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Abstract

We use German panel data to examine how fixed-term employment affects utility
derived from working. In contrast to previous research, we present evidence that
working on a temporary contract lowers current job satisfaction. We discover that
the honeymoon effect of a new job must be considered to reveal this result. Job
insecurity appears to be the source of dissatisfaction associated with fixed-term
employment. We also consider regional unemployment and perceived employment
security to shed light on the basic notion of flexicurity policies. Finally, we apply a
life course perspective on employment careers to discuss the overall role of tempo-
rary employment for individual job satisfaction.

1. Introduction

During the past decades, many countries have tried to improve the employment prospects of
involuntarily unemployed people by mitigating employment protection legislation. The recent
economic crisis in Europe has revitalized claims for such flexibilization policies, despite the
fact that effects of flexible labour markets on (un-Jemployment are controversial amongst
policy makers and economists (e.g., OECD 2004, 2011). Besides this ongoing debate,
research has also started to investigate welfare in the context of employment protection legis-
lation by analysing well-being data (e.g., Becchetti et al., 2010; Ochsen and Welsch, 2012).
One policy instrument in this respect is discouraging firms from employing workers on tem-
porary contracts.! Policy makers may hope that the security induced would benefit workers’
welfare. Indeed, working on a temporary contract increases job insecurity, that is, worrying
about losing one’s current job (e.g. Green et al., 20005 Clark and Postel-Vinay, 2009), which
is negatively related to well-being (e.g. Sverke et al., 2002; Knabe and Ritzel, 2010, 2011;

Liichinger et al., 2010). Remarkably, previous empirical research on the relationship between

1 Here and in the following, we use the terms “fixed-term’ and ‘temporary’ synonymously.
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working on a fixed-term contract and job satisfaction does not reveal a clear pattern.
Reviews characterize the evidence as ‘mixed’ (Jahn et al., 2012, p.F116) or ‘inconsistent and
inconclusive’ (de Cuyper et al., 2008, p.26). Numerous articles on this issue show that work-
ing under a fixed-term contract has no significant effect on job satisfaction (e.g., Booth et al.,
2002; Bardasi and Francesconi, 2004; Wooden and Warren, 2004; Green et al., 2010; Green
and Heywood, 2011; de Graaf-Zijl, 2012).% The only exceptions are analyses that do not sep-
arately consider inferior forms of employment, which, however, are likely to reflect other
negative aspects of work rather than the effect of the fixed-term contract itself.

In the following, we present novel evidence from German panel data and identify job
changes as a crucial aspect in this context. When controlling for the ‘honeymoon effect’ of
a new job (e.g., Boswell et al., 2005), our estimations lead to a clearly negative relationship
between working under a temporary contract and job satisfaction. The fact that fixed-term
workers are more likely than permanent workers to be observed in the particularly happy
period right after switching explains why the two groups, at first glance, do not differ
regarding job satisfaction. Neglecting the higher prevalence of being new in a job amongst
workers on fixed-term contracts might be the reason previous studies could not establish a
negative relationship between fixed-term employment and job satisfaction. As our main
contribution, we show that taking this aspect into account reveals a negative effect of being
on a temporary contract. This finding turns out to be robust to the application of several
methodological approaches to analyse differences in job satisfaction.

The significantly negative effect of flexible employment disappears when we control for
job security, which according to our analysis of potential channels seems to be the main trigger
of dissatisfaction with work amongst temporarily employed people. To provide a comprehen-
sive picture on the role of fixed-term contracts in the labour market and to allow for policy
implications, we also shed light on the basic notion of flexicurity.> With respect to potential
flexibility-induced utility losses, studies in this context discuss policies enhancing employability
as a compensation measure (see, e.g., de Cuyper et al., 2009; Origo and Pagani, 2009; Green,
2011). The underlying idea is that high chances of finding a new job weaken the costs expected
from job loss and, hence, reduce worrying about job insecurity induced by labour market flexi-
bility. The results of our sub-group analyses instead point in the opposite direction when
employability is measured at the individual level, by perceived employment security or educa-
tional attainment. Similarly, we find that certain personality types such as highly conscientious
individuals report very negative effects when temporarily employed. The idea of flexicurity
receives empirical credence when we turn to an objective indicator for employment security, as
fixed-term contracts appear to be less detrimental in times of low unemployment.

2 The inconsistency between theoretical expectation and empirical evidence about the job satisfac-
tion effect of fixed-term employment raises some scepticism concerning subjective evaluations as
outcome measures of welfare effects from temporary contracts (Pouliakas and Theodossiou, 2010).
Green et al. (2010) find no significant difference in job satisfaction between permanent and fixed-
term employees, but conclude that working on a temporary contract lowers work-related welfare
when ‘objective’ job quality is taken into account as well.

3 The concept combines flexhility with security in that it mitigates employment protection legislation but
provides substantial public assistance to the unemployed (e.g., van Vliet and Nijboer, 2012). This help
can consist of financial support (e.g., generous unemployment benefits) and active labour market poli-
cies. The latter is taken up by the European Union, which recommends combining flexible labour mar-
kets with measures supporting the employment prospects of job-seekers (e.g., Council of the EU, 2008).
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Finally, we broaden our perspective on fixed-term employment and job satisfaction by
applying a long-run analysis, following recent research on well-being over the life cycle
(Frijters et al., 2014; Layard et al., 2014). Because of the strong honeymoon effect when
starting a new job, temporary employment, which likely fosters job mobility, might be posi-
tive overall for workers’ job satisfaction in the long run. In fact, the results of our long-run
analyses draw a more differentiated picture of fixed-term employment compared with the
analysis of someone’s current contract type. They conform to the idea that accepting a tem-
porary contract for some time can improve future utility derived from working. For
instance, it turns out that previous fixed-term employment is positively related to job satis-
faction of mid-career workers when controlling for current fixed-term employment. Thus,
against the background of the potentials of flexible employment on the one hand, and its
negative effect on current work-related well-being on the other hand, we conclude that pol-
icy makers should consider the existing (short-run) drawbacks of temporary employment
when establishing the institutional framework. To tackle the problem of reduced job satis-
faction of fixed-term workers, measures fighting unemployment appear to be promising,.

We proceed as follows. The next section outlines our theoretical expectations and intro-
duces our identification strategy (Section 2). Data and sampling are described in Section 3.
Section 4 presents the main results of our study on fixed-term employment, recent job
mobility, and current job satisfaction. Afterwards, sub-group analyses address the potential
of employability to compensate for insecurity-induced dissatisfaction and provide further
sensitivity checks of our findings (Section 5). In Section 6, we present our analysis of the
relationship of temporary employment and job satisfaction in the long run. Finally, we con-
clude and discuss our results (Section 7).

2. Theoretical considerations and empirical identification

Perceived job security provided by a permanent contract might benefit satisfaction with
work for at least two reasons. First, workers may not fear losing their job, which previous
research has identified as an extremely detrimental event (e.g., Clark and Oswald, 1994,
Winkelmann and Winkelmann, 1998). Second, they benefit from an option value through
the opportunity to stay in the firm, enlarging their set of future employment opportunities,
which increases autonomy (e.g., Deci and Ryan, 2000). The lack of job security can also
motivate workers to work more unpaid overtime when firms use flexible working contracts
to create an incentive scheme and sorting mechanism (e.g., Boockmann and Hagen, 2008;
Engellandt and Riphahn, 2005). Working longer hours might thus be another explanation
for lower satisfaction amongst fixed-term workers than permanent workers (e.g., Ratzel,
2012). In addition, short tenures are accompanied by weak incentives to invest in good rela-
tions with colleagues and superiors, which can also reduce well-being (Gallagher and
McLean Parks, 2001). In sum, the utility (U) a worker 7 derives from an employment rela-
tionship with given characteristics (vector X’) is reduced when the contract is temporary
(TEMP) instead of permanent, that is,

Hor e oU;
U‘: = ﬁ(T.EMP“ X,‘ ), with m <0 “-:'

The extent to which higher job loss probability, which is associated with a temporary con-
tract rather than with a permanent contract, reduces workers’ current utility may depend

on the consequences expected from job loss (e.g., Geishecker, 2012). Men, for instance,
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suffer more from unemployment than do women (e.g., Gerlach and Stephan, 1996), which
suggests that eq. (1) should be more pronounced amongst men. Moreover, the better work-
ers are able to find a new job with similar job characteristics, the less they need to fear los-
ing their current jobs. Hence, worker characteristics increasing the ability to find a new job
(e.g., high education), just like positive macroeconomic trends, should weaken eq. (1).
Regarding personality traits, relatively high conscientiousness (Uysal and Pohlmeier, 2011)
and low neuroticism (Viinikainen and Kokko, 2012) are likely to improve employability in
the case of job loss. The personality of a worker might also play an important role as a
determinant of both job satisfaction and selection into flexible forms of employment.
Plausibly, certain types of individuals might prefer being on permanent contracts more than
others, which suggests controlling for these differences to identify the effect of flexibility.
Individuals with more openness to experience, for instance, might be less averse towards
temporary contracts.

It is a rather unknown phenomenon amongst labour market economists that being new
in a job goes along with extraordinarily high levels of job satisfaction, although only for a
short time. In their contribution to the literature on human resource management, Boswell
et al. (2005) were the first to find this pattern and named it the ‘honeymoon-hangover
effect’ of a new job. Because fixed-term workers are more likely to be observed at the begin-
ning of a new job than permanent workers, the honeymoon-hangover effect likely influen-
ces the empirical relationship between temporary employment and current work-related
utility.

Fixed-term employment is characterized by recent and probably also future job mobi-
lity, which might yield future honeymoon experiences. Hence, the influence of fixed-term
employment on job satisfaction might extend beyond its immediate impact. Some workers’
careers may consist of a large number of temporary jobs, whereas others are permanently
employed in the same job for almost their whole working life. To learn more about the role
of temporary employment, we expand our analysis of the effects from being currently
employed in a temporary job by also discussing the role this kind of flexibility plays in
employment careers in the long run.

To translate our theoretical considerations into an empirical framework, we approxi-
mate U, using job satisfaction (JS) data, that is, U; = J§,. If eq. (1) holds true, workers
might be compensated for working on a temporary contract by earnings and other pleas-
ant features (see also Feldman et al., 1995; Ellingson et al., 1998; Green and Heywood,
2011). Hence, we need to control for earnings and job characteristics when estimating /S.
To account for both the extraordinary job satisfaction peak in the first year of a new
employment relationship and the decline afterwards (Chadi and Hetschko, 2014), recent
mobility (binary variable NEWJOB) and workers’ tenure (TENURE in years) are
considered.

As we describe in the following section, we can control for an exceptionally large set of
job characteristics based on cross-sectional data. This concerns in particular the investiga-
tion of relations to colleagues and superiors as channels potentially explaining why fixed-
term employment relates to job satisfaction. In contrast, panel data allow us to make use of
objective information concerning the insecurity of temporary workers (future termination
of employment) as well as to take into account varying levels of regional unemployment.
Hence, we make use of both the cross-sectional and the longitudinal data. To account for
worker heterogeneity that explains simultaneously being on a fixed-term contract and well-
being, we control for socio-demographic characteristics (SD) and personality traits (P)
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when performing the cross-section analysis (including the constant o and g; as the individual
error term):

JS; = o+ BPTEMP; + yX; + SNEWJOB; + ¢TENURE; + @P/ + nSD/ +&  (2)

Our panel estimation takes into account time-variant socio-demographic characteristics as
well as time fixed effects (1) and individual fixed effects (u):

JSit = a+ BPTEMP;, + 'YXf'r! + dNEWJOB;; + $TENURE; + nSDif!'{'T.- + W + & (3)

Controlling for individual fixed effects is another advantage of the panel approach in com-
parison with the cross-sectional analysis because personality controls may not account for
each time-invariant trait (e.g., ability).

3. Data

To analyse the relationship between working on a temporary contract and job satisfac-
tion, we employ cross-section and longitudinal regression analyses using data from the
German Socio-Economic Panel study (SOEP, see Wagner et al., 2007). The SOEP is a rep-
resentative survey of the population of Germany. Each year, several thousand people are
interviewed and provide information on their well-being, income, employment status,
job characteristics, and more. To ensure the same legal conditions over the whole investi-
gation period, we restrict most of our analyses to the waves from 2001 to 2010. In this
period, the German act on part-time and fixed-term work (Teilzeit- und
Befristungsgesetz, TzBfG) regulates the use of temporary contracts in Germany. In gen-
eral, firms are allowed to employ workers on fixed-term contracts for two years (§14
TzBfG 2011).* In addition, employing somebody on a fixed-term contract is possible if
the firm can name an objective reason why this is necessary (e.g., the firm needs the work-
er’s service only for a certain time). Hence, successive fixed-term contracts allow firms to
employ people temporarily for many years.

A key advantage of using German data for our research purpose is §4 of the TzBfG
(2011) act. It contributes to the comparability of temporary and permanent employees by
prohibiting any kind of discrimination. Both types of workers have to be treated exactly the
same with respect to pay and working conditions. The time limit of the contract remains
the only systematic difference from the legal point of view. In general, this also applies to
employer—-employee agreements over dismissal protection during the period of employment
(Ddubler, 2011). In case such an arrangement does not exist, fixed-term workers are even
protected minimally more than permanent workers (§15, 3 TzBfG, 2011).

We identify temporary and permanent employees by a SOEP question on their contract
type (‘Is your contract of employment for an unlimited or limited period?’). Information
about job satisfaction is collected by the question ‘Please answer by using the following
scale: 0 means “completely dissatisfied”, 10 means “completely satisfied”. How satisfied
are you with your job?’ We assume cardinality and translate the answers directly into a
variable for the econometric analysis ranging from 0 to 10. This is in line with
previous investigations of well-being on the basis of panel data and relies on the findings of

4 A time limit of four years is possible if the firm is not older than four years. Five years are allowed if
the worker has been unemployed for at least four months and is at least 52 years old.
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Ferrer-i-Carbonell and Frijters (2004).° To shed light on the role of job security in the rela-
tionship between contract type and job satisfaction, we use the question: ‘Are you con-
cerned about your job security?’ People answer ‘very concerned’, ‘somewhat concerned’, or
‘not concerned at all’. A similar question demands a self-assessment of future employment
security: ‘If you lost your job today, would it be easy, difficult, or almost impossible for you
to find a new position which is at least as good as your current one?’ As an objective indica-
tor of employment security, we use data from Germany’s Federal Statistical Office to calcu-
late regional unemployment rates at the state level.

As explained in the previous section, we employ a cross-sectional and a longitudinal
approach. First, we focus on the 2001 SOEP wave, which includes by far the richest set of infor-
mation on job attributes (e.g., task variety, learning opportunities, and environmental burden).
Our longitudinal analysis of data from 2001 to 2010 makes use of information on a smaller set
of job characteristics, including basic attributes such as wage, firm size, and sector of industry.
We always consider many socio-demographic characteristics, including partnership status, age,
sex, and more. The cross-sectional analysis as well as several sub-group tests make use of data
on the Big Five personality traits. The Big Five approximate someone’s whole personality by
assigning values to five traits: extroversion, openness to experience, conscientiousness, neuroti-
cism, and agreeableness (e.g., McCrae and Costa, 1987). They have been ascertained in SOEP
surveys for the first time in 2005. We assume that they are stable over time and transfer the
measures from 2005 to all of the other waves.® Each trait is measured by three statements.
Respondents assess how much the statements apply to themselves on a 7-point scale. The mean
of the three answers linked to one trait is the trait’s manifestation. Based on these scores, we
build binary variables for relatively strong/middle/low manifestations of a trait.

We consider typical German working-age people who are at least 20 years old, but not older
than 65 years. To isolate the pure effect of fixed-term work, we exclude inferior jobs such as
agency workers, workers who take part in workfare schemes, employees working fewer than 15
hours a week and so-called mini-jobs. As these jobs are always temporary and entail many
exceptional attributes, they are not comparable to permanent jobs. We consider the exclusion of
such employment forms as an important difference to some of the previous studies (e.g., Booth
et al., 2002) and as necessary to reveal the effect of the temporary contract itself. Moreover, we
exclude apprentices, self-employed workers, and individuals in other forms of occupational edu-
cation or retraining. Altogether, we receive a basic sample of 5,769 workers based on the SOEP
wave of 2001. Three hundred twenty-eight (5,441) of them work on a temporary contract (per-
manent contract). The sample for the longitudinal analysis covers 68,286 observations (4,179
temporary contracts, 64,107 permanent contracts) from 15,080 respondents.

4. Fixed-term employment and current job satisfaction

4.1 Descriptive findings
The average job satisfaction of people in our sample who work on temporary
contracts does not differ significantly from that of permanent workers (temporary: 7.16,

5 Examining this assumption by employing ordered logit (cross-section) and conditional logit (panel)
methods does not yield other qualitative findings to those we present in the following.

6 This assumption relies on research done by Specht et al (2011) as well as Lucas and Donnellan
(2011) indicating that the stability assumption holds for people in the age groups included in our
sample.
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Average job satisfaction

t=-1 t=0 t=1
Year around job change

Figure 1. Contract type and the honeymoon-hangover effect of a new job

Source: SOEP 2001-2010.

Notes: The solid black line (solid grey line) denotes the average job satisfaction of temporarily (perma-
nently) employed persons in t = 0 and t = 1. Dotted lines label the corresponding 95% confidence
intervals. The dashed line denotes the average job satisfaction of all observations in the sample from
2001 to 2010, with black bars displaying the 95% confidence band.

permanent: 7.19). This result is in line with previous findings (see Section 1). However,
fixed-term employees report significantly lower job security and higher self-assessed
employment security compared with permanent workers. Most strikingly, people being on
temporary and permanent contracts are different with respect to their tenure and, even
more so, with respect to recent job mobility. In fact, more than half of the fixed-term
employees report having a new job. These and further descriptive statistics are presented in
the Online Appendix, Table A1.

To get an impression of the role job switching plays in our context, we compare the hon-
eymoon-hangover pattern for temporary and permanent workers graphically. As for our
large sample, we use all SOEP waves within the investigation period from 2001 to 2010
and apply the same restrictions with respect to age and atypical employment. We follow
respondents when they move from one job to another. Around this event, we define three
points in time: ¢ = —1 as the last SOEP interview in the previous job, t = 0 as the first,
and ¢t = 1 as the second interview in the new job. The time interval between two interviews
is approximately one year.

We compare the average job satisfaction of two groups in Fig. 1. The first group (solid
black line) moves from any contract into a temporary one (243 observations). The second
group (solid grey line) changes from any contract into a permanent one (1,909 observa-
tions). The type of contract does not change between t = 0 and ¢t = 1. The average job sat-
isfaction of all observations in the sample gives a reference level (dashed line), allowing for
a graphical illustration of potential honeymoon effects of newly started jobs. In line with
the literature (e.g., Clark et al., 1998), individuals report very low levels of job satisfaction
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prior to job termination. Between t = —1 and ¢t = 0, satisfaction with work increases
considerably. Overcoming the negative situation of the old job would imply that satisfac-
tion reaches its mean level in # = 0. Instead, job satisfaction exceeds the average in t = 0
by far, which points to a honeymoon effect as an above-average satisfaction peak.
Afterwards, from ¢t = 0 to ¢t = 1, there is a decline in well-being, that is, a potential hang-
over effect.

Most important for this study is that the two groups show a honeymoon pattern.
Accordingly, this phenomenon might bias the difference in job satisfaction between tempo-
rary and permanent workers as soon as one of the two groups is observed more often right
after switching than at other points in time. Clearly, fixed-term workers appear to be that
group.

4.2 Regression analyses

In the following, we present our main results of the cross-section investigation and of our
panel estimations. We perform ordinary least squares (OLS) estimations of job satisfaction
as described by eqs (2) and (3). The results are summarized in Table 1 and reported as a
whole in the Online Appendix, Table A2. We specify both models in similar steps (except
the respective last step). First (2-1, 3-1), we consider a binary variable for being on a tem-
porary contract. Stable worker characteristics are taken into account as well. The panel
estimation considers also time fixed effects. As a result, fixed-term work seems to be unre-
lated to job satisfaction. Including or excluding the controls considered so far does not alter
the temporary contract coefficient substantially. Hence, selection issues because of stable
traits seem to be of minor importance in our context. Table A2 reveals further that person-
ality traits relate similarly to job satisfaction as in previous studies (e.g., Judge et al. 2002).”

As a second step (2-2, 3-2), we control additionally for socio-demographic characteris-
tics and job characteristics, whereby the cross-sectional analysis makes it possible to control
for a more comprehensive set of work attributes. The regression coefficient of the tempo-
rary contract variable becomes more negative from (2-1) to (2-2), although the effect
remains insignificant. The explanatory power of the model increases notably. Including job
attributes as controls causes these changes, whereas socio-demographic characteristics play
a minor role. Hence, we find weak evidence that work and firm-related factors compensate
workers for accepting a temporary contract.

As a third step (2-3, 2-3), we take tenure and tenure squared into account as well as a
binary variable for recent change of employment (‘new job’). The results show that recent
mobility goes along with high job satisfaction. Most important, the effect of being under a
temporary contract on job satisfaction turns out to be significantly negative. The panel
estimation illustrates a relationship between tenure and satisfaction with work that is
U-shaped, as shown by Theodossiou and Zangelidis (2009). The same applies to the cross-
section analysis, though it is more pronounced when the binary variable new job is left out.
Nevertheless, the combination of this new job dummy with all of the other controls, including
tenure and tenure squared, leads to the clearest pattern. The extraordinary magnitude of the
first-year effect, which adds to the overall pattern of declining job satisfaction by tenure, justi-
fies our approach of using several variables to control for the honeymoon-hangover effect in

7 As a robustness check, we analyse other traits such as risk aversion (from the 2006 SOEP wave).
The results do not change qualitatively when we include alternative control variables for differen-
ces in workers’ personality.



Table 1. Regression analyses

2001 cross-sectional data

2001-2010 panel data

Model specification: (2-1) (2-2) (2-3) (2-4) (2-5) (3-1) (3-2) (3-3) (3—4) (3-5)
Temporary contract —0.006 -0.122 —0.235*%*  —-0.039 0.000 0.065 0.046 —0.121%**  —0.008
(0.115) (0.114) (0.117) (0.116) (0.108) (0.046) (0.046) (0.046) (0.046)
% termination due to contract limit —0.396%**
(0.094)
x no termination due to contract limit —0.004
{0.056)
Tenure —0.017% —0.017*% —0.013 —0.076*** —0.069*** —0,073%**
(0.010) (0.009) {0.009) (0.007) (0.007) {0.008)
Tenure? 0.000 0.000 0.000 0.001=**  0.,001***  0.001%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
New job 0.184%* 0.198** 0.142% 0.243***  0.233***  0.243***
(0.082) (0.080) (0.076) (0.028) (0.028) (0.032)
Job security: high 0.485%%%  (.398%** 0331+
(0.053) (0.050) (0.019)
Job security: low —0.690%** —0.661%** —0.574%%*
(0.095) (0.089) (0.028)
Overtime (log) —0.130%**
(0.026)
Good relations with colleagues 0.445%=*
{0.064)
Bad relations with colleagues 0.163
(0.171)

(continued)

§ee



Table 1. Continued

2001 cross-sectional data

2001-2010 panel data

Model specification: (2-1) (2-2) (2-3) (2-4) (2-5) (3-1) (3-2) (3-3) (3—4) (3-5)
No conflicts with superiors 0.947%=*

(0.060)
Frequent conflicts with superiors ~0.943%#**

(0.186)
Personality yes yes yes ves yes
Individual and time fixed effects yes yes yes yes yes
Socio-demographic characteristics ves yes yes yes yes yes yes yes
Job characteristics (basic) yes yes yes yes yes yes yes yes
Job characteristics, (additional) yes yes yes yes
Constant 7.180%*%  6.552%**  6.546***  6.453***  5.699%** 7.358***  7.955***  8.009***  7.932***  7.466™**

(0.037) (0.205) (0.211) (0.208) (0.208) (0.020) (0.478) (0.474) (0.469) (0.647)

Observations 5,769 5,769 5,769 5,769 5,769 68,286 68,286 68,286 68,286 54,548
Number of persons 15,080 15,080 15,080 15,080 12,851
Adjusted R? 0.031 0.150 0.152 0.184 0.258 0.013 0.021 0.032 0.055 0.033

Source: SOEP 2001-2010.

Notes: Robust standard errors in parentheses. The dependent variable is job satisfaction. Personality includes openness to experience, conscientiousness, extraversion, agreeableness and

neuroticism. Socio-demographic characteristics include gender, age, migration background, single, educational levels, handicap, unemployment experience, and employment experience.

Basic job characteristics include firm size, occupational autonomy, industry sector, wage, and working hours. Additional job characteristics include promotion probability, task variety,

manual labour, independence in carrying out tasks, performance control, shift work, learning opportunities, annoying rasks, and environmental burden. Complete results are presented in
Table A2 in the Online Appendix. *denotes significance at the 10% level, **art the 5% level and ***art the 1% level.

9¢e
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our analysis. In addition, variations of the estimations reveal that the new job dummy has the
strongest influence on the connection between fixed-term employment and job satisfaction. A
specification of eq. (2) including new job as the only control variable leads already to an
effect of the temporary contract of around —0.199 (significant at the 10% level). Since fixed-
term workers are observed more often in the exceptionally happy period right after a job
change (see Section 4.1), the honeymoon effect increases the estimate of the temporary
contract.”

Adding self-assessed job security controls to the cross-section and the panel regressions
(2-4, 3-4) reveals that this factor seems to be the main reason working on a temporary con-
tract relates negatively to job satisfaction. The detrimental effect of the temporary contract
almost disappears when controlling for job security. This finding supports our theoretical
expectation that the job security added by a permanent contract increases welfare derived
from working (see Section 2). In general, job security appears to be a strong determinant of
job satisfaction. To investigate the role of further factors that might explain the relationship
between working on a temporary contract and job satisfaction, we expand our set of varia-
bles by adding overtime as well as relations with colleagues and superiors, which is only
possible for the 2001 SOEP data (2-5). The overtime variable is the natural logarithm of
the positive differences between actual and agreed-on working hours. Conflicts with superi-
ors and assessments of the relations with colleagues are represented by two binary variables
each. The results show that controlling for overtime and internal relations does not strongly
alter the temporary contract estimate. Nevertheless, the negative impact of fixed-term work
disappears completely as soon as we consider all potential transmission channels discussed
in Section 2.

We analyse job security as the explanation for the negative relationship between fixed-
term work and satisfaction further by using more objective information. This is in line with
research discussing bias issues of estimations regressing subjective outcomes, such as job
satisfaction, on subjective evaluations, such as perceived job security (Geishecker, 2012). In
so doing, we further improve the identification of the impact of having a fixed-term con-
tract. The panel structure of our data enables us to observe ensuing job terminations taking
place because employees reach the end of their contract. We exploit information from the
subsequent SOEP interview to divide all observations of temporary jobs in two sub-groups,
represented by interaction terms in the panel regression (3-5). The first group of workers’
jobs terminate because the contract limit is reached and they are forced out. We consider it
plausible that people in this group are likely to experience exogenously induced flexibility.
All other fixed-term workers are in the second group. In the next SOEP interview, these
workers are either in the same flexible job, or they have changed it, or have lost it due to
reasons other than having reached the time limit defined by their contract.

A significantly negative effect of the temporary contract only appears in the case of
employees who state in the next interview that the previous employment relationship ended
because of contract limitation. Here, the magnitude of the effect is substantially larger com-
pared with the average effect of fixed-term work suggested by (3-3), which is not driven by

8 We confirm our main findings applying matching techniques in the vein of Bdckerman and
limakunnas (2009} as well as Caliendo and Kiinn (2011). This removes the linearity assumption of
our regressions to some extent and makes fixed-term workers and permanent workers in our 2001
sample more comparable. Methodology and results are described in the Online Appendix (see
Caliendo and Kopeinig, 2008, for methodological guidance).



228

differences in sample size. We conclude that the use of more objective information strength-
ens our basic finding. It is the security added by the permanent contract that increases job
satisfaction.

Finally, we address whether being employed under a fixed-term contract becomes
more acceptable as the share of fixed-term employees increases. Temporary workers
might feel more fortunate when conforming to a norm of the labour market than when
belonging to an exceptional group. To get an impression, we calculate the share of tempo-
rary employees for each of the annual samples from 2001 to 2010. We do not find con-
vincing evidence that an increasing share of temporary employment weakens the negative
link between fixed-term employment and job satisfaction (detailed results are available
on request).

5. Fixed-term employment and job satisfaction across
sub-groups of workers

The previous section suggests a negative relationship of fixed-term employment and job
satisfaction as long as we control for recent job mobility. The following sub-group analy-
ses check the sensitivity of this main result. In addition, they enable us to discuss the
basic notion of flexicurity. We test the argument that relatively good future employment
prospects weaken the expected costs of job loss and, hence, the downside associated with
temporary employment suggested before. If true, individuals who perceive their employ-
ment prospects to be good in the case of job loss, who face promising macroeconomic
trends, or who are highly educated may suffer relatively little from being on a temporary
contract. Sample splits address these expectations, for which we use the large panel
data set.

First, the sample is divided by workers’ assessments of how easy they believe it would be
to find a new job in the case of job loss. Those answering ‘easy’ belong to the ‘prospects:
good’ sub-sample, whilst ‘prospects: not good’ consists of workers who answer ‘difficult’ or
‘almost impossible’. Estimating specification (3-3) separately for the two groups does not
confirm the expectation that high employment security weakens the negative effect of tem-
porary employment (columns (1) and (2) of Table 2). In contrast, the evidence is in line
with this expectation when we turn to an objective indicator of employment security in a
second step. We split the sample depending on whether the current regional unemployment
rate exceeds (i.e., negative macroeconomic trend) or falls below (i.e., positive trend) its
long-term average, which we measure for the years from 2001 to 2010. As shown in
columns (3) and (4) in Table 2, separate regressions based on these two sub-samples sup-
port the view that fixed-term employment is less detrimental when unemployment is rela-
tively low.

Third, we run separate regressions based on sub-samples of workers with and without
academic degrees. It turns out that highly educated workers seem to suffer even more from
being on a temporary contract than less educated people (columns (5) and (6) in Table 2),
which again conflicts with the expectation that high employment security weakens the neg-
ative role of flexibility. In sum, our empirical analyses regarding the notion of flexicurity do
not yield a clear pattern. To learn more about the role of key socio-demographics in the
context of temporary employment, we check the sensitivity of our main results across fur-
ther sub-groups. Regressions based on gender sub-samples reveal that fixed-term employ-
ment appears to be particularly detrimental to male well-being (columns (7) and (8) in



Table 2. Fixed-term employment effects dependent on employment prospects, gender, and age

Sub-group (1) (2) (3) (4) (5) (6) (7) (8) (9) (10)
Prospects: Prospects: UE rate: UE rate: Education: Education: Women Men Up to 33 Older than
good not good high low high not high years old 33 years

Temporary contract  —0.164 —0.089 —0.218***  —-0.101 -0.217***  —0.083 —-0.057 —0.184***  —0.163** —0.134**

(0.105) (0.054) (0.079) (0.069) {0.073) {0.060) (0.065) (0.065) (0.078) (0.063)

Tenure —0.095***  —-0.074***  -0.105*** —-0.073*** -0.076*** —0.078*** —0.083***  —0.070*** -0.159*** —-0.070***

(0.018) (0.007) (0.013) (0.009) (0.011) (0.009) (0.011) (0.008) (0.026) (0.007)
Tenure? 0.002** 0.001*%# 0.002%#** 0.001*** 0.001*** 0.001%** 0.001%** 0.007*** 0.003 0.001%#*
(0.001) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.002) (0.000)
New job 0.187%** 0.239%%* 0.223%** 0.2827%%* 0.255%** 0.235%%* 0.253%#** 0.230%** 0.295%** 0.159%%*
(0.068) (0.033) (0.044) (0.043) (0.044) (0.037) (0.041) (0.039) (0.052) (0.036)
Controls as (3-3) yes yes yes yes yes yes yes yes yes yes
Constant 8.896%** 7.694*%* 8.100%** 8.002%** 8.455*** 7.840%** 8.250*** 7.034%** T242%%* 6.640%**
(0.829) (0.584) (0.238) (0.599) (0.984) (0.565) (0.562) (0.795) (0.550) (0.746)

Observations 11,436 56,850 33,524 34,762 23,795 44,491 30,657 37,629 14,622 53,664

Number of persons 5.212 13,569 11,187 12,871 5,170 10,202 7,010 8,070 5,000 11,641

Adjusted R? 0.036 0.031 0.027 0.033 0.033 0.033 0.032 0.034 0.047 0.031

Source: SOEP 2001-2010.

Notes: Robust standard errors are in parentheses. The dependent variable is job satisfaction. Controls include time and individual fixed effects as well as socio-demographic characteris-
tics and the basic set of job characteristics. They are described in detail in the note of Table 1. A includes only workers who (B: do not) state thart it would be easy to find a new job if the

current job gets lost. C includes only observations from years in which the regional unemployment rare (federal state level) is (D: not) higher than the average level (measured from 2001

to 2010). E covers only workers with (F: without) academic degree. G consists of women (H: men) only. I considers only workers who are 33 years old or younger (]: older than 33 years).
33 years is the median age of fixed-term employees. Complete results are available on request. *denotes significance at the 10% level, **at the 5% level and ***at the 1% level.
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Table 2). This confirms our explanation that psychological costs expected to result
from job loss render fixed-term employment negative, as men suffer more from unemploy-
ment than women. We also divide the sample into two sub-groups by the median age of
fixed-term employees (which is 33 years). The results are very similar for both age groups
(columns (9) and (10) in Table 2).

Sample splitting at the median of fixed-term employees is repeated to estimate the effect
of temporary employment dependent on personality traits. Hence, we get two sub-groups
for each trait (relatively high representation of the trait versus relatively low representation
of the trait). The results are summarized in Table 3. A negative relationship of fixed-term
employment and job satisfaction appears in particular amongst highly conscientious work-
ers and lowly neurotic workers. Again, our results suggest workers with relatively good
prospects when becoming unemployed to suffer the most from being on a temporary con-
tract. A possible explanation is that these workers suffer in particular from unemployment
(analogous to men), which previous findings imply for highly educated people (Clark and
Oswald, 1994) and highly conscientious people (Boyce ef al., 2010). All of the sub-group
analyses confirm the positive relationship between recent job mobility and job satisfaction,
as we again observe large honeymoon effects. Moreover, we can show that including job
security controls always renders the temporary employment effect less negative, suggesting
that a higher probability of future unemployment is an important explanation for why
fixed-term employment is associated with lower job satisfaction than permanent employ-
ment (results are available on request).

6. Fixed-term employment and job satisfaction from
a life course perspective

Being on a fixed-term contract is accompanied by insecurity and dissatisfaction in the
present. However, temporary workers are more likely than permanent workers to experi-
ence job changing and thus honeymoon effects in the future, which might compensate for
the downsides of flexibility. Furthermore, accepting a fixed-term contract at the beginning
of a career might pay off in the future in terms of job security, earnings or promotion
(Booth et al., 2002; Engellandt and Riphahn, 2005; Boockmann and Hagen, 2008). These
considerations suggest a different picture about the role of temporary employment if we
focus on more than just the current situation.

Our panel data allows us to shed some light on work-related well-being over the life
cycle. As a first sketch, we go back to our 2001 SOEP sample, for which we have docu-
mented negative effects of fixed-term contracts in Section 4, and examine the years after-
wards.” Figure 2 shows that the two groups report similar job satisfaction over the years,
although on average, satisfaction scores for the temporary workers of 2001 (black lines)
appear to be slightly higher when aggregated over the entire period. Moreover, they arrive
at a higher job satisfaction level in 2010, compared to those individuals with a permanent
contract in 2001 (grey lines).

9 Note that some persons leave our sample of workers for some years or entirely and thus do not
contribute to the job satisfaction scores drawn in the figure. The fixed-term employees of the 2001
sample report being unemployed in subsequent years twice as much as permanent employees of
the 2001 sample, but in both cases the share is below 10%. All in all, more than half of the tempora-
rily employed of 2001 report job satisfaction in 2010, allowing for a meaningful analysis.



Table 3. Fixed-term employment effects dependent on personality traits

Sub-group Highly Lowly Highly Lowly Highly Lowly Highly Lowly Highly Lowly
conscien- conscien- agreeable agreeable extra- extra- open open neurotic neurotic
tious tious verted verted

Temporary contract  —0.163** ~0.068 -0.120 —0.119** —0.087 —0.165%** —0.150%** —0.103 -0.027 —0.204%**

(0.066) (0.065) (0.074) (0.059) (0.067) (0.063) (0.068) (0.063) (0.071) (0.060)

Tenure —0.078%** —0.073%** —0.084%%* —0.071%*** —0.078%** —0.074%** —0.079%** —0.072%** —0.084%** —0.069***

(0.009) (0.010) (0.011) (0.009) (0.010) (0.009) {0.010) (0.009) (0.011) (0.008)
Tenure? 0.001%## 0.001%%* 0.001%#* 0.001%#* 0.001%#* 0.001#*# 0.0017*** 0.001%#* 0.001%#* 0.001%##
(0.000) (0.000) (0.000) {0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
New job 0.242*** 0.248*** 0.208*** 0.266%** 0.264*** 0.218%** 0.282»%* 0.209%#= 0.245%** 0.237%**
(0.038) (0.042) (0.042) (0.038) (0.040) (0.040) (0.041) (0.039) (0.044) (0.037)
Controls as (3-3) ves yes yes yes Yes yes yes yes yes yes
Constant 3.178%+#+ 7.843%%% 8,001%** 8.090%*** 8.261%%** T7.694% %% T.756%+* 8.103%%* AU KL bl 8,123%%*
(0.682) {0.651) (0.733) (0.623) (0.666) (0.673) (0.694) (0.646) (0.706) (0.637)

Observations 38,640 29,646 30,336 37,950 32,561 35,725 32,564 35,722 32,345 35,941

Number of persons 9,483 5,587 8,125 6,955 8,593 6,487 8,594 6,486 8,574 6,506

Adjusted R* 0.033 0.033 0.033 0.032 0.035 0.032 0.036 0.030 0.032 0.033

Source: SOEP 2001-2010.
Notes: Robust standard errors are in parentheses. The dependent variable is job satisfaction. Controls include time and individual fixed effects as well as socio-demographic characteristics
and the basic set of job characteristics. They are described in detail in the note of Table 1. The sub-groups consist of workers who report either high (above the median of fixed-term

employees) or low (up to the median of fixed-term employees) manifestations of the respective trait. Complete results are available on request.*denotes significance at the 10% level, **at
the 5% level and ** *at the 1% level.
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Figure 2. Job satisfaction trajectories after 2001

Source: SOEP 2001-2010.

Notes: Black (grey) lines denote workers starting on a temporary (permanent) contract in 2001.
Dashed lines denote 95% confidence intervals.

Finally, we take a life course perspective on the relationship of fixed-term employment
and job satisfaction, inspecting how being on a fixed-term contract at early career stages
relates to future work-related utility. This requires that we know how often people have
been on a temporary contract or on a permanent contract in the past. We thus identify all
young professionals who have not been employed for more than three years prior to being
observed in our SOEP data, so that we can reliably count the number of observations of
being on a fixed-term contract up to the age of 35 for these persons. Individuals who are
not observed since the start of their careers have to be excluded from this analysis, as we
cannot identify the number of temporary jobs for those individuals.'”

Three typical groups emerge: people with no temporary employment experiences,
those with one singular observation of temporary employment, and those with more than
one reported observation of temporary employment. We find that job satisfaction levels
of the three groups do not differ significantly over the entire period from age 25 to age
35. In addition, the job satisfaction means aggregated over these years of age do not vary.
Finally, we regress the job satisfaction of mid-career workers (aged 35) on previous tem-
porary employment experience. Controls include time effects, socio-demographic charac-
teristics, and sector of the industry. Results are presented in Table 4. As long as the
current contract type is not considered (specifications 1 to 3), observations of fixed-term
employment in the past do not seem to matter for current work-related well-being.
Controlling for recent job mobility and accumulated lifetime job mobility does not alter

10 Here, we also consider data from the SOEP waves 1995 to 2000 to increase the number of obser-
vations. In waves prior to 1995, it is not possible to clearly distinguish between temporary and per-
manent jobs.
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Table 4. Early career fixed-term employment and mid-career job satisfaction

Specification (1) (2) (3) (4)
Observations of fixed-term 0.040 0.056 0.055 0.126%%*
employment in the past
(0.046) (0.046) (0.048) (0.049)
Observations of ‘new job’ in the past —0.054 ~0.063
(0.046) (0.046)
Tenure —0.022 —0.052
(0.059) (0.060)
Tenure® 0.002 0.003
(0.003) (0.003)
New Job 0.492%* 0.545%%
(0.227) (0.229)
Temporary contract —0.895%**
(0.290)
Year of the interview yes yes yes yes
Socio-demographic characteristics yes yes yes yes
Sector of the industry yes yes yes yes
Constant 7.453%%* 7.806%%* T 710%** 7.969%%%
(0.276) (0.417) (0.475) (0.473)
Observations 675 675 675 675
Adjusted R* 0.006 0.014 0.019 0.032

Source: SOEP 1995-2010.

Notes: Robust standard errors are in parentheses. The dependent variable is job satisfaction. All workers in the
sample are 35 years old. Socio-demographic characteristics include gender, migration background, single, edu-
cational levels, handicap, unemployment experience, and employment experience. Complete results are avail-
able on request. *denotes significance at the 10% level, **at the 5% level and ***at the 1% level.

this finding. However, when controlling for current fixed-term employment, the experi-
ence of previous fixed-term employment turns out to be positively related to current job
satisfaction (specification 4). Hence, one explanation why early-career temporary
employment does not constitute a positive factor in mid-career well-being might be that it
is associated with current temporary employment. In the absence of temporary employ-
ment at mid-career stages, the picture of temporary contracts in the past obviously
becomes more positive.

7. Conclusion and discussion

Previous research suggests job security to be one of the most important requirements for
work-related well-being. Studies also show that fixed-term employment reduces job secur-
ity. Nevertheless, whilst numerous analyses have investigated the effects of flexible employ-
ment contracts on job satisfaction, they could not identify clear patterns (De Cuyper et al.,
2008). We aim at reconciling these contradictory findings using representative German
panel data. In contrast to previous research, we explicitly account for the extraordinary
new job effect that turns out to be highly relevant for the relationship between fixed-term
work and job satisfaction. The fact that temporary employees are more likely than perma-
nent employees to have switched jobs recently explains why both groups report similar
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levels of job satisfaction on average. Our study suggests that the neglect of this phenom-
enon is responsible for the inconclusive evidence provided so far. Likewise, researchers who
analyse job satisfaction as an outcome or as a predictor of behaviour should be aware of
the honeymoon-hangover pattern.'’

We identify job insecurity as the main channel for fixed-term employment’s reduction of
current workers” well-being. Strong negative effects are found for those individuals who
suffer objectively from insecurity when they are about to lose their jobs because of reaching
the time limit of the contract. With our analysis, we provide one argument of many that
need to be considered in a comprehensive cost-benefit analysis of labour market flexibiliza-
tion that would, for example, also take into account implications for unemployed individu-
als (see e.g. de Graaf-Zijl et al., 2011).

A honeymoon experience at the beginning of a new employment relationship might also
be an advantage of fixed-term employment, which the analysis of current job satisfaction
neglects. In fact, the life course patterns we describe suggest no negative relationship between
temporary employment and job satisfaction in the future. Temporary employment spells even
seem to benefit the well-being of mid-career workers as long as they are not employed tempo-
rarily in the present. This is in line with Booth et al. (2002), who find that temporary employ-
ment can be a stepping stone for future career success. However, temporary employment in
the past increases the probability of being fixed-term employed in the present, which is why
bygone fixed-term employment spells do not appear to pay off in general.

In sum, our study provides several policy-relevant insights to address the question raised
in its title. Fixed-term employment can, on the one hand, influence individual welfare
derived from working negatively, as the lack of job security appears to be detrimental. On
the other hand, there are potential benefits of temporary employment in form of promising
changes when one finds a new job and long-run advantages in the course of an employment
career. The resulting policy challenge is, hence, how the negative consequences of currently
being on a fixed-term contract can be reduced. Flexicurity principles suggest measures
improving employability. Interestingly, sub-groups of workers who do not need to fear
long unemployment durations in the case of job loss (i.e., individuals with high perceived
employment security, high educational attainments, low neuroticism, high conscientious-
ness) tend to suffer in particular from being on a fixed-term contract. Perhaps they expect
relatively high costs of job loss, for instance, because they benefit from relatively pleasant
job characteristics and relatively high earnings when employed. We also find that fixed-
term employment is less detrimental when regional unemployment is relatively low. Thus,
our study suggests combining flexible labour markets (that allow firms to employ workers
on temporary contracts) with policies to reduce aggregate unemployment. If labour market
flexibilization succeeds in reducing overall unemployment by itself, this might already pro-
vide some of the compensation required to make fixed-term workers as happy with their
working lives as permanent workers are.

11 The validation of Boswell et al's (2005) findings from data of US high-level managers demands a
deeper analysis of generalizability and causality of the new job effect, which we provide in Chadi
and Hetschko (2014).
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