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Chapterr 7 

Summary y 
Andd Conclusions 

7.11 Introduction 

Inn the 1980s the combination of stringent firing rules, a large number of social welfare 

beneficiariess and a relative high minimum wage led to a large gap between net and gross wages 

andd high chances of getting stuck in the poverty trap. These adverse labor market outcomes 

inducedd a need for more flexible labor contracts. Contingent work and flexible working 

arrangementss increased in popularity. An important characteristic of contingent work is a lack of 

attachmentt between the worker and the employer. In contrast to regular work it provides a low 

degreee of job security. There is no explicit or implicit commitment for long-term employment and 

thee minimum hours worked may vary in a non-systematic way. On the other hand contingent 

workk is easily accessible and it provides more choice to the worker. 

Thiss study focuses on one particular form of contingent work, namely working through a 

temporaryy work agency, henceforth referred to as agency work. An agency work contract is a 

laborr contract which is temporary in nature and which comes about by the intervention of a 

temporaryy work agency, whose principal activity is to assign or lease out workers to other firms. 

Thee most important characteristics of agency work are a short period of employment and a 

tripartitee involvement. The three parties involved are the user company, the temporary work 

agencyy and the agency worker. 

Inn the Netherlands agency work is a popular form of contingent work. And its popularity is 

alsoo increasing in other European countries, although the percentage of agency workers in the 

laborr force is much larger in the Netherlands than in other European countries. This development 

cann be explained by changing economic and competitive conditions, the firm's necessity ofbeing 

flexible,, high unemployment among certain groups, demographic change and the consequent 

changess in the composition of the workforce and changing tastes among married women (for 

moree market work) and older males (for early retirement). 

Thee main objective of this book was to gain insight into factors that determine 

 the developments in agency work, 

 agency work as a leading indicator of macro-economic trends, 
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 the characteristics of agency workers, 

 the supply of agency work, 

 the demand for agency work, and 

 the temporary work agency as a search channel for firms. 

Severall  econometric models were formulated and estimated, both at macro and micro level. In 

thee process three types of labor were distinguished, namely permanent labor, temporary labor, 

andd agency labor, A permanent labor contract is a contract between the employer and the 

employeee for an indefinite period of time. A temporary labor contract is a contract between the 

employerr and the employee for an definite period of time. An agency labor contract is a tripartite 

contractt between the agency worker, the temporary work agency and the user company. Agency 

workk was compared to the other two forms of work. 

7.22 Developments in agency work 

LegalLegal framework 

Inn the Netherlands the first temporary work agencies occurred in the 1940s. In 1961 the 

predecessorr of the Algemene Bond van Uitzendondernemingen (ABU) was founded, an 

organizationn which intended to promote the interests of temporary work agencies. In 1965 

legislationn on temporary work agencies became effective. In 1971 the first collective bargaining 

agreementt between unions and the ABU was negotiated. Ever since the 1965 law new rules and 

regulationregulation have been drawn up to regulate temporary work agencies. These rules became an 

officiall  part of the legislation in 1990. 

Untill  1998 temporary work agencies needed a license to operate as such. Agency workers 

neitherr had a labor contract with the temporary work agency nor with the user company. Agency 

workerss could only work a maximum of six months for the same user company. Temporary work 

agenciess were not allowed to prohibit agency workers to accept a regular labor contract. And 

agencyy work was not allowed in all economic sectors of the economy. Agency workers were 

usuallyy not eligible for fringe benefits, like for example an additional pension. Furthermore, regular 

laborr law did not apply to agency contracts. 

Despitee these restrictions agency work continued to grow. That is because temporary work 

agenciess provided aready-made solution to abig problem. After the second oil crisis of the Early 

Eightiess the Dutch economy performed very poorly mainly due to an inflexible labor market. Thus 

moree flexibility in the labor market became one of the main targets of Dutch labor market policy. 
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Forr this purpose the extensive network of temporary work agencies could be used. Temporary 

workk agencies could immediately provide flexibility  without any time consuming changes in 

legislation.. The growing number of agency workers since 1982 was prove of the success of this 

approach. . 

However,, the government became aware that agency workers needed more legal protection. 

Recentlyy two new laws became effective, one in 1998 and one in 1999. The 1998 law gave more 

freedomm to the establishment and operation of temporary work agencies, while the 1999 law 

providedd agency workers with more security. 

Sincee 1998 agency workers are employed by the temporary work agency. Thus they have 

becomee regular employees, and the agency contract now falls under regular labor law. Agency 

workerss have become eligible for fringe benefits, such as additional pension plans and collective 

insurances.. On the other hand temporary work agencies may now prevent their employees from 

goingg to another employer (that is another temporary work agency or a user company). 

Temporaryy work agencies no longer need a license. There's no longer a limit to the term of 

lendingg out agency workers to the same user company. And agency work is now allowed in all 

sectorss of the economy. 

Whatt remains the same is that the collective bargaining agreement of the user company 

overruless the collective bargaining agreement of the temporary work agencies if there are 

particularr stipulations about agency workers in the former. Temporary work agencies may not 

chargee a mediation fee to the agency worker for their services. And agency workers may not be 

usedd to break a strike. 

Onee of the most important changes in the new law is that agency workers who have been 

workingg for the same temporary work agency for a long time, now have the prospect of a 

permanentt contract. Agency workers go through four phases with increasing rights. The transition 

fromm one phase to another is determined by the number ofhours within a certain time period that 

ann agency worker works for the same temporary work agency. In the first two phases their 

contractt is usually similar to the old agency contract. Agency workers only get paid if they are 

working.. Once they have reached the third phase they are entitled to a temporary contract with 

thee temporary work agency. Agency workers in phase four are entitled to a permanent contract 

withh the temporary work agency. Thus in the third and fourth phase the agency worker becomes 

aa regular worker of the temporary work agency. 

Inn theory this system means a large improvement in the legal position of the agency worker. 

Andd it works as long as the economy is doing well. But there is a catch. The temporary work 

agenciess are under no obligation to provide agency workers with a job. In practice this means 

thatt the temporary work agency can prevent an agency worker from ever reaching phase four. 

Whilee there is enough work there is no reason for an temporary work agency to prevent this, but 
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thiss may change if the economy is slowing down. Thus when economic times are bad agency 

workerss have as littl e security as they had under the old law. 

Trends Trends 

SS ince 1973 figures on the average number of agency workers per day are available. These 

figuress show that ever since the number of agency workers is increasing. Although there have 

beenn a few set backs during economic depressions, the general trend is upwards. Since 1994 the 

numberr of agency workers is booming. Since 1986 also quarterly figures on the number of 

agencyy hours are available. These figures show a clear seasonal pattern. In the first quarter the 

demandd for agency work is at its lowest. The second and fourth quarter are approximately equal 

too the yearly average divided by four. But the third quarter is definitely the most profitable time 

forr temporary work agencies. 

Bothh investments and unemployment follow a similar pattern as agency work, where 

unemploymentt moves in opposite direction. Thus it was investigated whether an equilibrium exists 

betweenn these two macro-economic variables and agency work. On an annual base there is a 

longg term equilibrium between the number of full-time agency workers and investments from the 

previouss year. This means that these two economic indicators follow the same path through time. 

Anyy deviations from the equilibrium are fully corrected in the next year. Because of the time lag 

thee number of full-time agency workers is a leading indicator of investment. On a quarterly base 

thee results are similar to the annual figures. A long term equilibrium exists between the number of 

agencyy hours and investments from two periods ago. No equilibrium exists between the number 

off  full-time agency workers and the number of unemployed neither annually nor quarterly. 

Althoughh the existence of an equilibrium does not imply a causal relationship, there is an 

indirectt causal relationship between investments and agency work. A rise in the demand for 

agencyy work indicates a rise in product demand. If this rise is likely to be cyclical and not 

seasonall  the firm may wish to invest in more machines to comply with the rise in product demand. 

Thuss there will be more investments. 

7.33 The choice of labor contract 

Thee characteristics of agency workers are inspected using a sample of about 168,000 

observationss from the Labor Force Surveys of 1992, 1993 and 1994 which was held by 

Statisticss Netherlands (CBS). Theses surveys contained about 5,000 agency workers and 
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161,0000 regular workers. The group of regular workers consists of 21,000 temporary workers 

andd 140,000 permanent workers. The remaining 2,000 workers have a combination of two or 

threee labor contracts. 

AA logjt model is used to find out which characteristics influence the choice of labor contract. 

Becausee agency workers form a very small share of the total sample, the sample size for 

permanentt workers is adjusted. The logit model is then estimated while accounting for the 

chancess ofbeing in the adjusted sample. An essential assumption is that people have decided on 

thee number hours they want to work before choosing a labor contract. Thus the number ofhours 

iss one of the explanatory variables in the logit model. 

Singlee women have the same chance of a permanent, temporary or agency contract as men, 

butt married women have a higher chance of a contingent job (that is a temporary or agency 

contract).. Single women usually have no other source of income to fall back on, while married 

womenn want the freedom to take on caring duties when necessary. Thus in the case of married 

womenn home production competes with market production. The growth in the labor participation 

ratee of married women is largely due to atypical forms of work, such as temporary and agency 

contracts.. First, they prefer contingent work because it is easier to combine with home 

production.. Secondly, they usually have a fragmented labor market history and are thus less 

experienced.. This makes them less eligible for permanent contracts. 

Itt has been argued that agency work may be attractive to students because it is easier to fit 

agencyy work into a school or college timetable. This supposition was not confirmed. In fact, 

studentss often have permanent contracts and the chance that they are agency workers is smaller 

thann the chance that they have a temporary contract. The reason is that students have a strong 

laborr market position with good future prospects. 

Nonn EU-residents have a higher chance of having a temporary contract and especially an 

agencyy contract. They are a difficult group to employ. Unemployment among non-EU citizens is 

usuallyy higher and lasts longer than among EU-citizens. For non-EU citizens temporary work 

agenciess are often a stepping stone towards the regular labor market (both temporary and 

permanentt contracts) and the only way to gain job experience 

Agencyy workers are more interested in getting a permanent contract than temporary workers. 

Comparedd to temporary contracts the chance of an agency contracts increase with age for people 

underr thirty. Over thirty these chances decrease with age. In general the chances of a temporary 

jobb (either a temporary or an agency contract) decrease. Probably by the time people are in their 

thirtiess most of them have the kind of contract they want to have given their options. 

Thee conclusion is that people with a relatively weak labor market position, such as people with 

aa fragmented labor market history and non-EU residents, have a higher chance of ending up in 

aa contingent job. The reasons for their weak labor market position may vary, but all of them have 
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moree di fTiculties in getti ng a permanent contract than people with a strong labor market position, 

suchh as men, singles and students. 

7.44 The supply of agency work 

Thee model for the supply of agency work contains two equations, one for the weekly supplied 

numberr of hours and one for weekly earnings. It is assumed that the choice of number of hours 

dependss on the choice for a certain earnings level and vice versa. So the question is whether 

agencyy and regular workers make a trade-offbetween number ofhours and earnings, or whether 

earningss are a consequence of the number of hours chosen. The earnings and labor supply 

equationss are combined with an endogenous choice for agency work. In other words, do people 

choosee their number ofhours by choosing the appropriate labor contract? Hours, wages and the 

choicee of agency work may all be endogenous. Depending on the results of exogeneity tests, 

OLS,, 2SLS or 3SLS is used to estimate the model. The results for agency workers are 

comparedd to those for regular workers (either temporary or permanent). Because the labor 

supplyy of men differs from that of women, the model is estimated for the two genders separately. 

Thee data used are the same as in the previous section. 

Men'ss labor supply does not depend on the type of labor contract. No matter what kind of 

contractt is chosen the number of work hours is always determined by the same factors. But men 

doo trade off hours and earnings. There are no significant differences between regular and agency 

workers. . 

Marriedd men supply less hours, probably because they prefer to spend more time with their 

families.. Older men also supply less hours. Obviously spare time becomes more precious and 

workingg requires more energy as you get older. Given their wages, higher educated men supply 

lesss hours. Given their education, a high wage rate makes men yearn for more hours. 

Furthermore,, education pays off for men, even if they are agency workers. 

Womenn trade off hours and labor contract. In other words the choice of agency contract is 

nott independent of the choice of work hours. These two choices are determined partially by the 

samee explanatory factors. Women do not trade off income and spare time simultaneously. The 

choicee of earnings is made first. Once they have reached their desired level of income, further 

increasess in income lead tot a decrease in the supplied number ofhours. 

Olderr female agency workers work more than younger female agency workers. One reason 

mayy be a survivor effect. For them agency work is a more permanent state and not a transitory 

state.. Thus they put more hours into it. 
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Thee difference between the supply of agency work and regular work by women is mainly 

determinedd by the wage rate, age and non-EU women. While a high wage rate induces regular 

workingg women to supply more labor, it has the opposite effect on agency women. Their spare 

timee is valued higher than the increase in income. 

Educationn level pays off for women with regular jobs but not for women with agencyjobs. A 

higherr education level of female agency workers leads to less earnings. Again this might be the 

survivorr effect. The ones who can do better, eventually substitute an agency contract for a regular 

contract,, leaving behind the ones who do not want or cannot get a regular job. These women will 

have,, on average, a lower education, but because they are older or have been with the temporary 

workk agency longer they earn more. 

Concluding,, women with an agency contract put a higher value on spare time than other 

womenn or men. For these women home production competes with market production. They like 

extraa income, as long as it does not conflict with household or caring duties. They need flexibility 

too spend their time on other things than work. An agency contract provides that kind of flexibility. 

7.55 The demand for agency work 

Withh every worker a firm incurs hiring, employment and firing costs. These costs are not 

incidentall  but inherent to the laborprocess. Employers know this and take it into account when 

hiringg new workers. Thus it influences the demand for labor in general and the demand for certain 

typess of workers specifically. Different types of workers have different costs. For example, there 

aree no firing costs involved with temporary and agency workers. As far as hiring costs are 

concernedd much depends on the search channel used. Agency workers are hired through a 

temporaryy work agency, which demands a fee for its services. Regular workers are usually hired 

throughh other search channels. Each of these search channels have their own price tag. 

AA labor demand model is estimated consisting of a variable cost function and three cost share 

equations,, one for each type of labor contract. Capital is considered to be a fixed input in the 

shortt term. There is only one output, which is the production value. The chosen form for the 

variablee cost function is the translog function. Instead of using wages as input prices the costs of 

eachh labor contract is calculated separately. This is done by depreciating, so to speak, on the 

hiring,, employment and firing costs. It is assumed that these costs differ for all three types of labor 

contract.. The labordemand model is estimated using a seemingly unrelated regression model. The 

dataa come from a labor market survey among approximately 2,000 enterprises in various sectors 

off  the Dutch economy held every two years by the Organization for Strategic Labor Market 
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Researchh (OS A). The survey is set up as a panel, but firms may drop out and new firms may 

enterr the panel. The surveys of 1990 and 1992 were used for this analysis. 

Firmss with a high rate of vacancies that are difficult to fulfi l also have a high share of agency 

workers.. Apparently, these firms try to overcome the vacancy problems by hiring agency 

workers.. On the other hand firms with an high average education level have a lower share of 

agencyy workers. This concurs with earlier findings that agency workers usually are not highly 

educated.. The Morishima elasticity of substitution indicates that an increase in the relative cost 

off  any labor contract leads to a substitution away from the more expensive form of labor towards 

thee cheaper form of labor, but not enough to totally compensate the increase in costs. Except for 

thee noncommercial services agency work is an alternative for permanent work when the costs of 

permanentt work increase. Agency work is never an alternative for temporary work. Obviously 

firmsfirms see no benefit in replacing agency contracts with temporary contracts or vice versa. In 

industryy a high staffing rate (i .e. overstating) implies a low share of agency workers. Obviously 

anyy temporary staff shortages can then easily be solved by moving own personnel around. In 

noncommerciall  services none of explanatory variables has any effect on the share of agency 

work,, probably because firms in this sector employ relatively few agency workers in the period 

underr investigation. 

Thuss when permanent workers become too expensive, agency workers are an acceptable 

alternative.. On the other hand agency workers are not an alternative to temporary workers. In 

factt they seem to be complementary. This implies that the higher hiring costs and wages of 

permanentt and temporary workers (compared to agency workers) are not really a problem. It 

iss especially the prospect ofhigh firing costs involved with permanent employees, that make firms 

preferr agency workers. 

Anotherr aspect of the demand for agency work is the question of efficiency. Instead of a cost 

functionn a cost frontier is estimated. The cost frontier is the set of points where, given the amount 

off  output, minimal costs are achieved. Deviations from the cost frontier are attributed to 

inefficiency. . 

Estimationn of the cost frontier shows that using agency workers does not positively affect the 

efficiencyy of firms. In general firms using agency workers are less efficient than firms not using 

agencyy workers. This is especially true for firms in industry. Moreover, their efficiency decreases 

withh the number of agency workers. This maybe explained by the fact that agency workers are 

inn general less committed to the firm they work for and have less firm specific knowledge. 
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7.66 The temporaryy work agency as a search channel 

Too investigate the use of temporary work agencies as a search channel to find new personnel 

logjtt models are estimated. The logit model indicates what the chances are that firms with specific 

characteristicss use temporary work agencies. A tobitt model is used to estimate the usage 

intensity.. The data come from two separate samples: the survey mentioned in the previous section 

andd a survey by Intomart inquiring how firms fill  vacancies. The Intomart data date from July 

throughh December 1994 and are recorded in three waves (July/August, September/October and 

November/December).. The sample contains over ten thousand observations on firms. About 24 

percentt used agency workers in the two months prior to the survey. About 2,300 firms actually 

hiredd personnel in a temporary or permanent contract. Of those firms about ten percent used 

temporaryy work agencies to find these new employees. 

Firmm size, vacancy rate and being in the industrial sector positively influences the choice for 

thee temporary work agency as a search channel. Firms with a high rate of vacancies that are 

difficultt to fulfill , are less likely to use a temporary work agency. Probably these kind of vacancies 

aree highly specialized jobs. Firm size, inflow and being in industry positively affects the usage 

intensityy of temporary work agencies. Being in a rural area and in the non-commercial sector 

negativelyy affects the need for agency workers. The effects of the vacancy rate and the difficult 

vacanciess on the need for agency workers are unclear. The results from the two different samples 

contradictt each other on this subject. 

Whenn looking for regular staff temporary work agencies are a first choice search channel for 

largee firms and firms in industry. The reasons are that hiring staff through a temporary work 

agencyy does not involve much work and that it is fast plus the fact that the candidates meet the 

requirements.. But temporary work agencies are considered to be expensive. 

Beforehandd it was expected that large firms could easily solve personnel problems by moving 

peoplee around. However this supposition is not confirmed. Larger firms use temporary work 

agenciess more often than smaller firms. It maybe that the fee temporary work agencies charge, 

iss too high for most small firms. For a small firm an agency worker would weigh rather heavily on 

thee total wage costs. Moreover small firms may look for employees more locally, which keeps 

thee hiring costs of regular staff low. 
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7.77 Final notes 

Americann studies sometimes consider the increased use of agency workers to be a somewhat 

undesirablee phenomenon. There is some concern that more agency workers will lead to more 

instabilityy within the company. Another problem is a limited access to social benefit plans for 

agencyy workers. 

However,, the Dutch experience has shown that by under suitable arrangements agency work 

cann safely grow. For firms it is a good way to find temporary staff when the duration of the job 

doess not justify intensive search or when high firing costs need to be avoided. For workers with 

aa difficult labor market position it is a good way to gain labor market experience. For workers 

whoo have to weigh home production against market production it provides a lot of flexibility . 

However,, agency work comes at a cost: temporary work agencies are an expensive search 

channell  and firms may experience a (small) loss in efficiency due to the use of agency workers. 

Thee agency worker is less committed to the firm and has less firm specific knowledge. A firm has 

too weigh this against the time and costs it would take to hire regular staff. 

Agencyy work comes at a cost for workers too: less security and lower wages. Agency 

workerss have to weigh the lack of security and lower wages against the flexibility agency work 

provides.. Under the new agency work law agency contracts now fall under regular labor law. 

Thuss agency workers now have the same rights as temporary and permanent workers. In theory 

thee new law also provides agency workers with higher chances of attaining a permanent contract 

andd thus more job security. However, since temporary work agencies determine whether an 

agencyy worker attains the required number of working hours necessary for a permanent contract, 

theyy can influence these chances negatively. Only time will tell whether agency workers will 

indeedd achieve more job security. 

Thee question is whether this is a good thing for the Dutch economy as a whole. Because more 

jobb security for agency workers, also means less flexibility in the labor market. And it is exactly 

thee ability of temporary work agencies to provide the much needed flexibility that has caused the 

temporaryy work business to boom over the last two decades and agency work to contribute to 

reducingg unemployment. 

Itt is likely that in the future regular work and flexible work will converge towards each other. 

Regularr work tends to become more flexible and flexible work may become more regulated. This 

developmentt is nourished by demographic changes, changing tastes among married women (for 

moree market work) and older males (for early retirement), and the European market. Since 

capitall  costs are virtually the same everywhere, EU-countries are more likely to compete on labor 

costs.. One way to save on labor costs is to make sure that employment levels within a firm can 

bee more easily adapted to economic circumstances. Temporary work agencies provide the means 
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too do so. Already, temporary work agencies are broadening their scope by including headhunting 

andd outsourcing as a part of their activities. But temporary work agencies are also expected to 

playy a more significant role in finding jobs for people with a difficult labor market position. As this 

studyy showss for these groups of workers temporary work agencies are the key to the labor 

market. . 




