporary workers (at the date of the reform)
FE FE FE FE FE FE

TGxReform(t-1) -0.154 -0.185 0.140 0.0882
(0.232) (0.244) (0.210) (0.220)

TGxReform -0.395∗ -0.548∗∗ -0.407∗ -0.00717 -0.0686 -0.0179
(0.202) (0.221) (0.236) (0.160) (0.189) (0.192)

TGxReform(t+1) 0.463∗ 0.415 0.0292 0.167
(0.259) (0.259) (0.173) (0.180)

Socio-demo. controls no no yes no no yes

N 892 892 892 1,376 1,376 1,376
R2 0.023 0.029 0.091 0.011 0.011 0.050

Permanent workers (at the date of the reform)
FE FE FE FE FE FE

TGxReform(t-1) 0.0336 0.0499 0.0397 0.0683
(0.074) (0.074) (0.071) (0.073)

TGxReform -0.0370 -0.0988 -0.0622 0.0322 -0.00483 0.00165
(0.061) (0.075) (0.078) (0.052) (0.069) (0.069)

TGxReform(t+1) 0.100 0.0917 0.0324 0.0183
(0.076) (0.075) (0.067) (0.071)

Socio-demo. controls no no yes no no yes

N 6,959 6,959 6,959 9,009 9,009 9,009
R2 0.007 0.007 0.025 0.002 0.002 0.014

Note: Fixed effects (FE) estimations, clustered standard errors in parentheses; ∗ p < 0.10,
∗∗ p < 0.05, ∗∗∗ p < 0.01; TG = 1 if 5-19 and TG = 0 if 20-199; Reform = [1 if year >=
reform year]; Reform(t-1) = [1 if year >= one year before the reform year]; Reform(t+1)
= [1 if year >= one year after the reform year]; Sample A: sample of workers who were
in a permanent/temporary job at the time of the reform and employed in firms with 5-
199 employees at the time of the reform; Controls: reform dummies, TG, year fixed effects;
Socio-demographic (socio-demo.) controls: firm size dummies, log of monthly HH income,
working hours, working hours2, age, age2, education, female, married, child dummies as well
state fixed effects.
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for both reforms, which is in line that a large proportion of permanent workers were

not directly affected by the reforms. Effect heterogeneity, however, might explain

the zero effects, too, and is elaborated in Section 5.2.

5.2 Effect heterogeneity

Based on the comparison, transition, and insecurity hypotheses, workers who remain

in their contract type after the reform might exhibit a different reform effect, on aver-

age, compared to workers who transition into another employment status. In order

to investigate this heterogeneity, I construct samples with workers who remained

in their contract type after the reform (Sample B)30.31 Furthermore, I investigate

heterogeneity due to differences in the employability of workers.

Temporary workers

If the comparison hypothesis explains the negative effect of EPLP in 1996 on life

satisfaction of temporary workers (column (3) in Table 3), I would expect that the

negative effect is specifically strong for temporary workers who remain in a tempo-

rary job in a treated firm after the reform. This is because workers who benefited

from potentially increased transition probabilities into permanent work by actu-

ally moving into a permanent job are excluded. Thereby, the transition hypothesis

becomes less relevant, whereas the comparison hypothesis becomes more relevant,

while the relevance of the anticipation hypothesis remains similar.

The main result is that temporary workers who remained in a temporary job

suffered significantly in economical and statistical terms (TGxReform) in life sat-

isfaction from the decrease in EPLP in 1996 (Table 4). The negative effect of the

1996 reform holds independently of controlling for observed heterogeneity or not and

for excluding pre- and post-policy effects - see columns (1) to (3). In the preferred

specification, temporary workers suffered by 0.588 units in life satisfaction - see col-

umn (3) - which is 8% of the mean, and thereby, higher as the effect on temporary

workers who are allowed to move into a permanent job after the reform (5.8% of

the mean, see column (3) in Table 3). Hence, given that Centeno and Novo (2012)

show that EPLP is negatively related to transition probabilities from temporary

work to permanent work and based on the findings here, the comparison hypotheses

remains a plausible explanation for the negative effect of EPLP on life satisfaction

30For summary statistics, see Appendix A.
31Unfortunately, I run out of observations in the case of subsamples of Sample A.
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of temporary workers.32

Concerning the common trend assumption, one might be concerned that an ad-

verse selection drives this result. If selection is due to observable or time-invariant

unobservable heterogeneity, however, I control for this. If the selection is due to a

different trend in life satisfaction which is not captured by aforementioned hetero-

geneity, I do not control for this. As already mentioned, however, pre-reform trend

tests, show that control and treatment group do not differ in their life satisfaction

trend in the pre-reform period controlling for above mentioned heterogeneity. This

might at least reduce concerns about the relevance of unobserved time-variant het-

erogeneity for the negative policy effect, even though some concerns remain due to

the unbalanced sample.

After one year - see TGxReform(t+1), life satisfaction significantly increases

again which is shown in column (3). This is in line with the adaptation to life events.

Concerning the increase in EPLP in 1999, I do not find that the unconditional or

conditional policy effects (TGxReform) on life satisfaction are different from zero.

One might expect that life satisfaction would increase from this reform, however,

the results are in line with loss aversion: Workers value a loss stronger compared to

a gain.

Finally, the effect of a change in EPLP might also differ with the perceived

employability of the workers (Green, 2011). Specifically, highly employable workers

might not mind if protection decreases, but less employable workers might be much

more concerned. Column (4) of Table 4 presents the results of column (3) for the

subsample of workers who gave a valid answer to the question on perceived chances

of finding a new job in 1997 (1996 reform) or in 1999 (1999 reform).33 Column (5)

presents the subsample of less-employable workers, i.e. workers who perceive it to

be difficult or practically impossible to find a new comparable job.34 Concerning

the reform in 1996, the coefficients and standard errors remain quite similar when

it is restricted to workers who answered the question on perceived chances to find

a new similar job - see columns (3) and (4). Comparing columns (4) and (5), the

main result is that the negative effect of the 1996 reform becomes more significant

in economical and statistical terms when the sample is restricted to persons who

32Keeping in mind the measurement error, I test the effect on the transition probabilities, too.
I find expected signs but the magnitude and the statistical significance are sensitive. A deeper
investigation of this issue remains open for future research.

33Subsample estimation instead of interaction terms allows for a higher level of heterogeneity in
the life satisfaction equation.

34Unfortunately, there are too few workers who feel employable in order to estimate the effects
on this subgroup.
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feel less employable. They lost 0.703 units in life satisfaction, but this loss is only

temporarily. The results for 1999 are presented in the lower part. The policy effect,

however, is again statistically not different from zero.

Table 4: Dependent variable: life satisfaction (temporary workers who remain tem-
porary employees)

(1) (2) (3) (4) (5)
FE FE FE FE (No MV) FE (Less Empl)

EPL - (1996)

TGxReform(t-1) -0.327 -0.253 -0.239 -0.211
(0.283) (0.283) (0.332) (0.417)

TGxReform -0.543∗ -0.595∗ -0.588∗ -0.574 -0.703∗

(0.311) (0.342) (0.342) (0.348) (0.417)
TGxReform(t+1) 0.534∗ 0.553∗ 0.593∗∗ 0.674∗∗

(0.288) (0.292) (0.292) (0.341)
Socio-demo. controls no no yes yes yes

N 624 624 624 540 404
R2 0.040 0.053 0.110 0.133 0.172

EPL + (1999)

TGxReform(t-1) 0.106 0.148 0.0281 0.0862
(0.264) (0.268) (0.313) (0.426)

TGxReform -0.167 -0.207 -0.140 -0.172 -0.135
(0.238) (0.263) (0.271) (0.273) (0.326)

TGxReform(t+1) 0.0419 0.0802 0.0503 -0.0628
(0.220) (0.217) (0.220) (0.250)

Socio-demo. controls no no yes yes yes

N 1,155 1,155 1,155 757 587
R2 0.008 0.008 0.047 0.063 0.069

Note: Fixed effects model (FE), clustered standard errors in parentheses; ∗ p < 0.10, ∗∗

p < 0.05, ∗∗∗ p < 0.01; TG = 1 if 5-19 and TG = 0 if 20-199; Reform = [1 if year >= reform
year]; Reform(t-1) = [1 if year >= one year before the reform year]; Reform(t+1) = [1 if year
>= one year after the reform year]; Sample B: remain in the contract form (workers who
remain in a temporary/permanent job over the sample period), stayers (workers who remain
in TG or CG over the sample period); No missing values (No MV): sample of workers with
a valid answer to the perception of finding a new job; less employable (less empl): sample of
workers who perceive it to be practically impossible or difficult to find a new job; Controls:
reform dummies, TG, year fixed effects; Socio-demographic (socio-demo.) controls: log of
monthly HH income, working hours, working hours2, age, age2, education, female, married,
child dummies as well state fixed effects.

Permanent workers

The effect of a decrease in EPLP on permanent workers in sample of workers who

remained in a permanent job after the reform is expected to be less negative com-

pared to a sample of workers who might transition into a temporary job or into
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unemployment. This is because permanent workers who suffered from lower EPLP

by being dismissed are excluded, and thereby the insecurity hypothesis becomes less

relevant. Overall, due to the reform design, however, I do not expect strong effects

of both EPLP reforms on the life satisfaction of permanent workers because only

newly hired permanent workers faced lower or higher EPLP but a minority of in-

cumbents.35 Keeping in mind the bias towards zero due to the measurement error

in the treatment status, the upper and lower parts of Table 5 show that the policy

effects (TGxReform) are not different from zero - neither for the decrease nor for the

increase in EPLP - see columns (1) to (3). The zero effects can also not be explained

by effect heterogeneity due to employability - see columns (3) versus (4).

5.3 Robustness

Movers and stayers

Results for Sample B (workers who remain temporary/permanent employed) are

restricted to stayers. Stayers are not allowed to switch between small-sized and

medium-sized firms, while movers are. Enlarging Sample B of temporary workers to

movers, the 1996 policy coefficient in Table 4 changes slightly towards zero.36

There are two explanations. First, it would be plausible that stayers compare

stronger to their temporarily employed colleagues than movers, and therefore, they

are affected stronger by comparing themselves to colleagues who benefited from the

EPLP reforms while they did not. Second, the policy effect (TGxReform) is not only

identified via a change in legislation but also via job switches. Job switchers, who

consciously switch their jobs, face a ”honeymoon” and then a ”hangover” in terms

of satisfaction (Chadi and Hetschko, 2014). If workers are aware of higher transition

probabilities in small firms, they might consciously switch. Hence, counteracting

the dynamics of the 1996 reform. The finding that from 1995 to the next period

of observation a smaller share of workers (2.2% of workers) switched from a large

into a small firm compared to 1996 to the next period (7.79%) is in line with this

argument (Table 6).

Sample period

Finally, I test whether the policy effect changes, when I choose different sample peri-

ods. Policy effects are estimated for sample periods ending in January and December.

35In Appendix D, I present results for a sample which is restricted to entries.
36See Appendix C, columns (1) to (3) versus (4) to (6) in Table 12.
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Table 5: Dependent variable: life satisfaction (permanent workers who remain per-
manent employees)

(1) (2) (3) (4) (5)
FE FE FE FE (No MV) FE (Less Empl)

EPL - (1996)

TGxReform(t-1) 0.0487 0.0696 0.103 0.142
(0.081) (0.080) (0.087) (0.097)

TGxReform -0.0426 -0.0943 -0.0809 -0.0909 -0.0995
(0.068) (0.085) (0.085) (0.087) (0.095)

TGxReform(t+1) 0.0643 0.0555 0.0645 0.0512
(0.079) (0.079) (0.079) (0.086)

Socio-demo. controls no no yes yes yes

N 5,917 5,917 5,917 5,485 4,633
R2 0.007 0.008 0.026 0.031 0.034

EPL + (1999)

TGxReform(t-1) 0.0229 0.0261 0.0189 -0.0857
(0.082) (0.081) (0.086) (0.094)

TGxReform -0.0121 -0.0325 -0.0191 -0.0357 -0.000727
(0.061) (0.075) (0.075) (0.075) (0.083)

TGxReform(t+1) 0.0215 0.0439 0.0468 0.0338
(0.079) (0.079) (0.078) (0.087)

Socio-demo. controls no no yes yes yes

N 9,255 9,255 9,255 7,220 5,916
R2 0.001 0.001 0.011 0.016 0.016

Note: Fixed effects model (FE), clustered standard errors in parentheses; ∗ p < 0.10, ∗∗

p < 0.05, ∗∗∗ p < 0.01; TG = 1 if 5-19 and TG = 0 if 20-199; Reform = [1 if year >= reform
year]; Reform(t-1) = [1 if year >= one year before the reform year]; Reform(t+1) = [1 if year
>= one year after the reform year]; Sample B: remain in the contract form (workers who
remain in a temporary/permanent job over the sample period), stayers (workers who remain
in TG or CG over the sample period); No missing value (No MV): sample of workers with a
valid answer to the perception of finding a new job; less employable (less empl): sample of
workers who perceive it to be practically impossible or difficult to find a new job; Controls:
reform dummies, TG, year fixed effects; Socio-demographic (socio-demo.) controls: log of
monthly HH income, working hours, working hours2, age, age2, education, female, married,
child dummies as well state fixed effects.

Table 6: Share of less employable temporary workers moving into CG or TG firms

Into TG from CG Stayer Into CG from TG

1995 2.20 83.52 14.29
1996 7.79 83.12 9.09
1997 4.00 93.00 3.00

Note: Treatment group (TG), control group (CG); TG = 1 if 5-19
and TG = 0 if 20-199; ”Into TG from CG” means that the worker
moves in the next observed period from TG into CG; Sample B:
remain temporary(temp)/permanent(perm) (workers who remain
in a temporary/permanent job over the sample period), stayers
(workers who remain in TG or CG over the sample period).
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For instance, the decrease in life satisfaction by 0.703 units of less-employable tem-

porary workers due to a decrease in EPLP in 1996 (Table 4) is robust to changes to

the ending month (January 0.702 and December 0.703).37 With regard to the 1999

reform, the policy effect is robust to different sample periods, too.

6 Conclusion and discussion

This study investigates the impact of two almost perfectly symmetric reforms (1996,

1999) in German employment protection legislation for permanent contracts on well-

being. EPLP reforms vary by firm size and allow for a difference-in-difference ap-

proach. Thus, I combine standard evaluation tools in the literature on the effects of

employment protection on objective outcomes with the literature on determinants

of life satisfaction for the first time. To identify the effects, I use longitudinal data

of the GSOEP allowing me to control for individual fixed effects. In order to address

potential violation of the common trend assumption required for the DID approach,

e.g. due to worker selection, I account for a broad set of observables as well as for

time-invariant unobservables. Also, I conduct placebo-tests, and pre-treatment trend

tests. A major drawback is that the GSOEP allows me to measure firm size only

imprecisely, which is likely to bias the policy effect estimator towards zero.

Following the literature, I distinguish between effects on temporary and perma-

nent workers at points of the reform. The main result is that temporary workers

suffered in terms of life satisfaction, on average, from a decrease in EPLP in 1996.

A plausible explanation for this finding would be social comparison. Centeno and

Novo (2012) found that EPLP is negatively related with transition probabilities

from temporary to permanent work. Hence, temporary workers who remain tem-

porarily employed might suffer due to comparison with colleagues who transitioned

successfully in a permanent job after the reform. Common pre-reform trends show

that treatment and control group do not differ in their pre-reform trend controlling

for observable and time-invariant unobservable heterogeneity. This might at least

reduce concerns about the relevance of unobserved time-variant heterogeneity for

the policy effect. The increase in EPLP had no significant effect on well-being which

would be, however, in line with the literature on loss aversion. As the EPLP reforms

affected newly hired workers but less incumbents, a large proportion of permanent

workers were not affected from the decrease and increase in EPLP. Hence, I did not

expect strong effects of the reforms on their well-being, which is confirmed.

37See Appendix C, columns (4) to (6) in Table 12.
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In the aftermath of the 2007 financial crisis, decreasing EPLP was often discussed

and liberalizing reforms took place, e.g. in Spain. Policy makers should account for

potential negative well-being effects of a decrease in EPLP on temporary workers

when designing such reforms. Based on that, a deeper investigation of the mecha-

nisms which I discuss in the paper (e.g. comparison and anticipation hypotheses)

would be interesting to investigate. As I cannot mitigate all the remaining concerns

about the relevance of time-invariant unobservables for the policy effect, future re-

search which explores other sources of variation in EPLP would be beneficial in

order to investigate the relevance of the remaining concerns. In general, combin-

ing standard evaluation techniques to study the effect of labor market institutions

and policies with research on determinants of well-being proxied by life satisfaction

seems to be a fruitful task for future research. Research in this area is still rare with

important exceptions: Hamermesh, Kawaguchi, and Lee (2014), Dorsett and Oswald

(2014), D’Addio, Chapple, Hoherz, and Landeghem (2014), Montizaan and Vendrik

(2014), Kuroki (2012), and Lepage-Saucier and Wasmer (2012). This is surprising

given that well-being is frequently applied in economic research (e.g. Hetschko, Kn-

abe, and Schöb, 2014; Frey and Stutzer, 2012; Clark and Senik, 2010) as well as in

public policy (e.g. OECD, 2013, 2011; Oswald, 2010).
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A Descriptive statistics

Table 7: Descriptive statistics: temporary workers who remain temporary employees

Variable Mean Std. Dev. Min. Max. No.

EPL - (1996)
Pre-reform period

life satisfaction 7.078 1.706 1 10 319
job satisfaction 7.097 2.07 0 10 319
job security 1.997 0.799 1 3 319
monthly HH net income (e) 2,049.887 803.545 511 4,704 319
age 26.665 11.12 17 58 319
female 0.498 0.501 0 1 319
Post-reform period

life satisfaction 6.977 1.796 0 10 305
job satisfaction 7.075 2.168 0 10 305
job security 1.98 0.761 1 3 305
monthly HH net income (e) 2,159.207 904.051 460 5,266 305
age 25.603 10.349 17 59 305
female 0.439 0.497 0 1 305

EPL + (1999)
Pre-reform period

life satisfaction 7.064 1.753 0 10 358
job satisfaction 7.148 2.052 0 10 358
job security 1.98 0.765 1 3 358
monthly HH net income (e) 2,178.564 905.288 557 5,624 358
age 25.249 9.968 17 58 358
female 0.439 0.497 0 1 358
Post-reform period

life satisfaction 7.105 1.694 1 10 797
job satisfaction 7.118 2.083 0 10 797
job security 2.049 0.741 1 3 797
monthly HH net income (e) 2,282.748 903.451 511 5,624 797
age 26.955 10.921 17 61 797
female 0.484 0.5 0 1 797

Note: Reform 1996: pre-reform period 01.01.1995-31.09.1996, post-reform period
01.10.1996-31.12.1998; Reform 1999: pre-reform period 01.01.1997-31.12.1998, post-
reform period 01.01.1999-31.12.2001; Sample B: stayers (workers who remain in TG
or CG), workers in a temporary job and in firms with 5-199 employees at the date of
observation. Source: Own calculation based on GSOEP.
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Table 8: Descriptive statistics: permanent workers who remain permanent employees

Variable Mean Std. Dev. Min. Max. No.

EPL - (1996)
Pre-reform period

life satisfaction 7.069 1.569 0 10 3,091
job satisfaction 7.039 1.98 0 10 3,091
job security 2.354 0.685 1 3 3,091
monthly HH net income (e) 2,200.121 809.201 767 5,670 3,091
age 39.839 10.526 17 65 3,091
female 0.424 0.494 0 1 3,091
Post-reform period

life satisfaction 6.989 1.565 0 10 2,826
job satisfaction 6.961 1.925 0 10 2,826
job security 2.202 0.699 1 3 2,826
monthly HH net income (e) 2,261.674 814.505 767 5,624 2,826
age 40.782 10.233 21 65 2,826
female 0.424 0.494 0 1 2,826

EPL + (1999)
Pre-reform period

life satisfaction 7.027 1.564 0 10 3,084
job satisfaction 7.021 1.896 0 10 3,084
job security 2.207 0.700 1 3 3,084
monthly HH net income (e) 2,284.295 833.399 818 5,697 3,084
age 40.425 10.099 19 65 3,084
female 0.431 0.495 0 1 3,084
Post-reform period

life satisfaction 7.188 1.536 0 10 6,171
job satisfaction 7.077 1.903 0 10 6,171
job security 2.285 0.689 1 3 6,171
monthly HH net income (e) 2,408.497 851.719 818 5,880 6,171
age 41.791 9.854 19 65 6,171
female 0.439 0.496 0 1 6,171

Note: Restricted to permanent workers in firms with 5-199 employees (at least 12
months in their job); Reform 1996: pre-reform period 01.01.1995-31.09.1996, post-
reform period 01.10.1996-31.12.1998; Reform 1999: pre-reform period 01.01.1997-
31.12.1998, post-reform period 01.01.1999-31.12.2001; Sample B: stayers (workers who
remain in TG or CG), workers in a permanent job and in firms with 5-199 employees
at the date of observation. Source: Own calculation based on GSOEP.
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B Common trend assumption

This section provides additional analyses of the common trend assumption for Sam-
ple B. I proceed as follows: First, I provide placebo tests, which are typically con-
ducted in the literature on EPLP evaluation (e.g. Leonardi and Pica, 2013); Second, I
proceed by a detailed analyses of a potential pre-treatment trend difference between
control and treatment group.

Placebo tests
In this part, I provide placebo tests for Sample B and for the subsample of Sample
B of less-employable workers. Overall, placebo tests support the common trend
assumption for life satisfaction as the outcome variable. In order to conduct a placebo
group tests, I define workers to be in the treatment group, when they work in firms
with 20-199 workers, and to be in the control group, when they are employed in firms
larger than 199 workers. Hence, both groups of workers did not face any changes. If
the policy effect is different from zero, then the general dynamic between small and
large firms differ. The policy effects are, however, not significant - neither for the
1996 nor for the 1999 reform (Table 9). In order to conduct a placebo reform test, I
define a placebo reform dummy for 1998 and choose a sample period from 1996 to
1999. I do not find that there is a general different dynamic in life satisfaction for
workers in 5-19 versus 20-199 sized firms (Table 10).

Table 9: Dependent variable: life satisfaction (pseudo group)

(1) (2) (3) (4)
FE FE (Less Empl) FE FE (Less Empl)

Temporary workers (remain) Permanent workers (remain)

EPL - (1996)

TGxReform -0.0626 -0.187 0.0518 0.0798
(0.302) (0.339) (0.059) (0.065)

N 824 584 10,836 8,819

EPL + (1999)

TGxReform 0.263 0.404 0.0361 0.0521
(0.239) (0.261) (0.056) (0.062)

N 1,464 786 16,459 10,778

Note: Fixed effects model (FE), clustered standard errors in parentheses; ∗ p < 0.10, ∗∗ p <
0.05, ∗∗∗ p < 0.01; TG = 1 if 20-199 and TG = 0 if 200-1999; Reform = [1 if year >= reform
year]; Reform(t-1) = [1 if year >= one year before the reform year]; Reform(t+1) = [1 if
year >= one year after the reform year]; Sample B: Permanent/temporary workers (remain)
are workers who remain in a temporary/permanent job over the sample period and who
remain in TG or CG over the sample period); less employable (less empl): sample of workers
who perceive it to be practically impossible or difficult to find a new job; Controls: reform
dummies, TG, year fixed effects, TGxReform(t+1), TGxReform(t-1); Socio-demographic
(socio-demo.) controls: log of monthly HH income, working hours, working hours2, age,
age2, education, female, married, child dummies as well state fixed effects.

Pre-treatment trend
In this part, I investigate in detail the pre-treatment trend of control and treatment
group for Sample B and for the subsample of Sample B of less-employable workers. I
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Table 10: Dependent variable: life satisfaction (placebo reform 1998)

(1) (2)
FE FE

Temporary workers (remain) Permanent workers (remain)

TGxReform 0.437 0.0474
(0.284) (0.077)

N 662 6,030
R2 0.064 0.022

Note: Fixed effects model (FE), clustered standard errors in parentheses; ∗ p < 0.10, ∗∗

p < 0.05, ∗∗∗ p < 0.01; TG = 1 if 5-19 and TG = 0 if 20-199; Reform = [1 if year >= 1998
year]; Reform(t-1) = [1 if year >= 1997]; Reform(t+1) = [1 if year >= 1999]; Sample B:
Permanent/temporary workers (remain) are workers who remain in a temporary/permanent
job over the sample period and who remain in TG or CG over the sample period); Con-
trols: reform dummies, TG, year fixed effects, TGxReform(t+1), TGxReform(t-1); Socio-
demographic (socio-demo.) controls: log of monthly HH income, working hours, working
hours2, age, age2, education, female, married, child dummies as well state fixed effects.

investigate life satisfaction, job security and job satisfaction as dependent variables.
This analyses was conducted as a pre-analyses in order to decide whether the com-
mon trend assumption is at least met in the pre-treatment period. If this was not
the case, I do not derive implications from the respective model.

I proceed as follows: First, I test whether control and treatment group differ in
their pre-treatment trend; Second, if I find a different pre-treatment trends between
control and treatment group in a specific regression, I test whether anticipation
explains this; Third, if this is not the case, I do not consider this specific model in
this paper.

First, concerning life satisfaction, the models in Tables 3, 4, and 5 test, whether
there is a trend difference between control and treatment group in the period before
the reform takes place. For life satisfaction equations, there are no pre-treatment
trend differences. Concerning the job security and the job satisfaction equation, I
find the pre-policy effect for the decrease in EPLP in 1996 of temporary workers to
be significant, which is specifically the case for less-employable workers.38

Second, in Table 11, I test whether the aforementioned pre-reform differences
for the 1996 reform in job security of less employable temporary workers or job
satisfaction of less employable temporary workers are due to an anticipation of the
reform. If the pre-policy effect is due to anticipation, exclusion of the time period,
in which the reforms were already discussed, can abolish the pre-policy effect. The
discussion for the 1996 reform intensified in May 1996.39 Hence, I restrict the sample
for the 1996 reform to a period from January 1995 to April 1996, and from October
1996 to December 1998. Table 11 presents results for the two models. The restricted
samples are in the lower part. The pre-policy effects decrease, but I interpret this as
not substantial. In order to mitigate any concerns, I do not consider job satisfaction
and perceived job security in this paper.

Third, I conclude from the analyses, that the life satisfaction equations are not
problematic in terms of pre-treatment trend differences between control and treat-
ment group. I cannot, however, confirm this for job security and job satisfaction
equations. Therefore, I focus in the paper on life satisfaction as the outcome and do
not extend the paper to job security and job satisfaction. This would be interesting,
however, in order to investigate potential channels for the effect of EPLP on life

38Results are available upon request.
39Based on research in the online archive of the newspaper DIE ZEIT.
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satisfaction.

Table 11: Is anticipation relevant?

(1) (2)
LPM FE(less empl) FE(less empl)

Temporary workers (remain)

Dependent Var. JoSec JobSat

Sample Period 1995-1998 1995-1998

TGxReform(t-1) 0.283∗∗ 0.963∗

(0.122) (0.540)
TGxReform -0.238∗∗ -0.220

(0.115) (0.463)
TGxReform(t+1) 0.0556 0.869∗∗

(0.097) (0.430)

N 404 404
R2 0.100 0.151

Sample Period 95-96, 10.96-98 95-4.96, 10.96-98

TGxReform(t-1) 0.219∗ 0.905
(0.124) (0.551)

TGxReform -0.122 -0.160
(0.120) (0.500)

TGxReform(t+1) 0.0723 0.872∗∗

(0.098) (0.427)

N 382 382
R2 0.089 0.164

Note: Linear probability model (LPM), fixed effects model (FE), clustered stan-
dard errors in parentheses; ∗ p < 0.10, ∗∗ p < 0.05, ∗∗∗ p < 0.01; TG = 1 if
5-19 and TG = 0 if 20-199; Reform = [1 if year >= reform year]; Reform(t-1)
= [1 if year >= one year before the reform year]; Reform(t+1) = [1 if year >=
one year after the reform year]; JobSat: job satisfaction; JobSec: perceived job
security (0,1); Sample B: temporary workers (remain) are workers who remain
in a temporary job over the sample period and who remain in TG or CG over
the sample period; less employable (less empl): sample of workers who perceive
it to be practically impossible or difficult to find a new job; Controls: reform
dummies, TG, year fixed effects; Socio-demographic (socio-demo.) controls: log
of monthly HH income, working hours, working hours2, age, age2, education,
female, married, child dummies as well state fixed effects.
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C Robustness: sample period, movers and stayers

Table 12: Dependent variable: life satisfaction of less empl. workers (EPL- (1996))

Movers Stayers
(1) (2) (3) (4) (5) (6)

FE(Jan) FE(May) FE(Dec) FE(Jan) FE(May) FE(Dec)

Temporary workers (remain temporary)

TGxReform(t-1) -0.281 -0.350 -0.359 -0.113 -0.190 -0.211
(0.392) (0.388) (0.388) (0.422) (0.417) (0.417)

TGxReform -0.612 -0.579 -0.584 -0.702 -0.699∗ -0.703∗

(0.444) (0.405) (0.403) (0.452) (0.416) (0.417)
TGxReform(t+1) 0.675 0.545 0.575∗ 1.290∗ 0.654∗ 0.674∗∗

(0.628) (0.340) (0.324) (0.671) (0.359) (0.341)

N 394 475 483 325 398 404
R2 0.140 0.126 0.125 0.192 0.175 0.172

Permanent workers (remain permanent)

TGxReform(t-1) 0.0940 0.107 0.103 0.121 0.144 0.142
(0.090) (0.089) (0.089) (0.098) (0.097) (0.097)

TGxReform -0.0415 -0.0301 -0.0321 -0.100 -0.0984 -0.0995
(0.092) (0.090) (0.090) (0.097) (0.095) (0.095)

TGxReform(t+1) 0.0320 0.0120 0.00588 0.130 0.0588 0.0512
(0.160) (0.089) (0.085) (0.166) (0.090) (0.086)

N 4,390 5,338 5,442 3,745 4,553 4,633
R2 0.030 0.024 0.026 0.036 0.031 0.034

Note: Fixed effects (FE) estimations, clustered standard errors in parentheses;∗ p < 0.10, ∗∗ p <
0.05, ∗∗∗ p < 0.01; TG = 1 if 5-19 and TG = 0 if 20-199; Reform = [1 if year >= reform year];
Reform(t-1) = [1 if year >= one year before the reform year]; Reform(t+1) = [1 if year >= one
year after the reform year]; Sample B: remain temporary(temp)/permanent(perm) (workers who
remain in a temporary/permanent job over the sample period), stayers (workers who remain in
TG or CG over the sample period) or movers (workers who are allowed to switch between TG
or CG over the sample period); less employable (less empl): sample of workers who perceive it to
be practically impossible or difficult to find a new job; Sample period ends in January(Jan), May
or December (Dec); Controls: reform dummies, TG, year fixed effects; Socio-demographic (socio-
demo.) controls: log of monthly HH income, working hours, working hours2, age, age2, education,
female, married, child dummies as well state fixed effects.
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D Newly hired permanent workers

The EPLP reforms changed EPLP for new hires with a permanent contract but not
(less) for incumbents in a permanent work relation. In particular, the 1996 abolish-
ment of EPLP for small firms was only applied to workers who signed their contracts
after September 1996; for incumbents, only a future reduction (after September
1999) in EPLP became effective on the 1st October 1996. The 1999 reform increased
EPLP for new hires and workers who signed the permanent contract after September
1996, while for incumbents only an increase in future EPLP became effective.

Therefore, I restrict the samples to newly hired workers. For the 1996 reform, I
only include permanent workers who signed a new contract between October 1996
- 1998 or between May 1994 - September 1996. For the 1999 reform, I only include
those, who signed the contract between October 1996-1998 or 1999 - March 2001.
Table 13 (lower part) presents the results in columns (3) and (6). Importantly, the
number of observations becomes considerably low, specifically for the 1996 reform
(371 observations). Therefore, these samples are not employed for the main analyses
in the paper. Table 13 shows that the policy effect (TGxReform) is negative for the
decrease in EPLP [column (3)], while it is positive for the increase in EPLP [column
(6)]. Both effects, however, are not significant in statistical terms.

E Non-response in job satisfaction and perceived

job security

In this section, I present the robustness of the negative EPLP effect on life satis-
faction on temporary workers by accounting for non-responses in job satisfaction as
well as in perceived job security. For example, the sample size is reduced by around
7% in the case of temporary workers for the 1996 reform (Sample B).40 Results are
presented in Table 13 columns (1) versus (4), and columns (3) versus (6). When I
compare the results for samples excluding those observations, the policy effect for
the 1996 reform becomes smaller in absolute terms but remains negative.

40Results for Sample A are available upon request.
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Table 13: Dependent variable: life satisfaction and sample restrictions (workers who
remain in contract)

EPL - EPL +
(1) (2) (3) (4) (5) (6)

Temporary workers FE FE (MV) FE (15y) FE FE (MV) FE (15y)

TGxReform(t-1) -0.253 -0.216 -0.245 0.148 0.0570 0.159
(0.283) (0.264) (0.291) (0.268) (0.256) (0.268)

TGxReform -0.588∗ -0.499 -0.603∗ -0.140 -0.0927 -0.137
(0.342) (0.331) (0.345) (0.271) (0.255) (0.271)

TGxReform(t+1) 0.553∗ 0.566∗∗ 0.617∗∗ 0.0802 0.0443 0.0868
(0.292) (0.276) (0.296) (0.217) (0.205) (0.217)

N 624 665 606 1,155 1,321 1,147
R2 0.110 0.102 0.108 0.047 0.044 0.048

Permanent workers FE FE (MV) FE (new) FE FE (MV) FE (new)

TGxReform(t-1) 0.0696 0.0795 0.224 0.0261 0.00619 0.277
(0.080) (0.079) (0.281) (0.081) (0.081) (0.327)

TGxReform -0.0809 -0.0713 -1.061 -0.0191 0.00221 0.608
(0.085) (0.084) (0.705) (0.075) (0.073) (0.570)

TGxReform(t+1) 0.0555 0.0377 -0.0998 0.0439 0.00857 -0.107
(0.079) (0.079) (0.314) (0.079) (0.076) (0.418)

N 5,917 6,077 371 9,255 9,836 891
R2 0.026 0.026 0.246 0.011 0.011 0.083

Note: Fixed effects (FE) estimations, clustered standard errors in parentheses; ∗ p < 0.10, ∗∗

p < 0.05, ∗∗∗ p < 0.01; TG = 1 if 5-19 and TG = 0 if 20-199; Reform = [1 if year >= reform
year]; Reform(t-1) = [1 if year >= one year before the reform year]; Reform(t+1) = [1 if year >=
one year after the reform year]; Sample B: remain in contract (workers who remain either in a
temporary/permanent job over the sample period), stayers (workers who remain in TG or CG over
the sample period); MV: sample includes observations with a missing value either in job satisfaction
or perceived job security; new: only newly hired permanent workers; 15y: only temporary workers
with less than 15 years in one firm; Controls: reform dummies, TG, year fixed effects; Socio-
demographic (socio-demo.) controls: log of monthly HH income, working hours, working hours2,
age, age2, education, female, married, child dummies as well state fixed effects.
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