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Motivation
• Slovenia has had a strongly segmented labour market along
the permanent – fixed‐term divide:
• In 2015, the incidence of fixed‐term contracts in Slovenia was
17.8%, compared to 13.7% for the non‐weighted average of
European OECD countries – and 28.0% in Poland!
• The share of fixed‐term contracts among new hires among the
highest in the EU
• Young workers have been particularly hurt. In 2015, the incidence
of temporary workers among 15‐29 year olds in Slovenia was 53%,
compared to 27,8% of EU countries – placing Slovenia on the third
place behind Poland and Spain (both 54,3%).a

Main messages
In April 2013, Slovenia introduced a new Employment
Relations Act. Our study shows that this introduction:
• Moderately reduced labour market segmentation – duality
by increasing access to permanent jobs
• Helped vulnerable groups – both young and old workers – by
improving their access to permanent jobs more than average
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1. Key changes introduced by the 2013 Employment Relations
Act
2. Research questions and insights from the literature on
labour market duality
3. Methodology and data
4. Results of empirical analysis
5. Implications for Sri Lanka

1. Key changes introduced by the 2013
Employment Relations Act
The new law pursued two main goals
a) reducing labour market segmentation,
b) increasing flexibility, and

a) New law: reducing labour market segmentation
Labour market segmentation was addressed via:
i. Increasing relative attractiveness of permanent
contracts: the new law reduced the cost difference

between permanent and fixed‐term contracts
ii. Improving access to jobs by older workers

i. New law: increasing attractiveness of
permanent contracts…
Permanent contracts

Pre‐reform

Post‐reform

Advance notice of
dismissal
Layoff procedures

Maximum of 120 days

Maximum of 60 days

 Firm liable to offer another job
within the firm
 Probationary period cannot be
terminated
 Reinstatement mandatory

 No need to offer another job within
the firm
 Probationary period can be terminated
 Monetary compensation can be paid
instead of reinstatement
 Simplification of administrative
procedures

UI contributions

UI contribution to be paid for all
workers (contr. rate is 0.2%)
Tenure
Entitlement

Exemption from payment of UI
contributions for the first 2 years
Tenure

Entitlement

10-15 years
16-20 years

10-15 years
16-20 years

1.5 monthly wages
4.5 monthly wages

Severance pay

1.9 monthly wages
6 monthly wages

… reducing attractiveness of fixed‐term contracts
Fixed‐term
contracts
Permitted use of
fixed‐term
contracts
UI contributions

Severance pay

Use by temporary
work agencies

Pre‐reform

Post‐reform

Two‐year limit for the
same job position

Two‐year limit retained, but under stricter
conditions (must specify the reason, with
further limitations for certain reasons)
Five‐fold higher contribution rate for UI (the
total of 1%) compared to pre‐reform, for two
years
Introduction of severance pay for fixed‐term
contracts (0.2 monthly wage for one year of
employment or less; increased proportionally
for employment in excess of 1 year)
Limitations on the use of fixed‐term workers
by agencies – not to exceed 25% of receiving
firm

Paid for all workers
(UI contr. rate of
0.2%)
No severance pay

No special limitations

Mean and median potential severance pay, 2003‐2014,
computed from worker‐level potential firing costs

ii. Improving access to jobs of older workers
• Raising the age threshold at which workers are
granted special protection against dismissal (roughly
from 55 to 58).
• The dismissal protection is not granted to workers
who, at the time of hiring, already past the threshold
of protection dismissal (however, protection
dismissal is kept by workers who conclude a new
contract by forfeiting present employment).

b) New law: increasing flexibility
• Reducing limits on the use of temporary agency workers, if they work
under permanent contracts
• Increasing internal flexibility
• increasing possibilities for internal redeployment,
• introducing temporary lay‐offs

• During advance notification period, workers can participate one day
per week in employment programs organized by PES.
• Note that some anti‐segmentation measures also enhance flexibility:
• making permanent contract less restrictive,
• reducing special protection of older workers

Table 1: Intensity of EPL reforms, Slovenia and
other OECD countries, 2008‐13

2. Research questions and insights from the
literature on LM duality
From the equity standpoint, two sets of questions are of paramount
importance:
• Labour market segmentation:
• Has the probability of obtaining a job under the permanent – as opposed to
the fixed‐term – contract increased? (Transitions from fixed‐term employment and
unemployment)

• Access to jobs for vulnerable groups:
• Has the probability of accessing a permanent, as opposed a fixed‐term, job
increased for young workers? For old workers? (Transitions from fixed‐term
employment and unemployment)

Insights from the literature on LM duality
Effects of partial EPL reforms in Southern European countries
• Spain: 1984 reform – liberalizing fixed‐term contracts (Bentolila et al.
2008, Aguirregabiria and Alonso‐Borrego 2014) resulted in:
• Substitution of permanent with fixed‐term contracts
• Reduction of the conversion rates from fixed‐term to permanent
contracts (from 18% in 1987 to 5% in 1994)
• Increased worker turnover rate
• Reduced long‐term unemployment rate
• Mild increase in total employment and firm productivity

Insights from the literature on LM duality
Effects of partial EPL reforms in Southern European countries
• France – introduction of fixed‐term contracts in early 1980s
(Blanchard and Landier 2002, focus on workers aged 20‐24) resulted
in:
• Increase of the proportion of fixed‐term contracts
• Reduction of conversion rates from temporary to permanent work
• Decrease of the duration of unemployment and of probability of becoming
unemployed, but only in the early period

Insights from the literature on LM duality
Effects of partial EPL reforms in Southern European countries, Italy
• A reform in the early 1990s. The reform introduced higher costs for unjust
dismissals of permanent workers for businesses below 15 workers (Kugler
and Pica 2008, Boeri and Jimeno 2005) and resulted in:
• Increased use of temporary contracts
• Reduced dismissals of permanent as compared to fixed‐term workers
• Negligible effect on net employment

• A reform in 2015: hiring incentives for permanent contracts and reduction
of firing costs for newly employed permanent workers (Sestito and Viviano,
2015):
• Increased use of permanent contracts
• Increased employment

3. Methodology and data
• Identification of impact: difference‐in‐differences methodology:
• First difference: comparing the difference in outcomes for workers employed
under permanent vs. fixed‐term contracts (permanent contracts were made less, and
under fixed‐term contracts more restrictive)

• Second difference: comparison of “fixed‐term vs. permanent before the
legislative change” with “fixed‐term vs. permanent after the legislative
change”

• Estimation of LM transition models via multinomial logistic
regression framework:
• Transition from: fixed‐term employment, permanent employment, and
unemployment
• Transition to: permanent or fixed‐term employment contracts (with either an
existing or another employer, if applicable), unemployment, or inactivity

Data
• Exceptionally rich, administrative data are used, covering the
entire Slovenian workforce
• The database contains information on the history of
employment, unemployment and wages for the entire work
career for each individual for the 1991‐2016 period

4. Results of empirical analysis
Plan of presentation
• Trends in hiring, permanent vs. fixed term contracts
• Multinomial results of LM transitions

Aggregate trends on worker accessions
Figure 1: Monthly worker accessions by contract type, one‐year
periods prior to and after legislative change in April 2013 (in thousand)
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Trends in hiring, permanent vs. fixed term contracts (1992‐ 2016)
Share of permanent contracts among new hires – first time
job‐seekers

Share of permanent contracts among new hires – workers
with previous experience

Share of permanent contracts among new hires – outflows
from unemployment

Conversions of fixed‐term contracts into permanent
contracts

Transitions from fixed‐term contracts (1): increased
probability of conversions (especially for youth)
Relative probability of fixed‐term contract conversion (transition from fixed‐term contract to
permanent contract at same employer) – econometric results

Source: own calculations based on combined SRDAP/ZRSZ/ZPIZ/AJPES database, SORS.

Transitions from fixed‐term contracts (2): no clear‐cut
patterns of transitions to permanent contract with
another employer (but improvement for old workers)
Relative probability of transition from fixed‐term contract to permanent contract at different employer (as
opposed to transition to fixed‐term employment at different employer) – econometric results

Source: own calculations based on combined SRDAP/ZRSZ/ZPIZ/AJPES database, SORS.

Transitions from permanent to another permanent
contract: probability increased
Relative probability of transition from permanent contract to permanent contract at different employer (instead
of to a fixed‐term contract with another employer) – econometric results

Source: own calculations based on combined SRDAP/ZRSZ/ZPIZ/AJPES database, SORS.

Transitions from unemployment to permanent as
compared to fixed‐term job increased, although still
lagged behind 2010‐2011
Relative probability of transition from unemployment to permanent employment (instead of
transition into fixed‐term employment) – econometric results

Source: own calculations based on combined SRDAP/ZRSZ/ZPIZ/AJPES database, SORS.

Results of empirical analysis ‐ summary (1)
(1) On labour market segmentation – duality front, the probability of

accessing permanent jobs under the new law moderately increased:
i. Fixed–term workers:
othe probability of conversion to a permanent contract with the
same employer increased
otransitions to permanent contract with another employer show
no clear‐cut
ii. Permanent workers: increased probability of transition to
another permanent contract
iii. Unemployed: the relative probability to transition to permanent
as compared to fixed‐term job increased, although it still lagged
behind its 2010‐2011 average

Results of empirical analysis ‐ summary (2)
(2) On the vulnerable groups front, under the new law both young and
old workers faced better access to permanent jobs:
(i) young workers faced higher‐than‐average probability of
conversions of fixed‐term to permanent contracts, and old
workers of transition to a new permanent job with another
employer,
(ii) both young and old workers facing disproportionally higher
relative probability of transition from a permanent to another
permanent job, and
(iii) both groups, particularly young workers, increased the relative
probability of transition from unemployment to permanent
(relative to fixed‐term) employment more than average.

5. Implications for Sri Lanka (1)
Effects of labour market duality (some workers given protection,
some not; price difference in costs of protection: permanent vs.
fixed‐term contracts):
i. Equity: LM duality is unjust, as it reduces job prospects of
vulnerable groups, e.g., women, youth, and informal workers
ii. Efficiency: effects less clear cut:
• EPL interferes with the reallocation of production factors
(reduces employment flows and job turnover). On the other
hand,
• job protection increases commitment and creates incentives
to invest in firm‐specific human capital.

Implications for Sri Lanka (2): Effects of labour
market duality on efficiency
• Evidence for Sri Lanka (Abidoye et al, 2014*): The TEWA costs tend to keep firms
small. Firms below the TEWA threshold of 15 are nearly 17 percentage points less
likely to increase employment, and firms already above the threshold are 5
percentage points more likely to increase employment than the reference firm
(firms with 14 workers)
• Evidence for India (Ahsan and Pages, 2009**) More strict labour regulations in
India:
• Contribute to firm closures, lower investments and reduced output in the registered
sector
• Result is less job opportunities in the organized sector and thus an expansion of the
unorganized sector
• Particularly damaging is costly labour dispute resolution that reduces entry of firms and
lowers labor demand, capital investments, labor productivity as well as earnings of
workers
*B. Abidoye, P.F. Orazem and M. Vodopivec (2014), Mandatory costs by firm size thresholds: firm location, growth and death
in Sri Lanka, IZA Journal of Labor & Development.
**Ahsan, Ahmad and Carmen Pagés (2009), ‘Are all labor regulations equal? Evidence from Indian manufacturing’, Journal of
Comparative Economics 37(1), 62–75.

Implications for Sri Lanka (3)
• The take‐home message from my presentation: Slovenia’s strategy
proved effective in levelling the playing field:
• The reduction of the relative advantage of permanent worker in terms of job
security reduced LM segmentation and improved access to permanent jobs of
vulnerable groups

• Sri Lanka should reform its TEWA system
• Particularly worth changing are unpredictable dismissal procedures

• At the same time, Sri Lanka should think how to replace ‘job’
protection with ‘worker’ protection:
• Introduce active measures to enhance skills/employability of lower income
workers
• Introduce unemployment insurance program adapted to Sri Lankan context

