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During the last decade, numerous studies have appeared that provide
quantitative estimates of the effects of human resource management prac-
tices on business performance (see, as examples, Mitchell, Lewin, and
Lawler 1990; Arthur 1992; Huselid 1995; Mac Duffie 1995; Huselid, Jack-
son, and Schuler 1997; Ichniowski, Shaw, and Prennushi 1997; Lee and
Johnson 1998; Batt 1999; Applebaum, Bailey, Berg, and Kalleberg 2000).
Taken as a whole, this exciting stream of research appears to support the
conclusion that so-called high-involvement or high-performance work sys-
tems are, in statistical parlance, significantly positively associated with vari-
ous measures of team, plant/establishment, business unit, and overall com-

pany performance.!
For the fields of human resources (HR) and industrial relations (IR),

these studies and the generalized conclusion to which they lead are of signal
importance. Regarding HR, recent high-involvement work systems research
lends credence to the claim (voiced by some scholars and practitioners) that
human resources can be strategically managed to achieve competitive ad-
vantage, perhaps even sustainable competitive advantage, to the business en-
terprise (Pfeffer 1998). This research also gives credence to the claim that
modem human resource management differs significantly from traditional
personnel management, both analytically and in practice (Ulrich 1997).
Regarding IR, recent high-involvement work systems research shows that it
is possible to go well beyond narrowly focused union wage impact studies,
which have long been at the center of IR research, to analyze rigorously the
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effects of other "labor" practices on business performance. Further, the
findings and conclusions drawn from high-involvement work systems re-
search strongly support the view that a shift (some say transformation) from
unions to management as the dominant force (or actor) in the employment
relationship has recently taken place (Dunlop 1998; Kochan, Katz, and
McKersie 1986).

But this is not all. By specifying and quantitatively estimating the
effects of high-involvement work systems on business performance, today's
researchers have gone well beyond earlier generations of organizational-
behavior scholars, many of whom believed but were unable to demonstrate
rigorously that participatively oriented "people management" practices
could benefit both employers and employees. Consequently, one may rea-
sonably conclude that recent high-involvement work systems research has
rather quickly come to occupy a dominant place in the fields of HR, IR,
and organizational behavior.

Yet there is reason to question this dominance and, more fundamen-
tally, the conceptual and empirical foundations of contemporary high-
involvement work systems studies. In this regard, I do not have in mind the
lack of a uniform, widely agreed upon definition of high-involvement work
systems; the heavy reliance on cross-sectional studies (and paucity of longi-
tudinal studies); or the oversampling of manufacturing businesses (and
undersampling of service businesses) in high-involvement work systems
research. These and related concerns about contemporary high-involve-
ment work systems research have been ably identified and elaborated by
Godard and Delaney (2000). Rather, I have in mind what I regard as two
major exclusions from high-involvement work systems research. First, and
to the best of my knowledge, none of this research takes account of -con-
troIs for-the effects of marketing, finance, operations, or other areas of
business practice in estimating the effects of high-involvement work sys-
tems on business performance.2 Second, as both its name and its extant
research designs indicate, high-involvement work systems research appears
to focus exclusively on high-involvement work practices and to exclude
from consideration what may best be termed low-involvement work prac-
tices..1 It is the second of these exclusions from high-involvement work sys-
tems research, that is, low-involvement work systems and practices, that
serves as the central focus of this paper.

Low-Involvement (and High-Involvement) Work Practices

While the adoption and diffusion of high-involvement work systems
among business enterprises in the United States and abroad have been
widely attested to and increasingly studied, there also has been substantial



~

HUMAN RESOURCES AND BUSINESS PERFORMANCE 277

growth and diffusion of low-involvement work systems and practices among
business enterprises-including some of the same enterprises that utilize
high-involvement work practices for certain portions of their workforces. By"';'
low-involvement work practices, I am not referring to traditional, or high-
control, work systems based on the principles of scientific management,
which typically constitute the point of departure or baseline comparison for
high-involvement work systems researchers.4 Instead, I am referring to such
practices as part-time employment, temporary employment, contract
employment, vendored employment, and outsourcing.5 Another way to
think about the distinction between high-involvement and low-involvement
work systems is to distinguish core employees from peripheral employees.
Following this dichotomy, core employees are most likely to be covered by
(or subjected to) high-involvement work systems and practices, while
peripheral employees are most likely to be covered by (or subjected to) low-
involvement work systems and practices (Sherer 2000; Lewin and Mitchell
1995). In any case, and analogous to recent high-involvement work systems
research, the key question to be addressed here is "Do low-involvement
work systems have significant effects on business performance?"

Conceptually, low-involvement work systems characterized by part-time
employment, temporary employment, contract employment, vendored em-
ployment, outsourced work and employment, or some combination thereof
can be posited to improve business performance by resulting in lower labor
or payroll costs rather than higher productivity, improved product or service
quality, or enhanced revenue (or revenue growth). High-involvement work
systems, by contrast, are typically considered likely to improve business per-
formance by resulting in higher productivity, improved product or service
quality, enhanced revenue or revenue growth, or some combination thereof
rather than lower labor or payroll costs. In research that uses overall com-
pany or component-business-unit-level financial performance measures-
for example, return on capital, market value, and net revenue per em-
ployee-as dependent variables, the different paths to improved business
performance between low-involvement and high-involvement work systems
matter little, if at all, because such measures reflect the combined influ-
ences of cost-reducing and productivity-, quality-, and revenue-enhancing
work system initiatives and practices. In research that uses work-unit or
workplace-level operating performance measures-for example, labor costs,
productivity, and product or service quality-as dependent variables, the
different paths to improved business performance between low-involve-
ment and high-involvement work systems are likely to matter quite a lot.

Further, in a conceptual vein, concentrating attention on low-involve-
ment work systems and their effects on business perforn1ance does not
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require the exclusion of high-involvement work systems from considera-
tion. To the contrary, the question of whether and to what extent low-
involvement and high-involvement work systems separately and together
affect business performance appears to be a key question in contemporary
HR management research and practice, all the more so given that many
businesses, including those that are well known for their high-involvement
work practices, apparently employ both low-involvement and high-involve-
ment work practices (Pfeffer 1994).6

This paper presents preliminary findings from ongoing research into
the effects of low-involvement work systems on the economic performance
of samples of (1) U.S.-based business enterprises, (2) business units of
multiunit U.S.-based business enterprises, (3) California-based manufac-
turing plants or establishments (hereafter called plants), and (4) sales and
service field offices of a U.S.-based national insurance company. The data
used in this study cover the 1995-1998 period and were obtained from sec-
ondary sources, field research, and especially surveys of executives and
managers concerning their organizations' uses of low- (and high-) involve-
ment work practices, economic performance, and other (control) variables.
The rationale for this multilevel, quasi-triangulation approach is that with
the paucity of research into the effects of low-involvement work systems on
business performance, there is little or no theoretical or empirical justifica-
tion for choosing one type of design over another. Further, as is well
known, a triangulation-based research design allows us to determine
whether the findings from the separate components of the design converge
or diverge. Main findings from each of the four substudies composing this
research are presented in summary fashion in the following sections.

Low-Involvement Work Systems and
Business Enterprise Performance

To examine the effects of low-involvement work systems on the (consol-
idated) performance of (U .S.) business enterprises, a sample of such enter-
prises was selected from Standard and Poor's COMPUSTAT:I file.7 This
source was used to construct economic performance measures for each
business enterprise. A randomized 10% sample of COMPUSTAT business
enterprises was selected, and a survey questionnaire was sent to the head
human resource officer, chief operating officer, chief administrative officer,
or president of each enterprise in mid-1999. Two survey mailings, a tele-
phone follow-up, and an e-mail follow-up were employed for each sampled
enterprise, yielding an overall (fully usable) response rate of 55% (i.e.,
289/525). Descriptive statistics for this sample of enterprises indicated that
between 1995 and 1998, they increased their use of part-time, temporary,
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contract, vendored, and outsourced employment by about three percentage
points (from roughly 10% to 13%).

To estimate the effects of low-involvement work systems on financial
performance among this sample of enterprises, three economic perfor-
mance measures-namely, (adjusted) rate of return on capital employed
(RaCE), (adjusted) market value (MKTVAL), and mean (gross) revenue
per employee (REVPEM)-were first regressed on an index of low-
involvement work practices (LIWP)8 and a vector of control variables for
the year 1998. Then, the change in each of the three performance mea-
sures was regressed on the change in the low-involvement work practices
index and changes in the control variables over the 1995-1998 period. To
conserve space, these regression estimates are not presented here.

The 1998 cross-sectional results show a significant positive regression
coefficient on the LIWP index in each of the business performance equa-
tions, with the result being strongest in the case of revenue per employee.
The longitudinal results also show a significant positive coefficient on the
change in the LIWP index in each of the economic performance equations;
the longitudinal results are stronger than the cross-sectional results. Next,
the cross-sectional and longitudinal economic performance equations were
reestimated but this time including a high-involvement work practices
(HIWP) index together with the LIWP index and the control variables.
The results of testing these six equations are presented in table 1.

'" Both the cross-sectional and longitudinal estimates show significant
positive regression coefficients on the LIWP index in the economic perfor-
mance equations (columns 1-6 of table 1). The regression coefficients on
the HIWP index are positive but insignificant in all three cross-sectional
estimates (columns 1--3); however, they are positive and significant in all
three longitudinal estimates (columns 4-6). These findings suggest that at a
particular point in time as well as over time, the use of part-time, tempo-
rary, vendored, contract, and outsourced employment is associated with
improved economic performance among the business enterprises included
in this study. That high-involvement work practices are more likely to man-
ifest positive effects on business performance in the intermediate or long
run than in the short run is not surprising in light of prior research findings
(e.g., Eaton and Voos 1994). What is surprising, perhaps, is that these
longer-run positive effects of businesses' use of employee participation
plans, variable pay plans, targeted selection methods, performance man-
agement programs, formal training programs, and other related work prac-
tices included in the HIWP index do not vitiate the longer-run positive
effects of low-involvement work practices on economic performance
among the business enterprises included in this study."
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TABLE 1

'" OLS Regression Coefficients on Business Enterprise Economic Performance
:'

Dependent variable ",

1998 1995-1998
Independent RaCE MK1VAL REVPEM RacE MK1VAL REVPEM
variable (1) (2) (3) (4) (5) (6)

.c

Constant." 1.190 0.640 1.350 1.000 0.540 1.260

(0.57) (0.28) (0.62) (0.51) (0.23) (0.60)
LIWP 0.460 0.440 0.5200 0.5100 0.470 0.5600

(0.20) (0.19) (0.20) (0.21) (0.22) (0.23)
Size 0.250 0.200 0.16 0.240 0.220 0.17

(0.11) (0.09) (0.10) (0.11) (0.10) (0.11)
Cap/Lab -0.5700 -0.500 -0.28 -0.6800 -0.540 -0.31

(-0.23) (-0.22) (-0.15) (-0.27) (-0.23) (-0.18)
Union -0.21 -0.22 -0.13 -0.23 -0.26 -0.16

(-0.12) (-0.13) (-0.08) (-0.14) (-0.17) (-0.10)

RevGrowth 0.41 0.580 0.6900 0.44 0.640 0.7600

(0.24) (0.27) (0.28) (0.25) (0.30) (0.31)
Concentration -0.5500 -0.450 -0.430 -0.5800 -0.490 -0.480

(-0.22) (-0.21) (-0.20) (-0.23) (-0.22) (-0.21)
S, G, & A -0.19 -0.21 -0.320 -0.21 -0.24 -0.340

(-0.11) (-0.12) (-0.14) (-0.12) (-0.15) (-0.15)

Risk -0.370 -0.31 -0.24 -0.400 -0.33 -0.29

(-0.16) (-0.17) (-0.14) (-0.18) (-0.19) (-0.15)
HIWP 0.34 0.32 0.41 0.390 0.370 0.470

(0.20) (0.18) (0.23) (0.19) (0.20) (0.22)
R" 0.240 0.210 0.200 0.260 0.240 0.220
N 289 289 289 254 254 254

:" ,:.,~i:
Standard errors are in parentheses. '.c

0 Significant at p ~ .05
00 Significant at p ~ .01

Low-Involvement Work Systems and Business Unit Performance

Because business enterprises are often composed of several (and, in
some cases, many) separate or individual businesses, the overall enterprise
may not be the most appropriate level for analyzing the effects of low-in-
volvement (or high-involvement) work systems on economic performance.
Further, because an overall enterprise-level set of financial statements rep-
resents a consolidation of the operating results of component business
units or entities, the measures of economic performance drawn from such
consolidated statements are not suitable for assessing the effects of low-
involvement (or high-involvement) work systems on component busi-
nesses' economic performance. Therefore, the next empirical step in this

"'~I... '~c~L,"
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'./f research was to analyze the effects of low-involvement work systems on

business unit (as distinct from business enterprise) economic performance.1o
For this purpose, a sample of business units was drawn from Standard and

Poor's COMPUSTAT:II file. In this instance, the randomized sample repre-
sented 5% of all businesses included in this data source. As before, this source
was used to construct economic performance measures for the sampled busi-
ness units. Because most of these business units did not issue their own stock,
however, the economic performance measures used in this portion of the
research were limited to the (adjusted) rate of return on capital employed
(ROCE) and the mean (gross) revenue per employee (REVPEM). Also, as
before, a survey questionnaire was sent in mid-1999 to the head human
resources officer, chief operating officer, chief administrative officer, or presi-
dent of each business unit to elicit data on low-involvement work practices
and other relevant variables. Two survey mailings, a telephone follow-up, and
an e-mail follow-up were used for each sampled business unit, yielding a (fully
usable) response rate of 58% (i.e., 313/540). Descriptive statistics for this sam-
ple of business units indicated that between 1995 and 1998, they increased
their use of part-time, temporary, contract, vendored, and outsourced em-
ployment by about four percentage points (from 10% to 14%).

To estimate the effects of low-involvement work practices on economic
performance among this sample of business units, the two performance
measures were first regressed on the LIWP index and a vector of control
variables for the single year 1998. Then the change in each economic per-
formance measure was regressed on the change in the LIWP index and
changes in the control variables over the 1995-1998 period. To conserve
space, these regression estimates are not presented here.

The 1998 cross-sectional results show a significant positive regression
coefficient on the LIWP index in both economic performance equations,
with the result being strongest in the case of revenue per employee. The
longitudinal results also show significant positive coefficients on the change
in the LIWP index in the two economic performance equations, and these
results are stronger than the cross-sectional results. Next, the cross-sec-
tional and longitudinal economic performance equations were reestimated
with the HIWP index included with the LIWP index and the control vari-
ables. The results of testing these four equations are presented in table 2.

Both the cross-sectional and longitudinal estimates show significant
positive regression coefficients on the LIWP index in the economic perfor-
mance equations (columns 1-4 of table 2). In addition, the coefficients on
the HIWP index are positive and significant in one of the two cross-sec-
tional estimates (column 2, revenue per employee) and in both longitudi-
nal estimates (columns 3 and 4). These findings therefore suggest that at a
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TABLE 2
,c' OLS Regression Coefficients on Business Unit Economic Performance

, ;'::

Dependent variable "'£

'I 1998 1995-1998
Independent RaCE REVPEM RaCE REVPEM
variable (1) (2) (3) (4)

Constant 1.290 1.360

(0.59). .(0.63)
LIWP 0.440 0.4900 0.4800 0.5200

(0.19) (0.20) (0.19) (0.20)
Size 0.260 0.17 0.280 0.19

(0.12) (0.11) (0.13) (0.13)
Cap/Lab -0.6100 -0.31 -0.6900 -0.34

(-0.25) (-0.17) (-0.28) (-0.19)

Union -0.270 -0.17 -0.280 -0.14

(-0.13) (-0.10) (-0.13) (-0.08)

RevGrowth 0.37 0.6400 0.39 0.7100

(0.21) (0.26) (0.21) (0.27)

Concentration -0.5100 -0.400 -0.5600 -0.450

(-0.20) (-0.18) (-0.22) (-0.20)
S, G, & A -0.20 -0.360 -0.23 -0.370

(-0.12) (-0.15) (-0.13) (-0.17)
HIWP 0.410 0.450 0.440 0.490

(0.18) (0.20) (0.19) (0.23)
R2 0.250 0.220 0.260 0.24 0

N 289 289 t ,,' 254 254
,:;,;,

Standard errors are in parentheses.
0 Significant at p ~ .05

00 Significant at p ~ .01

particular time as well as over time, the use of part-time, temporary, con-
tract, vendored, and outsourced employment is associated with improved
business unit economic performance. And, as before, the positive effects of
low-involvement work practices on the economic performance of business
units are not vitiated when the high-involvement work practices of these
same business units are considered and such high-involvement work prac-
tices have additional, independent positive effects on the economic perfor-
mance of the business units included in this study.

Low-Involvement Work Systems and Plant Performance

While low-involvement work systems may affect the financial perfor-
mance of business enterprises and units of those enterprises, studies of

_.m.,"j_""""","""",".~
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high-involvement work systems suggest that the effects of low-involvement
work systems are likely to be most direct and largest on workplace-level
rather than enterprise-level or business-unit-level performance (Ich-
niowski, Kochan, Levine, Olson, and Strauss 1996). To analyze the effects
of low-involvement work systems on workplace-level operating perfor-
mance in this study, a sample of manufacturing plants in California was
selected from a statewide directory provided by the California Employ-
ment Development Department (EDD). Approximately 22,300 plants or
establishments were included in the EDD's 1999 directory, and an industry
employment-weighted, randomized 5% sample of these plants was
selected for the administration of a survey questionnaire. The survey was
mailed to the head human resource officer, general manager, plant man-
ager, or chief operating officer of each plant in mid-1999. Two survey mail-
ings, a telephone follow-up, and an e-mail follow-up were used for each
sampled plant, yielding an overall (fully usable) response rate of 41 % (i.e.,
457/1,115). Descriptive statistics for this sample of manufacturing plants
indicated that between 1995 and 1998, they increased their use of part-
time, temporary, contract, vendored, and outsourced employment by about
3.5 percentage points (from 10% to 13.5%).

To estimate the effects of low-involvement work systems on operating
performance among this sample of plants, total labor cost as a proportion
of total operating cost (LABOR COST), productivity (PROD), and product
quality (PROD QUAL) were first regressed on the LIWP index and a vec-
tor of control variables for the year 1998. Then the change in each operat-
ing performance measure was regressed on the change in the LIWP index
and changes in the control variables between 1995 and 1998. Both the
1998 cross-sectional and 1995-1998 longitudinal results (not presented
here) show significant negative regression coefficients on the LIWP index
in the LABOR COST equations and insignificant negative coefficients on
this index in the PROD and PROD QUAL equations. Thus, it appears that
at a particular point in time and over time, the use of low-involvement
work practices is significantly associated with lower labor costs but not with
productivity or product quality among the manufacturing plants included
in this study.

Next, the cross-sectional and longitudinal plant operating performance
equations were reestimated with the inclusion of the HIWP index. The
results of testing these six equations are presented in table 3. Once again,
both the cross-sectional (columns 1-3) and the longitudinal (columns 4-6)
estimates show negative regression coefficients on the LIWP index in all
six equations and, also as before, significantly so in the LABOR COST
equations (columns 1 and 4) but not in the PROD and PROD QUAL

fr,,'\. "
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equations (columns 2-3 and 5-6). The regression coefficients on the
HIWP index are positive in all six equations, significantly so in the two
LABOR COST equations (columns 1 and 4), the two PROD QUAL equa-
tions (columns 3 and 6), and the longitudinal PROD equation (column 5).

TABLE 3
OLS Regression Coefficients on Manufacturing Plant Operating Perfonnance ...:;;c

~~,:..,. Dependent variable

1998 1995-1998
LABOR PROD LABOR PROD

Independent COST PROD QUAL COST PROD QUAL
variable (1) (2) (3) (4) (5) (6)

Constant 2.190 2.340 2.480 2.230 2A1° 2.590
(1.07) (1.12) (1.21) (1.07) (1.15) (1.24)

LIWP -0.630 -0.26 -0.32 0.7400 -0.30 -0.35
(0.28) (0.15) (0.17) (0.30) (-0.16) (-0.18)

Size 0.30 0.24 -OA3° 0.380 0.27 -OA1°
(0.16) (0.13) (-0.19) (0.18) (0.14) (-0.18)

Cap/Lab -0.330 0.370 0.24 -0.360 0.390 0.27
(-0.16) (0.17) (0.14) (-0.17) (0.18) (0.15)

Union 0.380 0.14 0.12 0.440 0.17 0.15
(0.18) (0.08) (0.07) (0.20) (0.09) (0.18)

Years 0.27 -OAO° 0.18 0.30 -OA9° 0.19
(0.15) (-0.18) (0.10) (0.16) (-0.23) (0.11)

HIWP 0.480 0.31 OA9° 0.520 OA3° 0.550
(0.22) (0.16) (0.22) (0.23) (0.19) (0.24)

R' 0.290 0.310 0.240 0.300 0.330 0.260
N 457 457 457 384 384 384

...} c,; ,
Standard errors are in parentheses. c !;
0 Significant at p ~ .05

00 Significant at p ~ .01

Taken together, these findings suggest that the use of part-time, tempo-
rary, contract, vendored, and outsourced employment is associated with
improved manufacturing plant performance, specifically in terms of a
lower ratio of labor cost to total operating cost, and that this effect is not
offset by the degradation of either productivity or product quality. By con-
trast, high-involvement work practices are associated with improved prod-
uct quality and, to a lesser extent, productivity, but also with a higher ratio
of labor cost to total operating costs. Finally, the effects of low-involvement
and high-involvement work practices on manufacturing plant perforll1ance
appear to be independent of each other, at least among the sample of
plants included in this study.II
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Low-Involvement Work Practices and Service Performance

In the final phase of this study, an attempt was made to determine the
effects of low-involvement work practices on performance in a service con-
text. For this purpose, access was obtained to a California-based national

, insurance company that sells life, homeowner, automobile, and certain
: other types of insurance policies directly to individual customers through-

out the United States. The company also provides a variety of services to
customers, especially the investigation, settlement, and payment of claims
made by customers under the various insurance plans and coverages. To
sell insurance and provide insurance-related services to its customers, this
company is organized into numerous field offices, and a subset of these
offices served as the unit of analysis for this phase of the study.

To begin, the company's operating and human resource management
practices were reviewed with the chief operating officer and chief human
resource officer. Then a complete list of the company's field offices was
obtained, and a letter requesting participation in the study was sent in early
1999 to the manager of each office. Positive responses were received from
65% of these managers (i.e., 289/445). A survey questionnaire designed to
elicit data on these field offices' use of low-involvement work practices and
other relevant variables was then prepared and mailed in mid-1999 to each
of these managers. Note that data on these field offices' use of high-
involvement work practices could not be obtained for this study, so the fol-
lowing analysis is limited to estimating the effects of low-involvement work
practices on operating performance.12 Two survey mailings, a telephone fol-
low-up, and an e-mail follow-up yielded an overall (fully usable) response
rate of 56% (i.e., 249/445). Descriptive statistics for this sample of field
offices indicated that between 1995 and 1998, they increased their use of
part-time, temporary, contract, and outsourced employment by about 5.5
percentage points (from 13.5% to 19%).

Operating performance among these field offices is measured by four
variables: labor costs, or the ratio of payroll cost to sales revenue; revenue
growth, or the percentage increase (or decrease) of sales revenue during
the year; quality of service, or the mean customer rating of the quality of
service provided by field office personnel at a point in time during the year
on a scale of 1 = low to 5 = high; and customer satisfaction, or the mean
rating of field office's customers' satisfaction at a point in time during the
year, also on a scale of 1 = low to 5 = high. Both the quality of service and
customer satisfaction data for field offices were made available to the
researcher by the company, which began in 1994 to systematically collect
such data annually from rotating samples of customers.
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To estimate the effects of low-involvement work systems on operating
performance among the sample of field offices of this insurance company,
labor cost, revenue growth, quality of service, and customer satisfaction
were first regressed on the LIWP index and a vector of control variables
for the year 1998. Then the change in each operating performance mea-
sure was regressed on the change in the LIWP index and changes in the
control variables between 1995 and 1998. These procedures yielded the
eight sets of regression estimates presented in table 4.

Both the 1998 cross-sectional and the 1995-1998 longitudinal results
show significant negative regression coefficients on the LIWP index in the
labor cost equations (columns 1 and 5), insignificant negative coefficients
on the LIWP index in the revenue growth (columns 2 and 6) and quality of
service (columns 3 and 7) equations, and insignificant positive coefficients
on the LIWP index in the customer satisfaction equations (columns 4 and
8). Note, too, that the significant negative association between LIWP and
labor cost is stronger in the longitudinal (column 5) than in the cross-sec-
tional estimate (column 1). It appears, therefore, that at a point in time as
well as over time, the use of part-time, temporary, contract, and outsourced
employment is associated with improved operating performance among
the field offices of the insurance company that participated in this study. In
particular, performance improvement takes the form of (relatively) lower
payroll cost for a given level of sales revenue, and this improvement is not
offset or degraded by lower revenue growth, (perceived) quality of service,
or (perceived) customer satisfaction.

Conclusions

High-involvement work systems have recently been shown to be signifi-
cantly associated with improved business performance. However, high-
involvement work systems research has ignored the influence of low-
involvement work systems on business performance. The findings from this
research suggest that low-involvement work practices in the form of part-
time employment, temporary employment, contract employment, vendored
employment, and outsourcing have significant positive effects on the rate of
return on capital employed, market value, and revenue per employee of
business enterprises and on the rate of return on capital employed and rev-
enue per employee of business units. Further, such practices have signifi-
cant negative effects on the ratio of total labor cost to total operating cost in
manufacturing plants and on the ratio of payroll costs to sales revenue in
insurance company field offices. While these findings were quite consistent
in a variety of cross-sectional estimates, they were also quite consistently
stronger in the longitudinal than in the cross-sectional analyses.
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Also of note are certain statistically insignificant workplace-level find-
ings of this research. Specifically, these "insignificant" findings were inter-
preted to mean that the lower ratio of total labor cost to operating cost in
manufacturing plants and the lower ratio of total payroll cost to total sales
revenue in insurance field offices associated with low-involvement work
practices were not offset by lower levels of productivity or product quality
in the former or by lower levels of revenue growth, quality of service, and
customer satisfaction in the latter.

Finally, the findings from this research suggest that the effects of low-
involvement work practices on business performance change little, if at all,
when high-involvement work practices are taken into account. Stated more
positively, both low-involvement work practices and high-involvement work
practices can have positive effects on business performance. This is
because in addition to the positive effects of low-involvement work prac-
tices on business performance reported here, high-involvement work prac-
tices were also shown to have significant positive effects on the financial
performance of business enterprises and business units and on productivity
and product quality in manufacturing plants. Thus, it appears that low-
involvement and high-involvement work practices are complements, rather
than substitutes, and may therefore be used in tandem to enhance business

performance.

Endnotes
I The specific practices typically featured under high-involvement work systems

include one or more mechanisms for employee participation in decision making, atti-
tude surveying, formal job analysis, training, performance management and information-
sharing programs, variable pay arrangements, targeted selection and internal promotion
practices, and employment dispute resolution procedures (see Delaney, Lewin, and Ich-
niowski 1989; Mitchell, Lewin, and Lawler 1990; Morishima 1991, 1992; Huselid 1995;
Ichniowski, Kochan, Levine, Olson, and Strauss 1996; Ichniowski, Shaw, and Prennushi
1997).

2 Sets of scholars in these fields have recently found significant effects of marketing,

finance, operations, and other practices on business performance. Similar to HR and IR
researchers, they also do not control for the effects of other areas of practice on business
performance. For a review of this research, see Lewin (2000).

3 See, however, Sherer (2000). Pfeffer (1994) discusses one type of low-involvement

work practice, namely, outsourcing (which he dubs "the externalization of employ-
ment"), but he does not estimate the effects of outsourcing on business performance.

4 The term "high-control" work system was apparently coined by Walton (1985),

who contrasted this system with its polar alternative, namely, a "high-commitment" work
system. In extant high-involvement work systems research, which often features one or
more indexes of such involvement, a purely high-control work system yields a score at or
close to zero, whereas a purely high-commitment work system yields a score at or near

~
~
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the top of the index (see Mitchell, Lewin, and Lawler 1990; Huselid 1995; Ichniowski,
Shaw, and Prennushi 1997). From this perspective, workers employed in a high-control
system have no or low involvement in decision making or other aspects of work. This is,
however, a different concept or construct of low-involvement work systems than is for-
warded in this paper.

s About 18% of the U.S. private-sector workforce is estimated to be employed part-

time (King 2000), with perhaps another (net) 4% to 5% employed on a temporary basis
(Melchionno 1999). Estimates of contract employment, defined here as the employment
of persons for a fixed rather than an unspecified time period, vary widely from about 2%
to as much as 31% of the U.S. workforce (Hipple 1998; Lewin 1994). Estimates of ven-
dored employment-employees who have been moved from employment with their
original companies to employment with vendors (suppliers) to these companies-are
relatively meager, but such employment may represent 2% to 3% of the U.S. private-
sector workforce (Clinton 1997). Estimates of outsourced employment-defined here as
the equivalent of jobs previously performed internally by a company's employees that
are now performed by different employees of another, typically more specialized, com-
pany under a contract or agreement with the first company-vary widely but may consti-
tute 5% to 6% of U.S. private-sector employment (Melchionno 1999).

6 Similarly, many businesses that make use of high-involvement work practices have

also engaged in workforce downsizing and rightsizing (Lewin and Mitchell 1995; Pfeffer
1994).

7 The term business entetprise is used here to refer to a single entity for which a set

of consolidated financial statements are generated (even if that enterprise consists of
several component companies). The term financial peifomlance is used here to refer to
one or more measures of the performance of a business enterprise (and not of its com-
ponent companies, plants or establishments, or offices or locations).

8 This index, which is used in each of the four substudies reported in this paper, was

constructed in much the same way as researchers have constructed high-involvement
work practices indexes. In particular, suNey questions (items) were constructed to yield
data on respondent organizations' current and past use of part-time, temporary, con-
tract, vendored, and outsourced employment by the extent of usage for each of seven
occupational/workforce groups. The index ranges from 0 (low) to 50 (high). Contact the
author for further details on the construction and validation of this index.

9 In separate regression analyses (not shown here), the likelihood of low-involve-
..C; ment employees as a whole being covered by high-involvement work practices in this

sample of business enterprises was estimated to be .04 (p = .55); part-time employees,
.05 (p ~ .53); temporary employees, .03 (p ~ .57); contract employees, .06 (p ~ .51); and
vendored employees, .02 (p ~ .59). Contact the author for additional details about simi-
lar estimates for the business units and manufacturing plants included in this study.

10 The term business unit refers to the component businesses or companies of a

diversified business enterprise. Where a business enterprise has only one component
business, the business enterprise and business unit are identical, as are the financial per-
formance data for each. Among this sample of 313 business units, only 19. or 6%, were
identical to their respective business enterprises.

11. Note that other researchers (e.g., Katz, Kochan, and Gobeille 1983; Katz, Kochan,

and Weber 1985) have treated labor cost as a dependent variable in studying the effects

.i
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of one or another high-involvement work practice on plant-level performance. Because
the ratio of total labor cost to total operating cost can be considered a variable influenc-
ing productivity and product quality, however, a separate two-stage, least-squares regres-
sion analysis was performed, in which the effects of low-involvement work practices,
high-involvement work practices, and control variables on the ratio of total labor cost to
total operating cost in this sample of plants were first estimated, and then these esti-
mates (together with low-involvement work practices, high-involvement work practices,
and control variables) were entered into cross-sectional and longitudinal productivity
and product quality regression equations. The results showed that low-involvement work
practices are significantly negatively associated with the ratio of total labor cost to total
operating cost, high-involvement work practices are significantly positively associated
with the labor-to-operating-cost ratio, the labor-to-operating-cost ratio is not signifi-
cantly associated with either productivity or product quality, and low-involvement work
practices and high-involvement work practices continue to be significantly negatively
and positively associated, respectively, with productivity and product quality in this sam-
ple of plants.

12 In the insurance company that participated in this study, compensation, training,

performance assessment, and certain other human resource management practices are
centrally formulated and mandated upon field offices, in contrast to the flexibility and
autonomy that these same offices are permitted to exercise with respect to the employ-
ment of part-time, temporary, and contract employees and the use of outsourcing.
Stated differently, there is no variance among these field offices with respect to the use
of certain human resource management practices and therefore no basis on which to
construct and apply an index of high-involvement work practices to them. A separate
study being conducted by the author compares the uses of low-involvement and high-
involvement work practices and their effects on business performance among five major
insurance companies.
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