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More Contingents, More Money

Using more contingent employees can boost a company's earnings and share price with no increase in risk, according to a university study.

Nandkumar Nayar, a professor of finance at Lehigh University, and G. Lee Willinger, a professor of accounting at the University of Oklahoma, looked at corporate balance sheets, share prices, and the use of contingent labor in 379 companies during the 1990s. Their study, published in the journal Decision Sciences, also compared their sample's results to those at companies that simply laid off employees.

Their research agreed with common wisdom that says increased reliance on contingent employees boosts profits because costs go down. But they took their study a step further and compared those results to share price performance.

"The results indicate that both financial statement measures and market valuation measures improve after the increased use of contingent labor, " they wrote. While layoffs can produce the same cost reductions, the authors said, there generally was "a negative stock price reaction to the downsizing

announcement."

Some researchers argue an increasing reliance on contingent workers presents a greater risk because a lack of commitment to an employer can hurt both productivity and product quality. Eventually, they

say, customers walk away and the risk of product liability suits goes up.

Nayar and Willinger found that when demand for company products drops, it is easier and cheaper to lay

off contingent workers than full-timers.  That helps reduce volatility inside a company because full-timers - those with the greatest expertise and knowledge - remain on staff. That factor, they say, evens out any risks that might be associated with heavier use of contingents.

Investors, they say, have taken note. The lack of increased risk "implies that the stock market does not incorporate any detrimental consequences from the increased reliance on contingent workers into stock returns,” the study concluded.

Given higher profits, improved share prices and no change in risk, "it is thus not surprising that firms are increasing their reliance on contingent labor," they said.

