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Dual Labor Markets and Firing Costs

Weh-Sol Moon

This paper investigates the quantitative effects of firing costs on permanent contracts and
promotions for fixed-term contracts. Once firing costs are introduced, the employment share
of permanent contracts falls, whereas the employment share of fixed-term contracts rises.
Firing costs lead firms with vacancies to search for workers under fixed-term contracts than
under permanent contracts. Therefore, the worker’s probability of finding a permanent job
decreases, but the probability of finding a fixed-term job increases. In addition to firing costs,
the effect of a permanent increase in the probability with which temporary workers are
promoted to permanent positions is assessed. Quantitative exercises give the similar results to

the increased promotion probability.

Keywords: Search and Matching, Fixed-term Contracts, Unemployment, Nonparticipation,
Firing Costs
JEL Classification: E24, 164, J65, 168
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