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(2.267)  (5.057) (2.288)  (5.087) {2.292)  (5.083) (2.284) (5.08T) (2.287)  (5.083)

27190 1619 12.561*** 1.670 11.656* 1.674  11.779** 1.677 11.705** 1.668  11.795**
{2.008)  (4.582) (2.142)  (4.665) (2.142)  (4.658) (2.138)  (4.665) (2.138)  (4.659)
@7)01dd 1.656* 7.481*** 1.545* 7.980*** 1.547* 8.054*** 1.544* 7.956*** 1.539 8.045***
(0.878)  (1.952) (0.891)  (1.976) (0.891)  (1.972) (0.890)  (1.976) (0.890)  (1.973)

ol Zu g 1.241 -1.164 1244 -1.199  1.246  -1.040 1.271 -1.174  1.267 -1.035
(1.137)  (2.495) (1.147) (2515 (1.147)  (2.508) (1.145) (2515 (1.145)  (2.508)

Fgdu 3 0.016 0.082  0.011 0.077  0.011 0.080  0.011 0.078  0.011 0.081
(0.033)  (0.072) (0.034)  (0.073) (0.034)  (0.073) (0.033)  (0.073) (0.033)  (0.073)

2343 3.130"*  2.867  3.095™* 2429  3.097*** 2493  3.090*** 2411  3.084*** 2486
(0.904)  (2.016) (0.925)  (2.053) (0.925)  (2.048) (0.923)  (2.053) (0.923) (2.048)
NAHF57H -1.758*  -7.123"** -1.615  -7.226"** -1.608 -6.870*** -1.499  -7.154*** -1.513  -6.854***
(1.042)  (2.303) (1.056)  (2.329) (1.058)  (2.329) (1.055)  (2.331) (1.057)  (2.330)

agaae -1.177  -0.810  -1.084 -0.766 -1.086  -0.837 -1.173 -0.826 -1.171 -0.855
(0.900)  (2.009) (0.916)  (2.046) (0.916)  (2.040) (0.915)  (2.048) (0.915)  (2.042)

2579 -3.318°  -0.948™ -3.585"  -0.384™ -3.584*  -9.173** -3.900** -9.552** -3.909** -9.234**
(1.854)  (4.100)0 (1.886)  (4.167) (1.886)  (4.164) (1.889)  (4.177) (1.890)  (4.176)

AN L& 0.027 0.016  0.025 0.006  0.025 0.001  0.027 0.007  0.028 0.002
0.041)  (0.091) (0.041)  (0.093) (0.041)  (0.092) (0.041)  (0.093) (0.041)  (0.093)

F8 4R - - -0.014 0.478 -0.015 0.426 -0.025 0.467 -0.023 0.423
- - 0.198)  (0.427) (0.198)  (0.427) (0.198)  (0.427) (0.198)  (0.427

W% o} - - 0.027 1.256*  0.027 1.249*  0.002 1.245  0.002 1.245
- - (0.358)  (0.759) (0.358)  (0.757) (0.359)  (0.759) (0.358)  (0.757)

A4y - - 0.310 0.660  0.308 0586  0.348 0.686  0.353 0.596
- - (0.313)  (0.644) (0.313)  (0.642) (0.313)  (0.645 (0.314)  (0.644)

2] 6.436*** 0447  6.536** 0413  6.549"** 0608  5.880*** 0024 5838 0474
(2.051)  (4.610) (2.072)  (4.656) (2.075)  (4.645) (2.095)  (4.705) (2.102)  (4.696)

RIS 3473 1272 3.108"™  0.894  3.099"  0.551  3.038**  0.794  3.055"*  0.526
(1.376)  (3.026) (1.403)  (3.096) (1.405)  (3.094) (1.401)  (3.100) (1.403)  (3.097)

7153494 0.257 1.013  -0.251 -2423  -0.305  -4.116 -0559 2570 -0.445  -4.129
(2.072)  (4.606)  (2.195)  (4.839) (2.246)  (4.904) (2.198)  (4.845) (2.246)  (4.904)

71534 - - - - 0.286 111 - - -0.624 10.889*
- - - - (2.541)  (5.485) - - 2.570)  (5.602)

I - - - - - - 7.744* 4885  7.897**  1.616
- - - - - - (3.686)  (8.113) (3.740)  (8.216)

LL -3688 -2552 -3606  -2516  -3606 2514  -3604  -2516  -3604  -2514
?}O]Z}% 128”‘ 68“‘ 124:“ 77#»' 124!3‘ 81”‘ 129‘&‘ 77“ 129t¥t 81"‘
A4 1572 1573 1547 1548 1547 1548 1547 1548 1547 1548

F: 1) "p<.1, "'p<.05, ***p<01.

2) A HEF 7 947 FAHUS
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The Relationship between Functional and Numerical
Flexibilities in Employment Flexibility

Dong-Bae Kim* - Young-Myon Lee**

Abstract

Companies in Korea recently began to increase aggressively the labor flexibility by habitual
restructuring to respond with market competition. Consequently, the types of labor contracts
are diversified and the numbers of contingent workers including contract workers, part-timers,
and temporary workers rapidly increased in recent years. The Bureau of Statistics reports the
ratio of contingent workers in Korea are more than half of the workers in 2002 although the
Korean Employers Federation (KEF) argued that the percentage of contingent workers in
practical sense are about 18 percent. The increase of contingent workers, however, does not
necessarily mean the improvement of companies's competitiveness.

The enhanced labor flexibility may improve the company's competitiveness if the functional
flexibility of regular workers is increased while the numerical flexibility of contingent workers
is decreased. Its competitiveness, however, may also be improved if the functional flexibility of
regular workers is increased and if the numerical flexibility of contingent workers is increased
as a buffer to adjust unexpected labor demands. The latter case, however, may increase the
social cost because this leads dual labor market at the national level. Third possibility is the
loss of companies competitiveness due to the overuse of contingent workers without the
improved functional flexibility of regular workers.

These arguments lead the question of this paper to check the relationship between the
functional and the numerical flexibilities in Korean companies. If the relationship is positive,
then the effect of the relationship may increase the companies competitiveness although the
social cost exists due to the dual labor market system. If the relationship is negative, two

* Research Fellow, Korea Labor Institute, dongbae@kli.re kr.
** Professor, Department of Management, Dongguk University. youngman@dongguk.edu.
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interpretations are available. The first interpretation is that the increase in functional flexibility
of regular employees reduces the demand for contingent workers. This keeps the competitiveness
for the company and reduces the cost to the society due to the increased contingent workers.
The second interpretation is the decrease in functional flexibility of regular workers and the
increase in numerical flexibility of contingent workers. This case is bad for both the company
and the society. Additionally. the moderate effects of compensation cost and labor union on the
relationship are hypothesized.

To analyze the relationship between the functional and the numerical flexibilities of labor in
Korean companies, the second year data of Enterprise Panel Data surveyed annually by Korea
Labor Institute was used. The second year data were collected in between April and June in
2003. The number of surveyed companies were 2,275 and 2,005 questionnaires were returned
from human resource managers. 2,008 from industrial relations managers, and 1,175 from
workers representatives. Simple statistics for the sample are as follows. The size of surveyed
companies are: 25.1% in less than 50 employees, 19.6% in 50-99 employees, 37.2% in
100-299 employees, and 18.0% in more than 300 employees. More than half of the companies
are in mining and manufacturing industries, and 11.4% in transportation and telecommunications,
and 10.6% in wholesale and lodging industries. Fifty-nine percent of companies are not
unionized while 35.4% of companies have a union at the plant level and 5.2% at the company
level. About 20% of companies are subcontracted companies, 24.3% of them are subcontracting
companies, and 56.2% of companies do not have subcontract relationship.

The two dependent variables to measure the numerical flexibility are a dummy variable for
either using contingent workers or adjusting the number of regular workers, and the ratio of
contingent workers to total number of workers. The independent variable to measure the
functional flexibility is a composite index variable of 11 related variables. They include skill
development level, job rotation, and workplace participation information among others. These
variables are standardized and merged into one variable. The Cronbach-alpha of 11 variables
was 0.65. The compensation cost was measured by merging 4 variables: relative wage, and
benefits level within the same industry, the average of managers salaries, and the average of
workers wages. The union dummy variable was coded as one if either the surveyed company or
plant is unionized.

The control variables include the number of years since the company was established, the
number of workers, the dummy variables for subcontracted company and subcontracting company,
the pressure for short-term profit, the dummy for a burden of high compensation cost, the ratio
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of export to total sales. Other control variables include the dummy variable for severe market
competition situation, the market share ratio, the use of market differentiation strategy.
Company governance structure was also controlled as a dummy variable coded as one if the
company was managed by the owner and the additional variable of the ratio of stocks owned by
foreign investors. Finally, 6 industry duinmy variables were controlled.

The first hypothesis was not supported by the empirical results. The functional flexibility
variable was not significant in determining either the use of contingent workers or the
adjustment of regular workers. A few other regression models using different control variables
showed no effect. The second hypothesis on the moderate effect of compensation cost to the use
of contingent workers was partially supported. The compensation cost increases the use of
contingent workers but do not change the numerical adjustment of regular workers. While the
interaction variable of functional flexibility and compensation cost was significant only in the
numerical adjustment of regular workers model but neither of two variables is statistically
significant. The third hypothesis on the moderate effect of union was partially significant in
the ratio of contingent workers model because the functional flexibility variable was not
significant in the model.

The result of this study is similar to the previous studies based on the fact that the
relationship has been argued as mixed and no causality was clearly defined yet. One
implication based on the analysis is the increased functional flexibility by regular workers
possibly will enhance both the company’s competitiveness with overusing contingent workers
and eventually the social integration by reducing the problem of insider-outsider issues in the
labor market. The other implication is the company may have the incentive of increasing
numerical flexibility if the market competition or the pressure for short-term profits increases.
The following studies on the relationship, however, are required to confirm the implications
suggested in this study.

Key words: Functional Flexibility, Quantitative Flexibility, Compensation Cost, Labor Union,
Enterprise Panel Survey
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