FLEXIBILITY AND PERFORMANCE: A LITERATURE REVIEW

Stavros P. Gavroglou

Contents

1. The contours of  flexibility

 2

2. The environment of flexibility 

 5

3. Schools of flexibility 


 8

4. Typologies of flexibility 


12

5. An extended typology of flexibility 
17

6. Flexibility and performance 

19

7. The Janus face of flexibility 

28

      8.   Bibliography 


      29

______________________________________________________

* I thank Ioannis Katselidis of the Athens University of Economics and Business for his invaluable research and technical assistance without which this paper could not have been completed. I thank Professor Lena Tsipouri of the National and Kapodistrian University of Athens for her useful suggestions and support throughout this project. I also thank all the partners of the Flex-Com project for their help and suggestions. All errors and omissions are mine.

** Most of the works cited in this document can be accessed by simply clicking on the hyperlink-name of the author, when the user of this document is on-line. Accessing the full-text of many of the citations requires a connection through a library or other institution that is subscribed to major electronic databases such as Sciencedirect, EbscoHost, Ingenta, and Jstor.

1. The contours of flexibility 

The term “flexibility” has been used in so many different ways in the kindred fields of labour economics, industrial sociology and political economy that in the words of one observer “rarely in international discourse has [a term] gone so directly from obscurity to meaninglessness without any intervening period of coherence.”
 While there is evidently some truth in this remark, it should be taken as an exaggeration. It serves to emphasize the need to clarify the different dimensions of flexibility, and the conceptual and situational context wherein its meaning and significance materialize. However, a rigorous definition of flexibility may be inherently impossible to arrive at: “all concepts in which a whole process is comprehended semiotically escape definition; only what has no history is definable.”

Perhaps the first to use the concept of flexibility in economics was Stigler.
 He noticed that small firms are able to compete successfully with large, more static-efficient producers by using more flexible production technologies. While Stigler was referring to “tactical” flexibility – the ability of a single-product firm to adjust output to exogenous shocks at relatively low costs – subsequently others have focused on another dimension, “operational” flexibility, as the ability of a firm to switch quickly between products (Ungern-Sternberg, 1990). It has been theorized that in reality a firm cannot follow both tactical and operational flexibility, but has to choose which kind of flexibility it will pursue. (Weiss 2001).
More commonly, however, flexibility is considered in a different manner, referring to the ability of firms (or economies) to swiftly vary the quantity and quality of labour inputs in response to the frequent fluctuations in demand for the product/service they produce/provide and according to the opportunities offered by the technological environment. Pressures for labour flexibility can be seen as originating from the supply-of-labour side (workers) and from the demand-for-labour side (employers).
 The supply side of labour flexibility concerns “worker friendly” practices such as voluntary part-time work and job enrichment, aimed at accommodating the variable (in terms of lifestyles and career paths) patterns of labour supply to the firm’s organisation of work. The demand side concerns “employer-friendly” practices such as temporary employment or subcontracting, aimed at adapting the deployment of labour according to the variable (in terms of numbers and task requirements) patterns of firms’ demand for labour. 

While there is little doubt that flexibility is a hallmark of competitive advantage, making sense of the debate on flexibility is hindered by the fact that flexibility is conceptualized in different ways, it takes respectively different forms and is related to different outcomes. In the literature reviewed here, flexibility refers to 

· forms of employment contracts (e.g. fixed-term contracts), 

· forms of labor deployment (e.g. multi-tasking), 

· forms of work organization and human resource management (e.g. post-fordist work organization, strategic human resource management),

· and market or institutional forms of social coordination at the national level. 

Each form of flexibility, moreover, has been linked to different kinds of outcomes – for the firms that adopt it, the workers subjected to it and the economies where it predominates. Thus when we review the claims about the role of flexibility, it is imperative that we start by distinguishing between the specific forms of flexibility under consideration by each author, the actors for whom the outcomes of flexibility apply, as well as between the levels of analysis that is undertaken.

A major distinction made in the literature between internal or external types of flexibility. Internal organizational flexibility refers to high-commitment work organizations or the “high-road” to human resource management, geared to quality competition; external organizational flexibility refers to more traditional (taylorist) work organizations or the “low-road” to human resource management, geared to cost competition. In this body of literature, firm and labour-market institutions, such as forms of labour participation in decision-making and employment protection legislation, that limit managerial discretion in hiring and firing (numerical flexibility), are considered as “rigidities” that result in “disequilibrium” only in the short-term, while it is emphasized that in the longer term these very institutions result in “dynamic” efficiencies, by stimulating technical and organizational innovation based on trust. This view is also echoed in the 1997 European Commission Green Paper Partnership for a New Organisation of Work.

At an even higher level of analysis, there is an attempt to integrate analysis of firm behavior with analysis of the political economy as a whole. Hall and Soskice’s (2001) framework of “varieties of capitalism”, building on earlier formulations about neo-corporatism (cf. Katzenstein 1985, Schmitter and Lehmbruch 1979, Berger 1981) as well as what they call the “social systems of production approach”
, explores “complementarities” between national institutional structures and firm strategies of adaptation to economic change. They distinguish between “liberal market economies” (LMEs, such as the U.K. and the U.S.A.) and “coordinated market economies” (CMEs, such as Germany and Sweden), wherein firms in LMEs tend to coordinate their activities primarily via hierarchies and competitive market arrangements, and firms in CMEs tend to depend more heavily on non-market relationships. While they use the term “flexibility” less often than “adjustment” and “coordination”, their analysis of the distinct firm strategies of adaptation in LMEs and CMEs – in terms of skills acquisition, hiring and firing, cooperative labour relations, etc – is highly suggestive of and analogous to the distinct strategies of external/numerical versus internal/functional flexibility. Moreover, their approach has the advantage of offering a systemic explanation for the different flexibility strategies that prevail in different countries: “In any national economy, firms will gravitate toward the mode of coordination for which there is institutional support.”

In a similar vein, Regini (2002) argues that the industrial relations institutions themselves (trade unions, works councils, collective bargaining), initially designed to set constraints on companies, can also provide them with crucial resources and competitive advantages. In fact, while they may restrain external and downward wage flexibility, they may also foster functional and working time flexibility to a great extent. Furthermore, these institutions help ensure the cooperation of the whole workforce in the processes of constant innovation that characterize contemporary production – thereby constituting a unique asset for companies and a semi-public good for national economic development.

The various approaches of flexibility research within the literature we examine present a bipolar distribution, having bifurcated around two opposing poles or camps: a (neo-) liberal one, propounding the relative merits of “externally/numerically” flexible firms with an elective affinity to “liberal market economies”, and a social (-democratic) one highlighting the relative merits of “internally/functionally” flexible firms with an elective affinity to “coordinated market economies”. Having said this, however, the concept of flexibility has not altogether shed its shroud of ambiguity, despite the progress made in refining it. Some researchers question its theoretical underpinnings and ideological function,
 while it is hard to reconcile the often contradictory empirical findings of the two camps.

Despite its persistent ambiguities, the discourse of flexibility retains its vitality for a wide array of researchers, analysts, social partners and policy makers. Its vitality is probably sustained for a fundamental reason, the ambitious claim and occasionally impressive evidence that flexibility, if properly pursued and implemented, enhances the productivity and innovativeness of firms and economies as well as the welfare of workers and societies.
 In times such as these when competitiveness and social cohesion are at a premium it is hard not to be tempted to follow the vicissitudes of the debate on flexibility.

2. The environment of flexibility

The concept of flexibility evolved against a background of broad socio-economic changes sweeping the developed world over the past four decades. 

The tightening of the labour markets in 1960s induced an expansion of labour market policies, from a narrow focus on job placement mechanisms to a broader one that included training. The international oil crisis and productivity slowdown in the 1970s led large firms to experiment with new concepts of labour deployment in production, such as the Quality Circles in the United States and work humanization programs in West Germany and Sweden. In the 1980s, the rising competition with Japan and the challenge of integration of new technologies in work organization contributed to the widespread restructuring of production, and the expansion of “functional flexibility” of labour through the relaxation of work rules (job specifications) and job enrichment practices. In the 1990s, the intensification of globalisation and the persistence of unemployment was the background for the issuance of Employment Guidelines by the European Commission aimed at reducing unemployment through more active labour market policies, while advocating more flexible types of work organization and the harmonization of flexibility and security concerns. 

The diffusion of flexible production in the last two decades is conditioned by historic changes in product markets, technology and labour markets.
 As a result of the globalisation of competition, the adoption of more efficient production methods by a remote competitor puts pressure on all others to follow suit – by adopting the same or similarly efficient new methods. Thus if Japanese producers are using just-in-time systems that lower storage costs and offer shorter response times to customer demands, producers in the rest of the world, inasmuch as they are competing for the same market, are under pressure to lower their own costs and response times accordingly.
 Similarly, the adoption of continuous training and continuous organisational learning principles by one producer puts pressure on the others to raise their own performance (by imitation or adaptation), even when such change runs against entrenched national regulatory structures, different managerial traditions, and different cultural predisposition.

Multivalent technologies and the communications revolution have contributed greatly to globalisation. Micro-electronic technologies, however, are also associated with changes in the skills required of the workforce. Depending on the particular form of these technologies that are applied, they are accompanied either by processes of downskilling (processes minimising the skills requirements of machine operators who are asked to perform a narrow set of simple functions) or of upskilling (processes of continuous training of the operators so that they can perform increasingly diverse and complex functions).
 More and more firms wanting to maximise the potential of micro-electronic technology for continuous improvement of the product find themselves under pressure to invest in the recruitment and retaining of a highly-motivated, broadly-skilled workforce. The pursuit of economies of scope – the ability to produce a wide range of products by the same set of technological infrastructure and workforce, is both made possible by the new technologies and, given the competitive environment, a central imperative of modern production.

These changes have coincided with a general ebbing of organised labour’s power and an erosion of workers ability to secure favourable collective agreements. Statutory limitations on layoffs and duration of labour contracts are being lifted or narrowed, while active measures seek to increase employability and mobility in the labour market. New forms of employment such as fixed-term and agency work, and new workplace practices such as just-in-time production, seem to make the deployment of labour more flexible making working life more precarious and more exhausting than before.  However, flexible production does not always conflict with labour’s interests. While some workers are indeed suspicious of and threatened by the changes underway in work organisation, others welcome or even demand changes in the direction of more flexible work schedules, job enrichment, teamwork, upskilling and provision of training. The needs of two-earner families, the increased living standards and apparent limits to further increases are shifting many workers’ priorities from the pursuit of higher wages to qualitative improvements in their working conditions.

While increasingly more firms are appreciating that flexibility is a critical competitive advantage,
 they face several constraints or conditioning factors in implementing it – constraints that shape the type of flexibility that is ultimately chosen or rather the kind of mix between (numerical and functional) types of flexibility, the way in which it is implemented, and its impact on competitiveness and labour relations. Understanding of the specific impact of these constraints on companies’ attempts to implement flexible work practices and work organisation is a central aim in most of the literature reviewed here, and a precondition for elucidating the choices available to policy makers in their efforts to ease the pains of transition to a more efficient and equitable organisation of production.   

One set of constraints that need to be examined is the economic environment of the firm (actual and perceived): the nature of its competitors (large or small, new or established) and their strategies (expanding or downsizing, short-term or long-term), the type of markets for which they are producing (homogenised or not, niche or mass, remote or near, stable or fluctuating, saturated or emerging), and the product itself (high or low value-added). A second set of constraints is the technological environment of the firm, such as the degree of technological diffusion, the cost of technology relative to labour, and the skill endowment of the workforce. A third set of constraints is the nature of the labour market; clearly, the degree of unemployment and of labour market segmentation are likely to influence the degree to which the “right” workers for the right price at the right time are available. A third set of factors critical for the implementation of flexibility is the legislative or normative environment concerning the entry and exit from the labour market such as flexible forms of work (part-time, flexitime, temporary agency work, fixed-term work, teleworking), as well as regulations against dismissals. Last but not least, the implementation of flexibility is shaped by as well as shapes the social systems  that affect the social acceptance of flexibility and social cohesion. Most important among such factors are the “social wage” and the social security systems, inasmuch as they may supplement the increasingly variable income of the worker; the systems of collective bargaining; and the orientations of the social partners.

Thus, policy makers, despite their general tendency in the last two decades to reduce the scope of state intervention, are once more called on to play an active role in the restructuring processes underway, albeit in a more subtle way.
 Besides providing incentives and/or programmes for training, policy makers are under pressure to reform the labour market (easing regulations for entry and exit), the processes of collective bargaining (of wage formation in particular), and the social security systems. The central challenge in pursuing these reforms is to reconcile the needs of companies for flexibility with the needs of employees for security. 

The road of reform seems to bifurcate into two sets of alternative policy orientations. One is deregulation versus re-regulation, that is stressing flexibility over security by giving a free reign to market mechanisms versus pursuing a coordinated decentralisation that does not abandon but changes the loci, the processes and goals of regulation. The other set of alternatives refers to the speed and method of implementing flexible production, whether it should be pursued in an experimental/piecemeal/targeted manner based on consensus among the social partners and continuous readjustment based on early outcomes or, alternatively, in a comprehensive, all-out manner.
 While it is tempting to talk about “national roads”, and “national successes” in this regard, the experience so far suggests that such generalisations are not justified.
 The process of transformation within each country has not followed a uniform path, with developments in the direction of flexibility in one policy area or sector being often contradicted by developments in the opposite direction in others.
3. Schools of flexibility (solution or problem?)

Flexibility acquires a positive or a negative, but at any rate distinct connotation, depending on the school of thought or perspective in which it is situated. 

Authors writing in the tradition of the “labour process” or the “control” school of Braverman (1974) had a generally dismissive view of flexibility. They do not consider flexible practices such as quality circles, teamwork and other forms of extending the quality of workers’ input in production as expressions of a “new” production imperative, but rather as variations of the old capitalist imperative for control over labour. Flexibility, according to this school, whether functional or numerical, is an attempt by management to increase the intensity of exploitation of labour.

Taylorist and Fordist work systems are characterized by 

· Tightly defined jobs with associated rates of pay

· Clear lines of demarcation separating the duties and rights of workers and supervisors (separation of conception from execution of tasks)

· Decision-making powers retained by management

· Communications and conflicts channelled through formal chains of command and grievance procedures 

Parker and Slaughter (1994) do not see in flexibility a transcendence of Fordism but its modernization. Flexibility, as applied even in the most heavily unionized industries of the United States, is seen as little more than a modern method of work intensification, worker disempowerment and, in accounts such as Burawoy’s (1985), as a method of legitimating capitalist production. Elger also downplays the worker-friendly aspects of functional flexibility in the United Kingdom, considering it as a method of work organization that serves to mask the increase in the scope of managerial prerogatives and often the intensification of work.
 In other words, “soft” human resource management practices are viewed by some authors as “the iron fist in the velvet glove” that disorient, then exploit gullible employees.
 Therefore, while recognising the array of changes brought about by the diffusion of flexible practices on Tayrolist work organisation and Fordist regulation of industrial relations, authors in this body of literature describe the resulting form of these relations as “neo-Taylorism” and “neo-Fordism,” i.e. a type of capitalist work organisation and industrial relations that despite some important new features they retain the essential properties of Taylorism and Fordism.

The School of Regulation departs from the labour process school significantly, conceiving the imperative of flexibility as characteristic of a new, post-Fordist regulation and post-Taylorist work organization.
 Unlike in Fordist regulation, labour relations, including the form of contracts, working conditions and remuneration, are no longer homogenized nor more-or-less centrally determined through collective bargaining or mediated by a strong welfare state.
 At the same time, the Taylorist dogma of a steep demarcation between the tasks of conception and execution in the production process and the reduction of the worker’s role to that of a mere appendage of the assembly line is seen as gradually giving way to a new imperative which calls for practices such as work enrichment and worker involvement in quality control and even in production design.

Rigid and highly hierarchical organisational structures and work processes, once considered competitive assets are now increasingly considered liabilities.
 This change in orientation and organisation has been conceptualised as a transition from the production paradigm of mass production, which seeks competitive advantage through processes of organizational centralization, product standardization and detail division of labour.
 

The traditional model of production was geared towards the production of mass quantities of standardised products; for a homogenised mass market; using dedicated (single-purpose) machinery and an unskilled or narrowly skilled workforce passively performing infinitely repetitive tasks along an assembly line. By contrast, the new paradigm is geared to producing large quantities of diversified products, or different models of the same product; for a heterogeneous market as well as many niche markets with very particular tastes and demands (mass customisation); using multivalent, reprogrammable, and in this sense flexible technology, capable of quickly shifting its set-up for the production of new (versions of) products and a broadly skilled workforce, capable of eliciting its tacit knowledge during frequent changes in production layout and specifications.

Others see in some forms of work-organisational flexibility (such as the “blurring” of job definitions, of production and quality control tasks, the continuous upskilling of the workforce, and the development of two-way communications between workers and management) as the beginnings of a more fundamental shift away from the principles of Taylorism and Fordism. For them the modern source of competitive advantage (between firms or national economies) is not extensive or intensive managerial control over labour, but the cultivation of relationships of “trust” among the social partners (Fox 1974) and the institutionalisation of “voice” (as opposed to “exit”)
 mechanisms in employment relationships (Freeman and Medoff 1984). Kenney and Florida (1993), in a similar vein, attribute Japan’s strong productive performance to the cultivation of mutual loyalty (lifetime employment) between the firm and its workers – a development they trace not to primordial cultural trait but to labour’s militant contestation of managerial prerogatives over hiring and firing.
 The results of the large, cross-national EPOC survey
 on managerial perceptions of forms of direct employee participation in decision making (indicative of “functional flexibility”) suggests that, contrary to the traditional view, extending managerial prerogative at the expense of worker participation is not always “good for business”. Allowing workers to voice their concerns, rather than forcing them to quit or exit when they are dissatisfied, is not only a generous approach but also a productive one.

The above changes have led to further differentiation in the conceptualisation of labour’s normatively and pragmatically appropriate role in production and the related optimal way of organizing production. Human resource management, industrial relations and political economy

 research made popular terms such as “lean production”
 systems or to “holistic”
 production systems. While all noted the benefits of developing a more flexible system (rather than isolated flexible practices) of work organisation, there is a steep gap on the nature of the appropriate system. Recently the debate, revolving initially around the choice between Japanese and Scandinavian work organisation models,
 has broadened into general examinations of “high road” and “low road” flexibilization. Most of the attention has been gathered around firms whose human resource management systems are driven by the logic of functional flexibility rather than numerical flexibility, as the former seem better situated to resolve the challenge of “flexicurity”. The firms operating with such systems are “high-commitment, high-performance” firms, in the sense of eschewing (instead of seeking) steeply hierarchical structures, of decentralizing (instead of centralizing) production and communication processes, and continuously developing (rather than narrowing) the skill base of their workforce through training and job enrichment.
 A large body of human resource management literature has given different labels to such work organization systems or employment practices: 

· high-commitment systems (Walton 1985)
· high-involvement management (Lawler 1986; Wood 1999)
· employee involvement systems (Cotton 1993)

· transformed work organisations (Osterman 1994)

· Flexible production systems (MacDuffie 1995)

· Flexible workplace practices (Gittleman et al 1998)

· “Soft” human resource management (Legge 1995)

· High-performance work organisations (Appelbaum et al 2000; Osterman 2000, Kalleberg 2001)

· High involvement work systems (Edwards and Martin 2001)

· High involvement work systems (Felstead and Gallie 2002).

· Strategic human resource management (Chadwick and Capelli 2002)

Others, noting that “high performance work systems” include too-wide an array of practices, distinguish them further into “functionally flexible human resource systems” and “numerically flexible human resource systems.”
 The first system relies on the willingness of current workers to adapt their effort, tasks, and general performance to their employers’ varying demands; workers’ willingness to do so is rooted in their skills and commitment to the firm. The second, numerically flexible system relies on labour market practices such as the use of part-time and contingent work, layoffs, and hiring and firing to adjust the size and composition of the workforce to changing organizational demands.

However ambiguities remain. Although there seems to be a “homology” between two different flexibility strategies, based, on the one hand on numerical/external flexibility (such as downsizing, re-engineering and outsourcing) and on the other hand flexibility strategies based on functional/internal flexibility (such as job enrichment, delegation of authority, multi-tasking and participatory mechanisms such as teams) (OECD 1999a), in practice there is considerable overlap between the two sets of practices, rendering the distinction inconsistent (Appelbaum and Batt 1993). A gap remains between what is conceived as distinct strategies and observed practices. There seems to be “no unambiguous way of defining a high performance work system and knowing whether or not the establishment is following the path”.
 At any rate, flexibility may not be an attribute that a firm does or does not possess. Firms emphasize different types of flexibility at different times.

4. Typologies of flexibility (mapping of the discourse)

In order to navigate through the plethora of perspectives and settings that inform the usages of flexibility, we need to “distill” from them a handful of key dimensions of flexibility. To do so we begin with the key typologies of flexibility found in the literature, and then attempt to synthesize them into a more inclusive typology of flexibility.
 

While flexibility is taking the place of rigidity or robustness as an organisational and productive principle, there are important variations across and within nations in the specific type of flexibility that firms actually pursue. We can distinguish between two main types of flexibility, with distinct implications for the type of competitiveness that is pursued and the type of labour relations required.
 These two types of flexibility correspond to two ideal types of firms. Numerical flexibility is the hallmark of the “hollow company”,
 one that has a tiny core of stable personnel and a large periphery of precariously employed workers and a network of subcontractors. This firm’s strong suit is price competition, its investment strategies are short-term and thus it is unlikely to invest in training its workforce or in product or process innovation.
 Functional flexibility, on the other hand, is associated with the high-trust/commitment, high-performance firm.
 The firm is oriented toward quality competition and innovation, has a long-term investment orientation and invests in continuous training of its workforce and in developing collaborative, high-trust labour relations. The stability in employment patterns, the improved working conditions of the employees and the development of human capital associated with the high-trust firms adopting the strategy of functional flexibility has earned them the special attention of the European Commission and, to a lesser extent, the OECD as most likely to reconcile firm flexibility and competitiveness with employee security and social cohesion.
 

In reality, of course, ideal types do not exist. Firms seem to use both numerical and functional flexibility, as well as two “intermediate” types which we discuss below, but in different extent and combinations. 

As Atkinson (1984) sees it, firms pursue flexibility by dividing their workforce,  de jure or de facto, into a “core” of permanent workers that are subjected to functional flexibility and a “periphery” of temporary workers that are subject to numerical flexibility (Kandel 2001). The  core-periphery hypothesis is undermined by recent evidence that contingent work and involuntary turnover of the permanent workforce are positively and significantly correlated.
 In other words, the working conditions of “core” workers are not effectively isolated from the precariousness of the working conditions of “peripheral” workers. Moreover, recent evidence from the U.K. indicates that part-time workers, contrary to popular notions, do not experience more job insecurity than full-time workers, which suggests that one cannot readily lump them together with temporary workers as contingent, precarious and numerically flexible labour.
 This the core-periphery distinction is amended in newer conceptualizations of flexibility, wherein firms seek a balance or choose between “internal” and “external” flexibility.
 (See Table I)

 Table I: The FINE. typology of flexibility

	
	INTERNAL
	EXTERNAL

	FUNCTIONAL

qualitative
	Multi-tasking


	Sub-contracting

	NUMERICAL

quantitative
	Annualization  

Pay flex

(voluntary part-time)


	(involuntary) part-time, Temps, fixed-term, Work on call, teleworking


Numerical flexibility (or contract or employer, or labour-market flexibility) refers to the ability to adjust the quantity of labour inputs to meet fluctuations in demand for the product  (or service): “Headcount can be quickly and easily increased or decreased in line with even short term changes in the level of demand for labour”.
 Firms pursuing this type of flexibility refrain from signing work contracts of indefinite duration and standard working hours, a practice that was once prized for the regularity, predictability and long-term planning that it facilitated. Instead they prize the discretion to quickly adapt the number of employees to the changing volume of production, and they make increasing use of part-time and overtime work for peak hours (also referred to as “internal” numerical flexibility.

Functional flexibility (or task flexibility, or qualitative flexibility) refers to the ability of a firm to deploy its workforce to a changing set of tasks (without changing employment levels) through multi-tasking. Firms pursuing this strategy avoid signing contracts with once highly-touted narrow job specifications. Its common methods include teamwork, job rotation, delegation of responsibility and the intentional blurring of traditional demarcations between managerial and employee tasks (such a quality control, scheduling of production), continuous training and upskilling, a collaborative approach to labour relations and the flattening of administrative hierarchies – “internal-functional”). Alternatively, functional flexibility can be sought by looking for it outside the confines of the firm. Whole lines of production and respective tasks can be outsourced or subcontracted to other firms and workers, while the firm focuses its in-house production on core competencies – in this way externalising the costs of adjusting to market fluctuations to a network of parts suppliers (“external functional flexibility”). This type of flexibility is considered as the “employer-friendly” flexibility because it enhances the employer’s discretion over labour inputs (cost reduction) at the direct expense of labour’s (job security). 
 

Subsequently, Atkinson supplemented numerical and functional flexibility with two additional types of flexibility, temporal and pay (financial) flexibility.
 

Temporal flexibility differs from the flexibility sought through adjustments in the numbers of the workforce. It seeks temporal adjustments in the deployment of the regular workforce through practices such as overtime, annualization, and flextime (“internal-termporal”) or of the contingent, on-call workforce (“external-temporal”). It can be considered as a form of “numerical” flexibility in that it involves the numerical manipulation of labour inputs. 

Pay or wage flexibility (of the level and structure of wages) refers to the ability of the firm to adjust wage costs to market fluctuations, and to differentiate wages depending on the performance of employees.
 Pay flexibility takes different forms, such as performance-related pay, and profit-sharing
 (“internal-financial”), and national or regional wage moderation agreements and derogations from wage norms in the form of “local employment pacts” or enterprise-level bargaining (“external-functional”). Pay flexibility does not fit nicely within the FINE typology, but it may be regarded as a form of numerical flexibility inasmuch as it involves the numerical manipulation of the cost of labour inputs.

Table II lists the wide array of forms or practices of flexibility identified in the literature, which correspond to the four-fold typology (functional-numerical, internal-external) (adapted from Monastiriotis 2003).

Table II: Denotations of the FINE typology

	
	INTERNAL
	EXTERNAL

	FUNCTIONAL
	Overtime

Job-sharing

Multi-tasking


In-job occ. mobility

Job demarcations

Holidays 


Lunch breaks


Paid leaves

Health/safety rules

Representation rights

Right to organise

Working conditions

Job-related training

Union power
	Sub-contracting



Task-contracting

Educational levels

	NUMERICAL
	Voluntary part-time

Irregular hours

Weekend-work

Working week



Shift-work

Dismissal protection

Empl. Protection

Coordination

Decentralisation

Payroll taxes

Wage elasticity


Union density

Union coverage


	Involuntary part-time

Homework 

Casual work (on call)

Fixed-term

Seasonal

ALMPs


Housing flexibility

Job mobility

Occupational mobility


Regional mobility


Sectoral mobility


Limited benefits duration

Replacement ratio


Minimum wages




Goudswaard and de Nanteuil (2000) have refined the FINE typology in interesting ways (see Table III). The two axes/crieteria of classification are the external/internal criterion and the qualitative/quantitative criterion. This results into four types of flexibility: employment flexibility, temporal flexibility, geographical flexibility, functional flexibility. It is notable that they make a distinction between “quantitative” and “numerical” flexibility, viewing the latter as a subset of the former. Thus they consider temporal flexibility as a type of quantitative-internal flexibility, distinct from numerical-external flexibility which denotes only employment flexibility.

Table III: Refinement of FINE
 

	Forms of flexibility
	Internal flexibility
	External flexibility



	Qualitative flexibility
	 Work organisation:

· job enrichment/ job rotation 

· teamwork /autonomous work 

· multitasking, multiskilling 

· project groups 

· responsibility of workers over: planning, budget, innovation technology 

functional flexibility
	Production system:

· subcontracting 

· outsourcing 

· self-employed 

productive and/or geographical flexibility

	Quantitative flexibility 
	Working time:

· reduction of working hours 

· overtime/part-time work 

· night and shift work 

· weekend work 

· compressed working hours 

· irregular/unpredicatble working times 

temporal flexibility 
	Employment status: 

· permanent contract 

· fixed-term contract 

· temporary agency contract 

· seasonal work 

· work on demand 

numerical and/or contract flexibility


However the above typology does not account for important practices associated in the literature with flexibility, such as different forms of financial flexibility. Moreover, the type “productive and/or geographic flexibility” in this typology, denotes only sub-contacting and self-employment, omitting some important forms of internal flexibility of firms that the qualitative/quantitative criterion does not discern well: intra-company transfers and forms of teleworking.  

5. An extended typology of flexibility

The following “extended’ typology of flexibility aims at capturing parsimoniously the extensive literature on flexibility. It is an attempt to include more of the various perspectives and levels of analysis of flexibility than do similar (implicitly or explicitly) proposed typologies. 

The following typology constitutes a reconfiguration as well as an extension of the “FINE.” and the “refined FINE” typologies mentioned above. Like the latter, it is more analytical than FINE in that it distinguishes between internal and external types of temporal, financial, and spatial
 flexibility. In the FINE typology these three types are rather hastily subsumed under the category numerical flexibility together with contract flexibility. Further, for each category label it indicates the alternative terms often used to signify the same concept. 

The extended typology, by shifting the emphasis of demarcation between types of flexibility from the functional-numerical distinction (which while it is of high importance, it is still only one of two of the seven criteria matched against the internal-external dichotomy) to the internal-external criterion, is more reflective of the contours of the current state of the literature. In other words, the key distinction among flexibility strategies pursued is whether the necessary adjustments in the conditions under which labour is deployed (be it employment security, working time, pay systems, task assignments) are achieved “internally” or “externally” to the original (i.e. pre-adjustment) social partners. At the firm level the distinction refers to whether adjustments are sought by negotiation with and utilization of the existing workforce or by recourse to the external market, while at the societal level to adjustment by negotiation with the social partners or via individualized market transactions. The functional-numerical distinction, while still heuristically relevant and resonating even in the other categories of flexibility, is not as consequential for firms, workers and the economy.

The internal-external distinction captures important divisions in the flexibility literature on temporal, financial, spatial, organizational and societal flexibility, which the numerical-functional distinction does not always capture as well. For example, in the case of temporal flexibility, while overtime work constitutes a numerical rather than a functional type of flexibility, it is more homologous with functional-yet-internal types of flexibility such as team working, than it is with other numerical-yet-external types of flexibility (temporary work). Its most important form (annualization of working time) applies primarily to the “functionally flexible”, “core” or “internal” workforce of firms rather than the “numerically flexible”, “peripheral” or “external” workforce. Put differently, it is more consequential – at least for employment stability, skill development and labour relations – whether needed adjustments are achieved with or without temporary workers (“internally” or “externally”) than whether they will be achieved by extending overtime or by team working (“numerically” or “functionally”). Moreover, the internal-external dichotomy seems to delineate better the existing division of flexibility research into two camps identified earlier. 

Lastly, the extended typology of flexibility attempts to link micro-conceptions of labour flexibility with meso- and macro-conceptions of organizational
 and societal flexibility
 – thus incorporating the insights of a large body of literature on the alternative dimensions and  configurations of flexibility. 

Table IV: Extended Typology of Flexibility

	
	INTERNAL

Core


	EXTERNAL

Periphery



	FUNCTIONAL

Task, 

Qualitative
	Multi-tasking, teamwork, training,
	Sub-contracting

	CONTRACTUAL

Numerical Employment

Labour-market Quantitative
	(Voluntary Part-time)
	Temporary work

Part-time work

Hire-and-fire

	TEMPORAL


	Overtime, annualisation
	Work on call, (seasonal)

	FINANCIAL

Wage

Pay
	Profit-sharing
	Wage moderation

	SPATIAL

Geographic
	Intra-company    

        transfers 

Part-teleworking
	Inter-company

           Lending

Full-teleworking

	ORGANISATIONAL

HRM

Industrial Relations
	New HRM, 

High-road flex.

Post-Taylorism

Cooperative IR
	Old HRM,

Low-road flex.

Neo-Taylorism

Adversarial IR

	SOCIETAL


	CMEs: 

Centralized coll.b

Re-regulation 

Stricter EPL,


	LMEs:

Decentral coll. B

De-regulation

Weaker EPL




6.  Flexibility and performance

As noted earlier, research on flexibility is bifurcated into two different, often conflicting, camps. Even when terminological and theoretical differences in understanding flexibility are identified and accompanying misunderstandings are settled, still a large gap separates the two camps: the theoretical claims and empirical findings of each camp which link different types of flexibility to performance firm and economic performance, differ widely and are often mutually irreconcilable. We consider in turn the findings on the impact of external flexibility on performance and those on the impact of internal flexibility on performance.

1. General findings on external flexibility

The kinds of distinct claims made by the two camps on the impact of flexibility on performance are best illuminated by the way each camp addresses the issue of employment protection legislation (EPL). Indeed, the rules (and norms) concerning the facility with which management can regulate hiring and firing are obviously of critical importance in encouraging or discouraging internal (qualitative) or external (qualitative) flexibility; the degree of strictness of EPL has a direct impact on the relative cost of each type of flexibility to management. EPL, often used as a proxy for “labour-market flexibility”, has been linked to various types of flexibility and to performance outcomes in the following ways: 

· EPL may enhance productivity performance by reinforcing job security, as secure workers will be more willing to cooperate with management in the development of the production process (Akerlof 1984).

· Inasmuch as EPL leads to long-lasting work relationships, it may encourage employers to invest in the training/development of their workforce, thereby enhancing its productivity. A better skilled workforce may also increase the prospects of functional flexibility and thus the adaptability of the production process to external shocks (Piore 1986).

· EPL may inhibit the tendency of firms to externalize to the society the cost of re-allocating a fired worker to another job, by moving that burden closer to the firm (Lindbeck and Snower 1988).

· EPL may, according to other accounts, increase the relative cost of labour for the firms and thereby result in a lower the level of employment, other things being equal (e.g. Scarpetta 1996).

· Some cross-national studies link strict EPL with higher unemployment rates (Elmeskov et al. 1998), while others could not find a statistically significant relationship between EPL and unemployment (Nickell 1997, OECD 1999b).

· Weakening of EPL, by reducing the cost of labour relative to technology, may discourage firms from investing in the training of their workforce or from investing more in new technology (the relative cost of technology to labour having increased) and in R&D, which may result in a slowdown of innovation (e.g. Kleinknecht 1998). However, relaxation of EPL, by reducing the cost of hiring and firing may enhance the ability of firms to seek and succeed in radical forms of (product) innovation but also retard the rate of process innovation (e.g. Hall and Soskice 2001, Michie and Sheehan 2001).

2. General empirical findings on internal flexibility: 

There is a significant and growing body of research linking qualitative or functional flexibility to improved corporate performance. These results appear in major national or sectoral surveys
 as well as international surveys,
 and their findings are verified and elucidated in respective case studies. What follows is a review of the findings from these studies, relating the impact of internally flexible forms of work organization (henceforth IFWO) on different aspects of company performance.

Productivity

a. A study of 700 Swedish private establishments found that those that made extensive use of continuous learning and task delegation had a level of labour productivity that was 20-60% higher than that found in other establishments.
 
b. A study of 7000 French companies in the manufacturing sector reports major differences in productivity linked to IFWO.
 

c. A survey of 1300 German manufacturing companies in the investment goods sector reports that the (few) companies that made extensive use of IFWO such as team work, continuous improvement, kanban, and just-in-time production had 8-30% higher labour productivity (defined as value-added per person) than those that did not. The greatest productivity benefits were enjoyed by companies that integrated practices into new work “systems”.
 
d. A survey of 5,800 managers form 10 European countries found that over 65% of the managers believe that the use of advanced forms of group delegation (such as self-directed teams) reduced throughput time.
 
Market-place performance

a. A study of 968 workplaces in the USA found that those that made the greatest use of work practices designed to build employee capabilities and motivation enjoyed the highest rate of increase in sales turnover.

b. A survey of 515 Danish manufacturing companies found that 81% of companies that had invested in new technology and introduced IFWO believed that they had achieved a greater ability to comply with specific customer demands.
 
Innovation
a. A survey of  7000 French manufacturing companies found that companies using IFWO were more likely to innovate and to be more effective users of R&D than companies using traditional organisational methods.
 
b. The German investment goods survey mentioned above reports that companies using at once simultaneous engineering, inter-departmental development teams, cooperation with suppliers, and continuous improvement were more than twice as likely to introduce innovative products as companies using none of the practices.
 

c. The MIT Motor Vehicle Program covered over 50% of world-wide production capacity and the major vehicle companies in Europe, Japan, and the USA. The study of  Womack et al. (1990) documented a number of advantages enjoyed by flexible and “lean” Japanese producers that used multi-functional teams, just-in-time manufacturing, simultaneous development and cooperation with suppliers over their American counterparts that were rigid and fat . The Japanese, according to the study, needed 40% less manpower for “volume” cars and 20% less time to develop a major new model.
 

Investing in Advanced Technologies
a. A number of studies suggest that observed lags in productivity growth, despite investments in advanced technologies, can be explained by a lack of investment in IFWO, as traditional forms of work organisation are ill-suited to exploit the potential of new more complex and versatile equipment.
 

b. A study of 515 Danish manufacturing companies documented the benefits of combining micro-electronic technologies and IFWO. Companies that made no investment in either physical equipment or IFWO achieved an annual growth in labour productivity of only 0,5% during the period 1990-1993. Companies that invested only in physical equipment witnessed a growth in productivity in the same period of 1,5% per year. But companies that invested in both new technologies and IFWO achieved an annual growth of labour productivity of over 2,7%.
 
Managing Change and fast growth
A number of studies suggest that IFWO are positively related to the management of hyper-growth companies
 and help significantly in the management of companies undergoing restructuring.
 
The EPOC Survey

The results of the EPOC survey
, known for its breadth and analytical depth, are also supportive of the positive impact of IFWO on business performance. It should be kept in mind that the EPOC survey does not measure business performance itself but managers’ assessments of business performance. In conjunction with aforementioned studies, however, the EPOC results are a valuable tool for assessing the relationship between IFWO and performance. 

In the words of Keith Sisson, the EPOC survery results reveal that “new forms of work organisation in general and [employee] involvement and participation in particular make good business sense.”
 All forms of direct employee participation covered in the EPOC survey were considered by managers to have a strong positive impact on a range of dimensions of business performance. The strongest impact was on product quality: 92-95% of managers saw a positive impact on quality resulting from different direct participation measures. A clear majority of managers also saw a positive impact on throughput time (62-70%) and cost reduction (56-66%); increased output was reported by 44-58% of the managers.

Interestingly, the EPOC survey results correct a long-standing misconception about a central aspect of IFWO, group delegation. Managers have traditionally anticipated the benefits of group delegation to be limited to the reduction of absenteeism, sickness rate and turnover than business performance. Nowadays, group delegation seems pertinent for increasing output, throughput time and quality. The EPOC survey also reveals that the more forms of direct participation are used by companies the greater the benefits they report. The greater the scope of delegation introduced, the greater the reported effects. 

Wage moderation, or the ability of a society (often through social dialogue) to reduce the rate of otherwise spiraling wage growth, can be seen as a form of financial flexibility – a form of “external pay flexibility” – which neo-liberal and neoclassical orthodoxy alike view as an asset of national competitive advantage. However, dynamic macroeconomic analysis on the effects of wage moderation on output, labour productivity and employment can lead to quite different conclusions. According to the work of Naastepad on the economies of Finland, Greece, Ireland, the Netherlands and Switzerland, wage restraint has some positive as well as some quite negative macroeconomic effects. The impact of real wage growth restraint on productivity growth is negative for all five countries under consideration. This effect is attributed to the impact of wage restraint on induced technological progress (as well as via Verdoorn effects). The macro effect of real wage restraint on real GDP growth is negative for two of the countries (Greece and Finland) and negligible for the other three. Lastly, the impact of real wage growth restraint on employment growth is, by definition, equal to the impact of real wage growth restraint on GDP growth minus the impact on productivity growth. The positive employment growth effects of real wage restraint are particularly significant in Switzerland, the Netherlands and Ireland; wage restraint has a small positive impact on employment in Greece and almost no employment effects in Finland.

3. Classifying recent empirical research on types of flexibility and performance

However, as more recent studies suggest, there is no unanimity on the virtuous effects of functional flexibility on corporate performance.
 Despite refinements in the methodologies used and despite the benefit of hindsight, the current state of research has yet to reach the maturity of a paradigm. Rather, we are witnessing the coalescence of two antagonistic paradigms of flexibility. One considers numerical (or contract or labour-market) flexibility as inimical to firm or economy performance while the other considers numerical flexibility the sine qua non of performance. The latter consider firing costs as an impediment to productive and innovation-seeking firms, while the former considers them as a building block of commitment-based innovation. 

The following table organizes the authors/works by their view (favorable or opposed) on labour-market (or contract, or numerical) flexibility, as well as their findings on the impact of flexibility on a number of performance indicators: profitability, productivity, employment, innovation, training, output as well as the needs of the workers (health and safety, family obligations). A plus sign before the name of the author indicates that the research reports a positive correlation between the type of flexibility and the indicator of performance. A minus sign indicates that a negative correlation between the two categories is reported. (Due to space limitations of tabulation, the citations appear abbreviated to the name of one author per work and the date of publication).

Table V: Flexibility and Performance – A Literature Guide

	
	External Flexibility

(or numerical, quantitative, contractual, labour-market)


	Internal Flexibility

(or functional, qualitative)

	PROFITABILITY
	+ILO (1998)

-Sarfati (1999) 

-Michie (2001)
	+Guest (2003)

+Houseman (1994)

+Chadwick (2002)

	PRODUCTIVITY
	+ILO (1998)

-Way (1988)

-Cabrales (1997)
	+Sengenberger (1994)

+Buchele (1995)

+EPOC (1999)

+Buchele (1999)

+Michel (1992)

+Kochan (1994)

+Levine (1995)

+Bauer (2003)

+Ichniowski (1997)

+Appelbaum 2000)

+Coriat (2002)

	EMPLOYMENT
	+Millard (2000)

+Bentolla (1992)

+DiTella (1999)

+Cabrales (1997)

+ILO (1998)

+Salvanes (1997) 

+Karanassou (1998)

+Boeri (2000)

+Lutz (2002)

-Nickell (1997)
	+Abraham (1993)

+Coriat (2002)

	INNOVATION
	+Bassanini (2002)

+Saint-Paul (1997)

-Kleinknecht (1998)

-Michie (2001)

-Michie (2003)

-Ballot (1997)
	+Michie (2001)

+Michie (2003) 

+Marsden (1995)

	OUTPUT 
	+Millard (2000)

+Saint-Paul (2002)
	

	TRAINING
	-Ballot (1997)

-Michie (2003)

-Arulampalam (1998)
	

	WORKERS
	+Muckenberger (1989)

+Martin (2002)

+DiTella (1999)

- Hart (2003)

+Bailey (2001)
	+Boselie (2001)

(-) Gallie (1998)

(-) Kumar (2000)

(-) Kelliher (2002)

- Godard (2001)

- Lewchuk (2001)



From the table above one can discern certain trends. While there is research linking each type of flexibility to a form of performance, some findings are more extensively supported than others. Most of the performance-related effects of internal flexibility refer to productivity enhancement and to innovation enhancement. On the other side, most of the performance-related virtues of external flexibility refer to employment and output enhancement. Houseman and Abraham’s work suggests that it may be possible to reconcile these apparently antagonistic ends, employment stability and innovation, through time sharing, or temporal flexibility.

It is also worth noting that there is no research demonstrating that externally flexible firms enhance work-related training, while two important works demonstrate that externally flexible firms are training-averse and workers on flexible contracts have little training opportunities.

It is often argued that high performance practices are complementary and their impact on performance is maximized when adopted as a group or in bundles rather than piecemeal (Bailey 1993; Appelbaum and Batt 1994, Ichniowski, et al. 1997; Holmstrom and Milgrom 1994; Lawler et al. 1998), though there is not always a clear statement of which practices must be in the group or the nature of the bundles and case studies and cluster analyses of survey data have generally failed to find strong patterns of practices adopted in combination empirically (Osterman 1994; Appelbaum and Batt 1994). 

4. Limitations of the findings

There are a number of  practical and methodological problems in assessing the benefits for performance of flexible workplace practices. On the practical side, collecting company performance data is often hampered by the reluctance of companies to disclose the necessary detailed performance facts. More important, however, are the methodological problems involved. “To date, the relevant literature is distinguished by the fact that virtually no two studies measure HRM practices in the same way.”
 Studies of high performance work systems differ significantly as to the practices included, and sometimes even as to whether a practice is linked positively or negatively related to high performance. Some of the discrepancies in the HR systems examined in different studies may be resolved if we consider the different practices as alternative ways to implement the same guiding principles.
 In some of these cases, it is hard to avoid the conclusion that the alternative versions of high performance management that were examined in different studies differ substantially even in their basic guiding principles (Wood, 1999).

In addition, the following points of caution should be kept in mind:

· Estimates of the benefits for performance of flexible workplace practices  do not exist on an economy- or sector-wide basis, but are limited to the company level.

· Data from company-level  studies are frequently not comparable, because they rely on different definitions of flexible workplace practices.
 The problem become bigger when some definitions are not simply in variance but in opposition with others, such as the conceptualisation of the “lean production” concept and the “high-trust, high performance organisations” concept.

· Some studies focus on the performance impact of a single “flexible” work practice rather than a set, or system of practices.

· It is difficult to take into account of the length of time needed to let organisational change take root and bring measurable results

· The indicators of performance vary significantly from study to study. Some studies measure the impact of flexible workplace practices on productivity while others on innovation, on market-place performance, etc.

· While a positive relationship between flexible workplace practices and performance is found in several studies, it is more difficult to establish a causal relationship between the two by controlling for the  plethora of intervening variables. Correlations can be highly suggestive of a causal relationship when in fact reverse causality may be in effect.

7. The Janus face of flexibility

Flexibility is a Janus faced imperative of modern production. Behind a smiling face that symbolizes a new balance between adaptability and security, flexibility has another, menacing face that symbolizes an unhappy new marriage between short-term competitiveness and precarious work. 

The debate on flexibility is likely to retain its centrality in political economy, management studies, industrial sociology and labour economics for some time as its vicissitudes are intertwined with the continuing debate on the optimal relationship between capital, labour and public policy. 

The different perspectives and different evaluations of flexibility notwithstanding, there is a tacit consensus developing that the choice ahead is not between facilitating internal (functional) or external (contract) flexibility, but in finding the right balance between the two types. Still, finding such balance is likely to be an elusive (if worthwhile) endeavour. This is so not least because of the contradictory properties of the two types of flexibility. The development of a certain type of flexibility hinders the development of another (path dependency). The pursuit of short-term strategies by some erodes the foundations for long-term strategies by others.
 “A restriction on ‘numerical flexibility is a precondition for ‘functional flexibility’…if employees cannot be easily dismissed, this may be the basis for training them to carry out a range of different tasks.” (Wickham 2002, p. 4.)

Perhaps a synthesis of the concerns of a wide range of authors can be found in Streeck’s call for an ethos of  “competitive solidarity”, the “search for a new balance between protection and risk, security and opportunity, collective solidarity and individual responsibility, public authority and private exchange – for a new structure of incentives that elicits additional effort to substitute for redistributable slack, enabling public policy to concentrate the scarce resources available for solidarity on those that truly cannot help themselves.” (Streeck 1999; also and Kenner 1999)
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