
 

 
Universitat de València - ERI POLIBIENESTAR.  

Edificio Institutos-Campus de Tarongers. Calle Serpis, 29. 46022. Valencia.  
Phone: (+34) 96.162.54.12– C.I.F. Q4618001-D 

Email: espanet2011@uv.es 
 

 Page 1 of 1 

 

 

 

9th Annual ESPAnet Conference 

Sustainability and transformation 

 in European Social Policy 

Valencia, 8-10 September 2011 

 

 

Stream 4: Agency and social policy transformation: 

bringing actors back in to the research on social policy  

Stream convenors: Dorota Szelewa (University of Bremen) and Michal 

Polakowski (Maastricht University) 

mailto:espanet2011@uv.es


 

 
Universitat de València - ERI POLIBIENESTAR.  

Edificio Institutos-Campus de Tarongers. Calle Serpis, 29. 46022. Valencia.  
Phone: (+34) 96.162.54.12– C.I.F. Q4618001-D 

Email: espanet2011@uv.es 

Page 2 of 2 

 

Paul Marx 

IZA 

PO BOX 7240 

53072 Bonn, Germany 

Tel. + 49 – 228 – 3894 408 

marx@iza.org 

 

 

 

 

 

Labour Market Dualisation in France. Assessing different Explanatory 

Approaches 

 

Paul Marx, University of Cologne and Institute for the Study of Labor (IZA) 

 

 

 

Abstract: 

Dualisation has become a widely cited analytical framework to study changes in 

European labour markets and welfare states. However, its focus has so far been on 

characterising change rather than explaining it. The present article reviews different 

explanatory approaches and applies them to a severe case of labour market dualisation: 

the growth of fixed-term contracts in France. The approaches provide diverging 

predictions of which actors drive dualisation (conservative parties, social democrats, 

unions or employers). The historical analysis shows that the French reform trajectory 

has been contradictory. Partisanship, variations in the socio-economic context, as well 

as union involvement are found to influence the reform pattern. Moreover, the results 

indicate a divergence between factual dualisation in the labour market and institutional 
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developments. The paper concludes that the accumulated effect of managerial decisions 

is an important source of labour market change, which is only partly determined by 

public policy. 
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1. Introduction 

Dualisation has become a widely cited analytical framework to study changes in European 

labour markets and welfare states. Accordingly, European societies have developed new 

inequalities in the form of various “divides” or “dualisms” separating a growing number of 

outsiders persistently from welfare and labour market insiders. While only the latter still 

benefit from generous social security systems and institutionally sheltered employment 

relationships, the new outsiders typically hold non-standard jobs and/or are eligible to second-

tier benefits only.  

The main conceptual achievement of the dualisation hypothesis is twofold. The first 

achievement lies in the distinction from processes of liberalisation. Proponents of the 

dualisation hypothesis hold that change in European political economies did not take the form 

of convergence towards a liberal model in the sense of bold deinstitutionalisation. Rather, 

traditional systems are preserved for a shrinking number of people by “layering” new 

institutions onto traditional ones (Clegg 2007; Eichhorst and Marx 2011; Emmenegger et al. 

2011; Palier and Thelen 2010). Hence, the second achievement is a less static view on 

European political economies than suggested by the “new politics” literature. In fact, studies 

into dualisation have been fruitful fields for the application of theories of incremental 

institutional change (Streeck and Thelen 2005). 

That said, the focus of the dualisation literature has so far been on characterising 

change rather than explaining it. Despite the growing number of contributions applying the 

concept, no consensus has emerged on how to explain dualisation. The present article reviews 

various explanatory approaches brought forward by recent literature and applies them to a 

severe case of labour market dualisation: the growth of fixed-term contracts in France. A single 

case study design is not suitable to fill the gap in the literature and to arrive at generalising 

explanations for dualisation. Yet it is the only possibility to analyse carefully the multiple 

processes underlying a complex phenomenon such as dualisation. Moreover, dualisation 

typically unfolds over longer time periods (Palier and Martin 2007), which calls for a historical 

perspective. France and in particular the growth of fixed-term contracts are widely cited 

examples of labour market dualisation – in the political science as well as economic literature 

(e.g. Blanchard and Landier 2002; DiPrete et al. 2006; Davidsson 2010; Eichhorst and Marx 
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2010; Palier and Thelen 2010). It should therefore be an insightful exercise to assess how well 

general arguments can explain this important case.  

The article distinguishes two general theoretical frameworks for explaining dualisation. 

The first one addresses the institutional level, thus assuming that dualisation is a process 

mainly driven by public policy, with the explanatory variables under review being partisanship, 

socio-economic pressure and institutional complementarities. The second framework 

challenges the direct causal link between public policy and labour market outcomes and 

considers the behaviour of economic actors on the micro-level as an important and at least 

partly independent source of labour market change. The empirical results indicate that we are 

not able to offer an encompassing explanation for labour market change unless economic 

micro-level processes (i.e. the actual behaviour of employers and workers) are included. This 

implies that the theoretical insights of the institutional change literature stressing the role of 

creative economic actors (Streeck 2009; Streeck and Thelen 2005) have to be taken more 

seriously. In this sense the economic literature, with its conceptual and empirical focus on the 

micro-level, can serve as a fruitful complement to explanations and research strategies of 

political scientists. 

 

2. Explaining Labour Market Dualisation 

Labour market dualisation can be defined as a process by which labour markets become 

divided into two main segments with limited mobility in between. Insiders are characterised by 

golden-age style, standard employment relationships, while outsiders work in (presumably 

inferior) non-standard jobs. Obviously, a dual labour market is a stylised image disguising 

various divides between different forms of employment. A terminological problem is that 

dualisation can refer to both the scope and the intensity of these divides. For instance, labour 

market dualisation can mean an increased share of fixed-term contracts or a growing intensity 

of segmentation (e.g. in the form of a growing wage penalty). Although both developments are 

usually labelled dualisation, they should be disentangled conceptually and empirically.  

Moreover, we need to distinguish de jure from de facto dualisation (or the 

development of “dualisms” and “divides” in the terminology of Emmenegger et al. [2011]). 

This distinction is not always made explicitly in the literature, but it is of crucial importance for 
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the argument developed in this paper. De jure dualisation means a regulatory gap as it is, for 

instance, established by the different rules governing permanent and fixed-term contracts. De 

facto dualisation refers to labour market outcomes. This includes the size of the secondary 

segment and actual manifestations of status differences e.g. in terms of earnings or job 

stability. It is often implicitly assumed that outcomes are determined by the de jure dimension 

and therefore many studies into dualisation focus on formal changes of policies and 

institutions (e.g. Clegg 2007; Eichhorst and Marx 2011; Rueda 2007). However, recent research 

shows that in the case of temporary work, labour market institutions cannot explain 

differences in employment patterns (Baranowska and Gebel 2010). Therefore, as elaborated 

below, it is necessary to include distinct explanations for the outcome level instead of treating 

them as a mere product of legal changes. This requires shifting the empirical perspective from 

reform trajectories to micro-processes in the labour market.  

In the following, five potential explanations for processes of dualisation are presented. 

Not all of the arguments were made explicitly with respect to dualisation. In fact, most of them 

are derived from a broader, political economic literature. It is important to stress that all of the 

approaches, if applied to dualisation, rest on two assumptions: first, there has to be some 

pressure for change, brought about by globalisation, structural change, etc. Hence, the 

assumption is that traditional employment models for some reason are (perceived as) 

unsustainable. Second, this pressure for change has to meet some kind of institutional 

resilience. Thus, the approaches only work against the background of a path dependence 

assumption. Dualisation is generally seen as a secondary strategy to achieve change despite 

the rigidity of core labour market institutions. This path dependence can have different 

sources (e.g. institutional complementarities), but the general assumption is that the median 

voter is an insider and that liberalising the labour market leads to electoral punishment (Saint-

Paul 1996). Therefore, the aim of the reviewed approaches is not to explain why dualisation is 

preferred over liberalisation; here most of them agree. Where their views diverge, however, is 

in the question of who is the main actor driving dualisation. This allows five testable 

predictions to be derived for the French case:  

1. Classic partisan theories, as well as the power resource approach (e.g. Korpi 1983), 

assume socio-economic classes have fundamentally different interests, and political parties 

serve as agents of these interests. Hence, welfare state expansion is explained by the strength 

of the working class and the political parties that represent them, in particular social 
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democrats (e.g. Allan and Scruggs 2004). The prediction of the classic partisan theory for 

labour-market dualisation is straightforward: as strict employment regulations and a 

homogeneous employment model are in the interest of the working class, social democrats (in 

France the Parti socialiste, PS) should defend both. On the other hand, right-wing parties (in 

France the Gaullists and the centre-right) represent the interests of business and should 

therefore be more likely to deregulate non-standard work. 

2. New voter divides. As an extension of the classic partisan theory, it can be argued 

that the electorate does not conform to the clear-cut division of the industrial area anymore. 

As most prominently argued by Rueda (2005; 2007), the process of dualisation corresponds to 

a transformation of the electoral constituencies of political parties. The division of labour into 

segments of insiders and outsiders with supposedly conflicting preferences is most 

consequential for social democrats. As Social democrats traditionally defend the interests of 

insiders, they cannot simultaneously act in the interests of outsiders. This is because the 

critical assumption is made that outsiders demand distinct policies which challenge insider 

privileges, e.g. the reduction of employment protection (Rueda 2005: 62). The argument 

directly refers to fixed-term contracts as “increasing labour market entry flexibility (particularly 

if high labor market exit costs remain untouched) may be beneficial to insiders” (Rueda 2007: 

22). Thus, for pro-insider parties it is obviously more attractive to maintain the status-quo in 

terms of employment protection and to react to reform pressure by more selective 

flexibilisation (see also Saint-Paul 1996). The argument has also been extended to unions 

(Davidsson 2010). As it is the core interest of unions to defend the institutional privileges of 

the standard employment relationship, they may consent to deregulation at the margin of 

labour markets to avoid large-scale liberalisation, even if it undermines the traditional 

employment model in the long run (Clegg 2007; Eichhorst and Marx 2011).  

The upshot is that dualisation serves the interest of labour market insiders, and it is 

therefore reflected in the strategies of social democratic parties and unions, who traditionally 

represent this group. 

3. Socio-Economic Pressure. On a general level, the pressure arising from socio-

economic problems is seen as an important trigger for welfare state and labour market change 

(e.g. Iversen and Wren 1998). Some recent contributions that are more specifically interested 

in the political process underlying welfare state reforms stress its explanatory power vis-à-vis 
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partisanship. The empirical starting point is that governments frequently implement 

inconsistent or even contradictory reforms, a fact obviously at odds with partisan arguments 

(Eichhorst and Marx 2011; Vis 2009).  

The general argument is based on the new politics literature, without adopting its 

stability bias: because deregulation and retrenchment are risky for all parties, there is a 

general tendency to refrain from reform. However, increasing socio-economic problem 

pressure means that policy makers are forced to react if they do not want to be voted out of 

office. In this situation they tend to make small and short-term adjustments rather than 

structural changes (Palier and Martin 2007). As the intention is to minimise conflict with the 

electorate, these changes are typically targeted at specific groups, such as atypical workers. In 

better times (periods of economic growth and decreasing unemployment) governments 

partially revoke reforms to gain from the popularity of welfare programmes and homogeneous 

working conditions. 

Thus, in a stylised version this approach predicts an inconsistent trajectory of de- and 

re-regulation of fixed-term contracts in France. Independent of government composition, the 

political action in each reform stage should be determined by the respective socio-economic 

pressure, in particular the level of unemployment. 

4. Employer-centred explanations. An influential strand of research stresses the 

supportive role of employers in the development of social policies (e.g. Cusack et al. 2007; 

Mares 2003). Dismissal protection is a case in point. Employers and their associations may 

support such regulation in order to provide the credible expectation of long-term employment 

and thereby provide incentives for workers to invest in firm-specific skills (Estevez-Abe et al. 

2001). Conversely, employers relying on a workforce with high skill specificity are expected to 

oppose deregulation of dismissal protection, which would undermine their production model 

(Wood 2001). The notion that dismissal protection creates positive feedbacks for employers 

has implications for theorising on dualisation. Even if employers wish to maintain a high level 

of regulation for core workers, they are typically also concerned with labour costs and 

numerical flexibility. Therefore, a dualised workforce in which protected insiders provide 

specific skills while outsiders provide flexibility would be a rational solution for this dilemma. In 

this sense, the focus on skill creation implies that marginal reform should be preferred by 

employers and their associations over broader labour market deregulation (not as a secondary 
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solution but as a first-order preference). As France is considered a coordinated market 

economy with a rather specific skill profile (Estevez-Abe et al. 2001), this prediction can be 

tested in the case study.  

5. Behavioural changes. Going beyond the de jure perspective of the four other 

approaches, the institutional change literature stresses the importance of micro-level 

compliance. In North’s (1990: 365) view “change is an incremental process, the result of 

thousands of individual decisions by organizations and their entrepreneurs which cumulatively 

are altering the institutional framework.” This notion is further elaborated by Streeck and 

Thelen (2005), who argue that the inevitable leeway an institution leaves actors to defect is a 

crucial explanation for gradual institutional change. Thus, creative entrepreneurs 

circumventing regulations can slowly undermine the institutional setting of political economies 

and should be seen as a constant source of change (see also Amable and Palombarini 2009; 

Streeck 2009: chapter 17)  

These arguments appear relevant for studying labour market change. Competition 

favours efficiency concerns and provides incentives to defect from costly institutions. In price-

competitive occupations, employers will exploit all cost-saving potentials within the existing 

institutional framework. Moreover, the complexity and variety of contractual frameworks for 

employment relationships provide various loopholes for such defections. In sum, we can 

generally assume incentives and opportunities for employers to defect from standard 

employment. 

In accordance with this notion, the “dual labour market theory” of the 1980s (e.g. 

Piore 1980) sees the emergence of secondary jobs at least partly as a consequence of firm 

adaptations to economic uncertainty within a given institutional framework. Responding to the 

crisis of the 1970s, employers increasingly supplemented their core workforces with 

“peripheries” of flexible workers to circumvent dismissal regulation (Rosenberg 1991). A 

similar perspective prevails in labour economics, where dismissal protection is usually 

interpreted as a source of turnover costs, thus, reducing job flows and encouraging inefficient 

personnel policies (Bentolila and Bertola 1990). This creates incentives to respond to volatile 

demand with temporary employment (Boeri and Garibaldi 2007). Hence, rational employers 

can respond to growing economic uncertainty by using fixed-term contracts, not as an 

exceptional device (e.g. temporarily replacing workers), but as a standard tool of external 
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flexibilisation (substituting permanent for temporary staff). If enough employers follow such a 

strategy, it will lead to a significant de facto dualisation of the labor market. Obviously, this 

process is influenced by the institutional level which defines the relative costs of permanent 

and fixed-term work, but change does not presuppose reforms: even if fixed-term contracts 

are highly regulated, they can be attractive and grow in importance if they provide a (turnover) 

cost advantage compared to permanent contracts.  

The institutional change literature, dual labour market theory and labour economics all 

suggest that beyond the influence of public policy, the accumulation of managerial decisions 

can foster labour market dualisation. Disentangling the two sources of change will be a major 

challenge for the following case study.  

 

Table 1: Explanations for processes of labour market dualisation 

Explanation Level Agents of change 

Classic partisan De jure Conservatives 

New electoral divides De jure Social democrats, unions 

Socio-economic pressure De jure All parties 

Employer-centred De jure Business/employer associations 

Behavioural (micro-level) De facto Employers, workers, job seekers 

 

3. Explaining the French Reform Trajectory 

In France the distinction between permanent (contrats à durée indéterminée, CDI) and fixed-

term contracts (contrats à durée determinée, CDD) is a severe case of labour-market dualism 

(Eichhorst and Marx 2010). Regulations of both contract types are relatively strict by 

international standards; but in spite of these regulations, CDDs were increasingly used over the 

past decades and developed into an important segment in the French labour market.  

In the 19th century fixed-term as well as permanent contracts were not governed by 

special provision. Therefore, a fixed-term contract could provide more employment stability 
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than a permanent one, which could be practically terminated at any time unilaterally (Dauty 

and Morin 1992; Sauze 2005). After WWII the progress of employment protection proceeded 

asymmetrically. Between 1950 and 1980 termination of permanent contracts became more 

and more restricted by law and collective agreements. Fixed-term contracts on the other hand 

were not subject to special legislation in the post-war years, but were mainly regulated by 

jurisdiction. This does not mean that they could be used extensively. Jurisdiction was rather 

restrictive and aimed at maintaining open-ended employment as the standard, which created 

considerable legal uncertainty in their use (Dauty and Morin 1992). 

Up to the mid-1970s this had made fixed-term employment rather unattractive. 

Against the background of full-employment, job security regulations did not pose a major 

problem. It was only in the labour market crisis of the 1970s that fixed-term contracts did 

become an attractive source of flexibility for employers. Enforced restrictions on the 

prerogative to dismiss regular workers and growing economic uncertainty inspired new 

management strategies. One of them was exploiting the regulatory gap with regard to 

temporary work in order to create buffers of flexible staff (Michon and Ramaux 1992; Piore 

1980). The growth of fixed-term contracts made clear that existing regulation via jurisdiction 

was insufficient to contain the use of this type of employment. Only between 1977 and 1980 

did the share of companies using it double (12 to 27 percent); whilst the share of workers 

holding such a contract rose from 1.4 to 3 percent (EIRR 1981: 4). 

The initial increase of fixed-term employment preceded the wave of reforms in the 

1980s. It was triggered by an economic crisis in which employers took up an existing measure 

and re-interpreted it as a source of external flexibility. In fact, the first intervention in 1979 

(which established the formal distinction between CDI and CDD) can be seen as a reaction of 

the legislator to factual developments in the labour market (Michon and Ramaux 1992). As the 

use of fixed-term employment became more and more wide-spread, the centre-right 

government initially argued that jurisdiction could not sufficiently constrain opportunistic 

hiring on such contracts and that legal intervention against uncontrolled growth was necessary 

(Sauze 2005). The effect of this first legislative intervention in terms of flexibility is ambiguous: 

it restricted fixed-term employment because it created a generally binding framework for 

CDDs; but it also created a predictable and stable legal basis for the use of such contracts, 

decreasing any legal uncertainty. In some respects, the new regulation fell short of previous 

standards, especially because the law did not specify conditions under which CDDs could be 
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concluded (which had been the case prior to 1979) (Dauty and Morin 1992). Thus, the 

regulatory approach was rather liberal, and the act is regarded as being halfway between de- 

and re-regulation (Michon and Ramaux 1992).  

After the left-wing coalition came to power in 1981, the position towards CDDs 

changed. It was the communists (PCF) in particular who had difficulties abandoning their anti-

capitalist agenda in favour of a market-oriented approach towards the improvement of labour 

market performance (Howell 1992). Despite growing unemployment, the new government 

prioritised improvement of workers rights over employment creation. Regarding CDDs, it 

criticised the half-hearted approach of their predecessors, and the minister for labour, Jean 

Auroux, made tackling temporary work a major issue of the government program. The 

outcome was re-regulatory reform in 1982. The legislative intent was clearly to contain the use 

of CDDs and to ensure standardisation of employment relationships (EIRR 1982). The reform 

established a list of cases in which CDDs can be used, introduced a maximum duration (six to 

twelve months, depending on the case), and permitted only one renewal instead of two. It also 

created severance payment for CDDs (5 percent of the total gross wage) and prohibited chains 

of CDDs, as employers were obliged to observe a waiting period after the expiration of one 

CDD before concluding the second one (ibid.). 

In hindsight the act failed to live up to the government’s expectations. As 

unemployment continued to grow, the use of CDDs rose steadily (figure 1). In the words of 

Howell (1992: 79) “the economic needs of firms overwhelmed the legislative stopgaps of the 

Socialists.” This can be partly explained from unintended consequences of the reform: besides 

regulation of CDDs, the government also imposed heavy restrictions on the dynamically 

growing agency work sector. This action resulted in companies generally substituting CDDs for 

agency workers (EIRR 1983). With the deterioration of the socio-economic context, the 

conditions for the socialists (PS) became increasingly difficult. They were not only facing 

increased demands for flexibility from employers and the electorate’s expectation to improve 

economic performance, they also had to deal with an uncompromising left-wing coalition 

partner and a divided labour movement largely critical of modernisation. 

Under these conditions, and after a major dispute over economic policy, the coalition 

with the communists dissolved in 1984, and pragmatist Laurent Fabius succeeded Pierre 

Mauroy as prime minister. This also marked a paradigm change with regard to labour market 
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flexibility (Howell 1992). In the face of high unemployment, the PS began to accept the need 

for deregulation. In doing so, it behaved very much in line with the predictions of the new 

voter divides hypothesis: it shied away from unilateral action and encouraged social partner 

negotiations instead (Freyssinet 2010: 134). The government also made clear that it would not 

attack the status of insiders with regard to employment protection. The majority of unions 

adopted this stance and accepted eased CDD regulation in the course of the negotiations. As 

employers had forcefully demanded more far-reaching deregulation, including protection for 

CDIs, this strategy helped unions avoid concessions for their core constituency (Davidsson 

2010). 

Due to problems in the process of ratification, the agreement was not signed, and the 

PS had to return to legislation in order to implement changes. The resulting deregulation was 

rather modest and less than what was previously agreed by the social partners. Next to a 

relaxation of restrictive grounds, maximum duration for CDDs was increased for workers who 

had previously been long-term unemployed. 

Even if the social partner’s agreement failed eventually, the negotiations clearly 

revealed that the majority of unions were, in principle, willing to sacrifice the protection for 

temporary workers in order to defend the status-quo with regard to permanent contracts. The 

government’s astonishing turn-around concerning CDD regulation occurred in the context of a 

broader paradigm change of economic policy and a personnel overhaul. However, to a large 

extent its modified position simply reflected rapidly rising unemployment, which illustrates the 

relevance of socio-economic pressure for the reform process. 

When the right-wing coalition returned to power in 1986, the socio-economic context 

remained critical. Rising unemployment rates, which rapidly approached double digits, were a 

major issue in the campaign and the right-wing opposition explicitly announced liberalisation 

of labour law. The growth of CDDs was presented as evidence for desperately needed 

flexibility and was used to legitimise deregulation (EIRR 1986a,b). The economic context and 

electoral promises created an exceptionally high legitimacy for labour market reform. Public 

opinion was also temporarily in favour of deregulation, as a vast majority of French voters 

agreed that freedom for firms should be given priority over state regulation (Balme 2006). As a 

result, maximum duration of CDDs was generally extended to two years, including two 

permitted renewals. In addition, the list of valid reasons to use CDDs was abolished so that 
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firms could employ them for a wider range of activities. The reform did not clearly aim at a 

dualisation of labour law, since it included a significant relaxation of regular dismissal 

protection.  

Thus, as expected by classic partisan theory, the government of Jacque Chirac, then 

prime minister, followed the neo-liberal wave of that time. However, public enthusiasm for 

deregulation rapidly subsided after the reform (ibid.). The reforms later met fierce resistance 

in the French society and had a devastating effect on the government’s popularity.  

After the PS was able to win back a (relative) majority in 1988 early elections, the 

contradictory reform pattern continued. The socialists, who had to form a minority 

government, were more cautious in re-regulating than in 1982. The minister of labour, Jean-

Pierre Soisson, acknowledged the important role of CDDs in terms of job creation and 

announced only to prevent abuses, i.e. the substitution of permanent work. A government 

report concluded that more and more employers applied CDDs beyond the restrictive 

conditions laid down in the labour code and integrated them into their standard human 

resource management (EIRR 1989a,b). Despite pressure from within the PS, the government 

accepted employer demands to pre-negotiate the reform with unions and postponed a rather 

restrictive proposal on CDDs. With the consent of four of the five major union confederations, 

employers managed to water down this initial proposal. Although many socialist members of 

parliament criticised the compromises, the bill was amended largely in line with the agreement 

(EIRR 1990). Nevertheless, the reform brought some substantial changes: a modified list of 

cases for the use of CDDs was re-established and the maximum duration was reduced to 18 

months, with only one permitted renewal. In addition, the act introduced a waiting period for 

the conclusion of CDDs following redundancies for economic reasons.  

Concerning the explanatory variables, it is noteworthy that the return of the PS to a 

more critical stance towards CDDs occurred in the context of significantly improved labour 

market conditions (figure 1). Moreover, the preceding negotiations illustrate that French 

unions continued with their strategy to compromise on marginal flexibility in order to defend 

their members’ status. 

Similar to the attempts of 1981, the act failed to significantly influence hiring and firing 

practices of firms. In the early 1990s CDDs grew continually and were found to replace 

permanent employment in many cases. In addition, some employers exploited another labour 
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cost-saving loophole by increasingly hiring on seasonal work contracts, which allowed them to 

avoid severance payment for CDDs (Schömann et al. 1998: 37). The diverging trends on the 

institutional and the micro-level were also observed by the OECD (2005: 108), which pointed 

to the creative circumvention of rules: “Despite the constraints on their use, temporary 

contracts developed markedly during the 1990s (…). It is likely that some firms also manage to 

by-pass some aspects of the law, especially the one according to which it can be renewed only 

once (e.g., by creating another, similar, job).” 

The period of frequent changes in labour law ended with the 1990 reform and gave 

way to more stable development, which lasted until 2002. Although it is difficult to explain 

non-events, it is an interesting question why the continual growth of CDDs – a fiercely debated 

topic in the 1980s – did not provoke any political reaction in this period. As far as the years 

under the right-wing government are concerned (1993-1997), the argument is straightforward: 

given the persistent growth of CDDs, the government was able to allow the labour market 

‘drift’ towards more flexibility without upsetting the electorate. This was even more 

convenient as liberal reactions to the labour market crisis turned out to be politically 

dangerous. For instance, plans to introduce a reduced minimum-wage rate for youths caused 

wide-spread protest in 1994, so the right-wing government turned to less controversial 

policies, namely a strong expansion of subsidised employment (contrats aidés) (OECD 1999: 

52). As these contracts provide exemptions from social security contributions and – in many 

cases – eased conditions for fixed-term employment (Barbier and Kaufmann 2008), temporary 

work was facilitated by this policy.  

Figure 1: Unemployment, CDDs and reforms in France, 1975-2008 
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Source: INSEE (vertical lines indicate changes of government). 

 

When the PS returned to power under Lionel Jospin (1997-2002), it remained inactive 

in terms of CDDs in the beginning. Although its overall labour market policy was rather left-

leaning (Merkel et al. 2008), critical economic conditions throughout the 1990s made limiting 

flexibility unfeasible. After unemployment decreased at the beginning of the 2000s, the PS 

implemented a new re-regulatory reform. In 2002 severance pay for CDD terminations was 

raised to 10 percent. Thus, the PS continued its policy of containing CDDs with the timing of 

reform clearly being related to the socio-economic context (figure 1). As in 1990, the law was a 

response to abusive recourse to CDDs on the firm-level, e.g. evading the ban on chain 

contracts (EIRO 2001). Since the reform also enforced regular dismissal protection, unions 

were largely supportive. Employers, on the other hand, protested, thereby demonstrating 

once more their refusal of any kind of regulation (EIRO 2002). 

In sum, the analysis has shown that partisanship together with socio-economic 

pressure and union involvement are crucial variables to understand the French reform 

trajectory (their relative importance will be discussed in the conclusion). What has also 

become clear is that there is a striking divergence between the institutional level and the de 

facto application of employment contracts. The exact nature of this phenomenon is now to be 

discussed in more detail. 
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4. The Micro-Level: Changing Hiring and Firing Practices  

Given the dominating tendency in the French reform process to contain fixed-term 

employment, there is an obvious discrepancy between the regulatory approach and actual 

hiring practices, i.e. between de facto and de jure dualisation. This can be demonstrated with a 

simple econometric exercise. Table 2 presents a binary logistic regression model predicting the 

odds of holding a CDD. The data are from the pooled 1993-2002 waves of the EU Labour Force 

Survey. This period is chosen for pragmatic reasons (changes in the survey method), but it also 

suits the purpose of the analysis, since no legal change that would bias the behavioural 

component falls into it. The last preceding reform in 1990 aimed at re-regulating CDDs (figure 

1) and one would expect, if anything, a negative effect on the odds of holding a CDD. However, 

results could be biased by the resilience of the employment structure: existing contracts 

cannot be transformed easily, therefore stocks of CDDs could respond with a large delay to the 

deregulation of the 1980s. To make certain results only reflect current hiring practices, and not 

legacies, the analysis is restricted to new employment contracts (concluded within one year 

before the survey). 

After controlling for individual characteristics (age, gender, sector and skill level), the 

year dummies show a highly significant increase of the odds ratios over time (even at the 

0.1%-level). The comparison of the year dummy results with the respective unemployment 

rates (table 2) suggests, that the odds ratios are influenced by the labour market situation: the 

increase is greatest in times of double-digit unemployment rates and weaker when 

unemployment declines. However, this alone cannot account for the significant micro-level 

tendency to increasingly hire on CDDs. Although unemployment is 2 percentage points lower 

in 2002 compared to 1993, the odds of holding a CDD are 18 percent higher in 2002. 

A further bias of the results could be caused by the politically driven expansion of 

subsidised jobs. Many of these jobs can be concluded for a fixed duration and may have 

facilitated the growth of temporary work. Unfortunately, we cannot distinguish these contrat 

aidés from regular CDDs in the data set. However, such contracts only grew up until the mid-

1990s and remained stagnant afterwards (DARES 2008). Hence, they cannot explain the 

significant increase of temporary work. 
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Table 2: binary logistic regression (odds of holding a CDD) 

 Odds ratios Robust standard  

errors 

Unemployment 

rate (%) 

Age (ref: 25-54)     

15-24 2.30*** 0.034  

55-64 0.67*** 0.040  

Female 1.25*** 0.018  

Sector (ref: industry)    

agriculture 1.12***  0.053  

services 0.80*** 0.013  

Skill level (ref: 

medium) 

   

low 1.27*** 0.020  

high 0.85*** 0.015  

Year (ref: 1993)   10.1 

1994 1.12*** 0.037 10.7 

1995 1.28*** 0.041 10.1 

1996 1.28*** 0.041 10.6 

1997 1.36*** 0.044 10.8 

1998 1.43*** 0.045 10.3 

1999 1.32*** 0.041 10.0 

2000 1.41*** 0.043  8.6 

2001 1.16*** 0.035  7.8 

2002 1.18*** 0.036  7.9 

N 96,311  

Source: EU-LFS 1993-2002. ***=significant on 0.1%-level; **=5% 
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As composition effects, legal changes, labour market policy and the level of 

unemployment can be ruled out as explanations, it is fair to conclude that the growth of CDDs 

follows an independent logic and changed behavioural patterns on the micro-level. In a similar 

fashion, Liégey (2010) argues that the growth of temporary work in France is mainly to be 

explained by changes in the production model and related human resource practices in the 

course of the 1990s. Accordingly, the adoption of lean production and the rise of outsourcing 

have increased the demand for numerical flexibility, which has mainly been satisfied by 

temporary workers (see also Ramaux 1994).  

Despite strict regulation of CDDs (and particularly the 10 percent insecurity bonus) 

adjustment costs are significantly lower than for permanent contracts (Goux et al. 2001; 

Kramarz and Michaud 2010). Hence, CDDs were increasingly used to absorb macroeconomic 

shocks. An important element of this strategy has been to allocate low-skilled workers into 

temporary jobs (DiPrete et al. 2006) so that job insecurity for this group has increased 

between the 1980s and the 2000s (Givord and Maurin 2004). This squares well with the 

analysis of Gash (2008) on transitions from fixed-term to permanent employment. Her findings 

suggest that CDDs are less of a screening device in France, as is the case in other countries, but 

constitute an important source of external flexibility. 

Hence, hiring practices aiming at a greater adaptability to macroeconomic conditions 

have played a major role in the development of temporary work in France. Besides being a 

source of numerical flexibility, CDDs may also provide a labour cost advantage. As Blanchard 

and Landier (2002) show for younger workers, there was an ever-increasing wage gap to CDDs 

between 1984 and 2001. Arguably, growing wage discrimination can be explained from an 

insufficient enforcement of the equal treatment principle (ibid.). Case studies indicate that 

employers value CDDs for avoiding any kind of bonuses and seniority pay (e.g. Caroli et al. 

2008a). 

Although it is difficult to provide evidence, various sources maintain that the 

systematic violation of regulation facilitates the use of CDDs: “The gap between the formal 

regulatory framework of “standard” nonpermanent contracts and the reality at the firm level 

also results from illegal practices (witnessed even in public hospitals). One reason for this lies 

in the lack of controls. In 2004 there were about 1,300 labor inspectors (...) far too few to 
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ensure that the law was enforced, particularly in small and very small firms.” (Caroli et al. 

2008b: 62). The problem of illegal practices is exacerbated by the weakness and fragmentation 

of French unions at the firm level, which does not allow them to effectively monitor 

compliance (ibid.). The case studies provided by Ramaux (1994) reveal, for instance, that the 

ban on temporary ‘chain’ contracts is frequently ignored. More generally, the use of CDDs for 

activities, which are not strictly temporary (as stipulated by French labour law), can be 

observed in various cases (ibid.). Thus, many French companies using CDDs at least operate in 

a legal grey zone.   

 

5. Conclusions 

The empirical analysis has shown that one approach alone cannot explain the complex changes 

in the French labour market (regulation) that are usually labelled dualisation. Starting with the 

institutional level, it can be first of all concluded that partisanship matters in France. Classic 

partisan theory performs quite well, as most reforms follow a typical left-right pattern; but it 

cannot explain the PS turn-around in 1985. This particular reform is the only one fitting into 

the new divides hypothesis. 

Having said that, French unions clearly behaved in accordance with what was 

predicted by the insider-outsider model: when their employment protection was threatened 

by the reform agenda, they were willing to trade institutional stability against deregulation of 

fixed-term contracts. The employer-centred approach, on the other hand, has no explanatory 

power for the French case: employers did not restrict their demands to a targeted, dual model 

of flexibility but demanded wholesale liberalisation, including regular dismissal protection. 

In its extreme version the approach focusing on socio-economic pressure has to be 

rejected for France, as partisanship clearly plays a role. Yet the timing of reform is obviously 

related to the level of unemployment. Deregulation only occurred when pressure in terms of 

unemployment was increasing, while re-regulations were all implemented in an eased 

economic context. Moreover, the fact that the PS fundamentally changed its position towards 

fixed-term contracts between 1981 and 1985 serves as a powerful illustration of the causal 

effect of problem pressure. On the basis of the results it can be hypothesised that there is an 

interaction between the socio-economic context and partisanship. Accordingly, it partially 
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depends on the economic situation whether welfare-oriented parties adopt modernising or 

traditional reform approaches. Such a contextualised view reconciles the partisan theories 

discussed above. It acknowledges that social-democratic parties generally stick to their 

“classic” policies, but switch to the “insider-outsider” logic if they are expected to improve 

economic and labour market performance. However, this hypothesis goes beyond the scope of 

the present article and requires additional research, preferably on a cross-country level. 

What has also become clear from the analysis is the striking divergence between 

institutional level and de facto application of employment contracts in France. Employers 

“discovered” and incrementally converted CDDs as a tool to establish a relatively flexible and 

cheap segment in the labour market. One aspect of this development has arguably been the 

systematic violation of rules. Although this seems plausible, as French unions have only a weak 

presence at the firm level and have therefore difficulties monitoring compliance, it is obviously 

difficult to provide systematic evidence for such processes. In any case, the development of 

hiring and firing practices does not seem to be the achievement of “institutional 

entrepreneurs” strategically pursuing change. Rather, it was the aggregate effect of a micro-

level trend to use CDDs more extensively and in an increasingly dualising fashion. The most 

important evidence for this is the temporal order in the French case: the route towards labour 

market dualisation started in the 1970s. It can be argued that public policy only adopted the 

divisions already emerging at the firm-level. Also later, most reforms appear as reactions to 

this growing dualisation rather than its triggers. This suggests a different causal logic than 

implied by the primacy of public policy established in most other studies on labour market 

change. 

Obviously, the micro-perspective advocated in this paper cannot refute theories 

explicitly aimed at explaining phenomena at the political level; it should rather be seen as a 

complementary research strategy. However, it makes an important qualification: the analysis 

has shown that the theories reviewed have little to say about the real-world extent of labour 

market dualisation in France. This result should, in general, encourage reconsidering the 

justification on focusing exclusively on public policy in studies into labour market change. 
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