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Résumé Cet article étudie I'influence de la structure pi®priété des entreprises (cotation et
identité des actionnaires) sur la gestion de I'empWNous utilisons I'enquéte REPONSE 2004-

2005, fondée sur un échantillon de 2930 établiseesnde 20 salariés et plus, représentatif du
secteur marchand francais. L’analyse économétrignéirme I'importance de la propriété comme

déterminant de la gestion de I'emploi, que ce epitermes de formes temporaires de mobilisation
du travail (recours a l'intérim, aux CDD et a lausdraitance), de politique salariale (niveau des
rémunérations et usage de primes), de variatidifedtds ou de formation.

Abstract. This article examines the influence of equity evahip structure on human resource
management practices. The empirical analysis Ume2@04-2005 Workplace Industrial Relations
Survey (REPONSE survey), based on a sample of @9@blishments with 20 employees or more,
representative of the French private sector. Ec@tocanalysis confirms the importance of equity
ownership as a determinant of human resource mar&agepractices, considering temporary work
arrangements (agency work, fixed-term contractssadcontracting), pay policy (wage levels and
use of variable pay), changes in workforce sizeteaiding expenditures.
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1 Introduction

In the wake of research carried out in the fielidNew Institutional Economics and Law and
Economics, corporate governance has been the atfjegbwing attention since the early 1990s.
Of primary interests are the determinants and apresgces of equity ownership structure, of the
legal form of the firm, and of the composition dktboard of directors. Numerous studies have
examined more precisely the role labour plays, ighbtplay, in corporate governance (Blair, 1995;
Blair and Roe, 1999; Roe, 2002; Gourevitch and Bhi2005). Blair (1995), for example,
highlights the way in which the admission of em@eyepresentatives to the board of directors can
favour investments in specific human capital, whilee (2002) considers the rights enjoyed by
employees in continental Europe as an explanasatyff of the concentration of equity ownership.
More recently, some works have explored the infbeemf corporate governance, and more
specifically of stock markets, on human resourc@agament practices and working conditions
(see, for example, Gospel and Pendleton, 2005 ae&mann, Conway, Trenberth and Wilkinson,
2006). Corporate governance determines the nafuteeaelations between the main stakeholders
in the firm (shareholders, directors, executived amployees). As such, it plays a decisive part in
fixing the firm’s objectives and orientating the yé is run. If we consider human resource
management to be one of the most important st@tegiables for companies, then it is logical to
ask what contribution it makes to achieving thesobyes set by the governance.

In continental Europe and Japan, changes in st@kehlaw and (to a lesser extent) in corporate
law, together with the growing liquidity of finaradi markets, have increased the sensitivity of
managers to the interests of minority shareholdeasnto, 1998; Cioffi and Cohen, 2000; Aoki,
2007): the influence of stock market over listednpanies is getting stronger. This has led some
authors to diagnose a convergence between theneotdl European or Japanese systems of
governance and the American or British model (Harsmand Kraakman, 2001). The question of
the consequences of this trend on human resoummagament then arises (Jackson, 2005).

At present, research into the relation betweenaratp governance and employment follows three
main paths.

The first of these, macro-economic and macro-legiaésses the institutional complementarities
that are likely to form on a national level betwekea stock market and the labour market (Hall and
Soskice, 2001; Amable, Ernst and Palombarini, 2a@&akin and Ahlering, 2005; Barker and
Rueda, 2007; Black, Gospel and Pendleton, 2007. Kdy idea is that a financial system that
favours liquidity, as in the United States or GrBatain, may limit the possibilities for employee
commitment and cooperation within enterprises,facititate the reorganisation of activities. Black
et al. (2007) observe, for example, for OECD countrieghe 1990s, the negative influence of
stock market activity on employment stability ame tcentralisation of wage bargaining; on the
other hand, they find no effect on employee trajniwidely studied in this literature. These works
stress a first level of interaction between theesp of finance and employment. But, by definition,
they do not allow any sub-national distinctionswaesn firms, according to whether or not they are
listed on the stock market or according to therittigtion of equity ownership.

The second line of research examines changes ifogment in firms that have become sensitized
to stock market, through a series of monographsmerprises. Jackson, Hopner and Kurdelbusch
(2005) study human resource management in largedlisompanies in Germany, which are
becoming increasingly concerned with their finahgeofitability and stock market valuations.
Froud, Haslam, Johal and Williams (2000a) and Deaklobbs, Konzelmann and Wilkinson
(2006) study British listed companies. These wdoksig to light a style of human resource



management associated with the requirements of ritynghareholders, a style that cannot be
found either in non-listed companies or in listaampanies that are insulated, because of their
shareholding structure, from the influence of theclk market. However, these monographic
studies would be interestingly complemented bystieal or econometric analyses.

The third path of research, micro-econometric, wsda on business enterprises to investigate the
consequences of mergers and acquisitions — aneftherof changes affecting equity ownership —
on variations in the workforce. This vast liter&iras been revived by the use of linked employer-
employee data (LEED; see Bryson, Forth and Ba2#6). The results have been very mixed: for
example, while Lehto and Bockerman (2006) obsenat thanges in ownership lead overall to
reductions in the workforce, Margolis (2006) notbhat the workers laid off have profiles that
enable them to find new jobs relatively quickly. €égen, Brewster and Wood (2006) offer an
original contribution: on the basis of enterprisgdl data from different countries, they analyse th
influence of mergers and acquisitions on the waterpnises adjust their workforce (freezing
recruitment, early retirement, lay-offs, etc.). Timain limitation of this line of research, for our
purpose, is that it only concentrates on one aspfeltiman resource management (changes in the
workforce). Furthermore, these works only look ate gparticular moment, when the equity
ownership is restructured.

Our article differs from and complements the apphes described above, by proposing an
econometric study based on establishment-leve| tataugh which it is possible to identify a large
set of human resource management practices, bayoridorce adjustments. More precisely, the
aim is to study the influence of the equity own@ystf enterprises (quotation on the stock market
and identity of the main category of shareholdams)different human resource management
practices- We use a French linked employer-employee datalizs®004-2005 REPONSE survey,
carried out by the DARES (the Research and Stdidliepartment of the French Ministry of
Labour). This survey consisted in three sets ofstjoenaires (one addressed to a management
representative, one to an employee representatideoae to a small number of employees) for a
sample of nearly 3000 French establishments witlo2éhore employees, representative of the
private sector (excluding the agricultural sectdme information supplied on human resource
management practices, work organisation and indlsglations is very rich. If the data pertain
mainly to the establishment level, there is aldorimation available on stock market quotation and
the distribution of the company’s equity capitah &ddition, the survey is merged with an
administrative source that provides information wbahe amount of wages paid in the
establishment. We end up with a large quantitynérimation on the competitive environment of
these establishments, the distribution of equityhemship and their human resource management
practices for the year 2004.

Our results confirm the importance of ownershimateterminant of human resource management
practices. More specifically, we observe that quotaon the stock market, whether or not the
capital is primarily owned by institutional invesdpis associated with a particular profile of labo
management. Relatively favourable working condgidim terms of wages and training) are given
to a small core of employees. Wage bill flexibilisyobtained by the extensive use of individual
and collective bonuses rather than changes inudh&ar of salaried staff. In parallel, the massive
use of commercial contracts (temp agencies andamiing out) constitutes a complementary form

! Abe and Hoshi (2007) propose a similar approacddpan. However, there are two important diffeesnc
Firstly, their sample only contains 58 enterprisgscondly, all these enterprises are listed, offfgrahg in
the distribution of their equity ownership. This tlk@annot, therefore, be used to compare the dipece
effects of listing on the stock market.



of cost ‘flexibilisation’ that characterises themstablishments. We argue that this profile of human
resource management is consistent with the prdftiakequirements of the stock market.

The article is organised as follows. The secondi@e@resents the main characteristics of the
French model of corporate governance and examewnt developments in this model, reflecting
the rise to power of minority shareholders. Theoth&cal links between stock market and human
resource management are discussed in the thirbiseThe fourth section describes the empirical
analysis. The fifth section presents the main testihe sixth section concludes.

2 The dynamic of the French model of governance

When it examines the characteristics of corporateemance models, the comparative literature
traditionally contrasts continental Europe with tbimited States and Great Britain (see, for
example, Prowse, 1995; Barca and Becht, 2001). rdleeplayed by stock market in corporate
control is the main distinctive factor.

In the Anglo-Saxon countries, companies are maguently listed and the stock markets are more
active, in terms of volumes transacted. The primavers in these markets are institutional

investors, especially pension funds and mutual umdhich own about half of the shares listed in
the United States, the other half being owned byshkbolds. With the addition of insurance

companies, the holdings of institutional investansGreat Britain represent more than 70%.

Although institutional investors manage large vodsnof assets, they diversify their portfolios and
only possess a small proportion of shares in amgngcompany: they are minority shareholders.
Stock market prices, which in theory capture exgemts of dividends and determine the

possibilities of making capital gains, agepriori the best indicator of the interests of these
investors, who are concerned with the liquiditytredir assets.

The dispersion of equity ownership resulting fromedsification makes direct control of the
managers by the stockholders difficult, or evenasgible (Berle and Means, 1932). There are,
however, a certain number of devices that encoutagemanagers to behave in line with the
interests of the minority shareholders. Some ofe¢hdevices are of a legal nature. Shareholder
activism, consisting in exercising voting rightssystematically as possible general meetings of
shareholders, is common practice among institutioneestors in the United States and also, to a
lesser extent, in Great Britain (Black, 1998). hikse, legal actions against managers or directors
for the breach of fiduciary duties are frequenthe United States (Hertig and Kanda, 2004). But it
is above all those mechanisms that sensitize mamagehe stock market price which guarantee
the ‘prioritization’ of shareholders interests imsiness conduct: in Great Britain, a flexible regim
for hostile takeover bids favours stock market igisne (Deakin, Hobbs, Nash and Slinger, 2003),
while in the United States, this role is more likeéb be played by share option schemes for
corporate executives (Hansmann and Kraakman, 20®%,). Taken as a whole, these mechanisms
drive managers to adopt a form of management basethe “creation of shareholder value”
(Froud, Haslam, Johal and Williams, 2000a and 2000&zonick and O’Sullivan, 2000;
O’Sullivan, 2000; Hossfeld and Klee, 2003): in piea terms, this means achieving maximum
financial profitability so as to keep a favourabteck market evaluation (see below).

To be efficient, this market control requires th@ghlest possible level of (informational)
transparency on the part of companies. The minshareholders, at a distance, should have access
to reliable information about the management of ganies, so that their valuations, or decisions to
buy or sell, can be as rational as possible. Onlyhts condition can the stock market price offer
pertinent signals on the running of companies. Téguirements regarding the disclosure of



information by listed companies in the United Sdaad Great Britain are therefore traditionally
high.

This system of control is usually referred to astsider control’, because it relies first and
foremost on players from outside the company (theority shareholders). The main characteristic
of this model is that it takes the stock market@ras a central indicator in the management of
listed companies.

In France (and continental Europe as a whole)jntiportance of institutional investors is lower —
notably due to the slighter presence of pensiomiguithe possession of shares by non-financial
companies is relatively substantial. Unlike theig¢gbshareholdings of institutional investors, #hes
are often ‘blockholdings’. The concentration of @sship is therefore quite high (La Porta, Lopez
de Silanes and Shleifer, 1999; Barca and Becht1)20@ tends to protect or insulate listed
companies from the stock market. In addition, ewygés’ rights to information and consultation,
particularly through works councils, constitute iaternal counterweight (Rebérioux, 2002). In
Germany, these rights are made even more substhptihe system of co-determination, where
employee representatives of certain companies igem geats on the supervisory board (with the
same rights as the shareholder representativess) gé€heral pattern of corporate control is referred
to as ‘insider control’, giving significant weigld agents committed to stable relations with the
company (blockholders and employees).

This difference in the relative importance attachedtock market valuations within each of the
governance systems is not without consequencethdostrategic choices and the management of
companies. Probably the most direct effect concémasdividend policies of listed companies:
according to La Porta, Lopez de Silanes, Shleifed ®ishny (2000), common law countries
(including Great Britain and the United States)édavnore generous dividend policy than civil law
countries (including France and Germany). This \gawyeral result is criticised by Goergen (2007),
who nevertheless finds, in a comparison betweemt@eatain and Germany, that German firms
are more likely to cut dividends when their neutesfall. These works suggest that the payment of
dividends does indeed represent a more strategimoce sensitive, variable for listed companies
that are under direct pressure from the stock ntarke

However, the typology described above is being toveed: the idea of the convergence of the
continental European model of shareholding towatds Anglo-Saxon model is now widely
advanced in the comparative literature (see, famgte, Hansmann and Kraakman, 2001; Denis
and McConnell, 2003). In the French case, it issbs to identify certain developments that
undeniably play a part in shifting the insider mlooegovernance towards a more market-based
(outsider) one.

The first evidence of this move is the growth inckt market capitalisation, mostly due to an
increase in the volume of security transactionds @rowth in stock market activity is directly
linked to the increasing penetration of these ntarkg financial investors, not only national but
also British and American. Thus, Tirole (2006) msties that one third of the capital of French
listed companies was held by non-residents in 2@02inly Anglo-Saxon funds looking for
international diversification of their portfolio¥homsen (2004) reports that at the beginning of the
1990s, the proportion of ownership by non-residemds less than 15%. Today, for the largest

2 Ownership concentration is favoured by legal riy@sg in the domain of corporate law. In Frandast
essentially involves double voting rights (see, éaample, Hansmann and Kraakman, 2004, pp. 55-56),
voting caps to protect against hostile takeovesg,(for example, Cozian, Viander and Deboissy, 2005
290) and shareholder pacts (see, for example, €o¥iander and Deboissy, 2005, p.305).



companies (included in the CAC40), the percentaggommonly above 40%. This increase in the

power of minority shareholders in the equity cdpfaFrench companies has been accompanied by
a decline, but not a collapse, in blockholdingse ($aomsen, 2004, pp. 306-308). Table 1 presents
the distribution of ownership of French listed canies in 2004 (date when the REPONSE survey
was conducted): considering that the large majaritgon-residents are investment funds, we can
see that institutional investors, French and foreigpresent by far the most important category of
shareholders in listed companies today.

Table 1: Ownership of common stock (as a perceraégatstanding shares)
for French listed companies in March 2004

Households 8.6
Non-financial companit 24.¢€
Other non-financial ager 4.2
Institutional investors 28.1
Non-residents 34.6
Total 100

Source: Banque de France

In parallel, we can observe important changesnaritial market law and, to a lesser extent, in
corporate law over the last decade, moving towgrésiter protection for minority shareholders
(Fanto, 1998; Cioffi and Cohen, 2000). The infonmratdisclosure obligations of listed companies
have been markedly strengthened, notably by tlees:tthe “New Economic Regulation” Act of
May 2001, the “Financial Security” Act of August@and the Ordonnancén°2004-604 of June
2004. These texts were directly inspired by thelipation, since the mid-1990s, of a series of
corporate governance codes, promoting the intecéstsnority shareholders.

The calculations made by Batsch (2007) on the @Qstrial groups of the CAC40 also reveal that
dividends are on the upswing: between 1999 and,20@>dividend per share practically doubled
on average (multiplied by 1.9). Ginglinger and LiHR006) point out that share buybacks, by
which some of the cash flow can be transferred hareholders, have become commonplace,
encouraged by a change in the regulation in 198@. Standard use of stock options by French
listed companies is another marker of the procé&mancialisation’: according to a study by the
firm Towers Perrin, published in May 2007, Fransetlhe European country in which the
proportion of stock options and free shares in etiee pay is the highest (50 %, compared with
less than 30 % in Great Britain, and more than 68 %e United States).

The use of data from the last two REPONSE surv&9971-1998 and 2004-2005) confirms these
trends. The first evidence is that of an increas¢he number of establishments belonging to
companies listed on the stock mafkéh 2004, 23.9% of establishments belonged tostedi
company, compared to 21.9% in 1998. 37.6% of thekfwoce was employed in a listed company
in 2004, compared to 34.2% in 1998. The secondeece is that of the increasing importance of
institutional investors (national and foreign) netequity capital of listed companies. In 2004séne
investors were the largest category of shareholfter28.4% of the establishments belonging to
listed companies (thus outstripping all the othegegories), against only 17.7% in 1998. The equity

% See the Viénot | (1995) and Viénot Il (1999) reppand the Bouton report (2002).

* The figures presented in this article are weighfiétky relate either to all establishments in thenEh
private sector (excluding agricultural sector) w2ih or more employees (125,200 establishmentgp all
the employees in these establishments (9.6 midlioployees).



ownership structure of non-listed companies renthimeich more stable, with a predominant
proportion owned by families or individuals.

The growing sensitization of the executives of Elelisted companies to the interests of minority
shareholders can hardly be disputed. Even so, am@dlalso note that certain domains escape this
movement of convergence, with a strengthening efdmaracteristics of the continental European
model: this is the case for the law codifying hlestakeovers, which, with the transposition of the
13th European Directive, offers some latitude tenéh companies to protect themselves
(Shearman & Sterling LLP, 2006). Likewise, the stthening of employees’ rights to information
and consultation represents a factor of divergenche French model. As a consequence, the
diagnosis of a one-dimensional movement of convergéowards Anglo-Saxon standards needs to
be qualified (Aglietta and Rebérioux, 2005). Therent situation is rather one of coexistence
between two rationales, the logic of blockholdirays the one hand, and the logic of the stock
market, supported by the increase in power of dified investment funds on the other.

3 The stock market and human resource managementose hypotheses

As we saw in the introduction, the literature oe Harieties of capitalism brings to light the way i
which the characteristics of the financial markeds be related to certain practices in the field of
human resource management. Thus, a financial sytst@nfiavours the rapid reallocation of capital
(exit strategies for investors) is seen as beingptementary to a flexible labour market, with low
job protection. Conversely, less liquid financiabnkets, such as they exist traditionally in the
continental European model, promote a certain lef@b stability within companies, favourable
to the development of specific human capital. If uge the same analytical grid to examine the
situation at the corporate level, in a country vatbure “insider” model of governance, we should
not find any clear difference in human resource aga@ment practices between listed and non-
listed companies: the weakness of the control nmesires associated with the stock market should
diminish the differences likely to affect listeddanon-listed companies. In other words, being
listed on the stock market should np&r se imply a specific style of management. On the othe
hand, we should expect to observe more pronouniftethces in human resource management
practices between the two groups of companiesamfluence of the stock market gains ground.
This is the hypothesis underpinning, for examphe, $tudy of Jackson, Hopner and Kurdelbusch
(2005), who seek to grasp the specificity of humesource management practices in the large
listed companies in Germany. In the French casd, gimen the developments in corporate
governance described in the previous section, we asaume that human resource management
practices can be differentiated according to wiretihenot the company is listed and the extent to
which its equity capital is held by financial invess.

It is possible to specify the ways in which stoclarket pressure is likely to influence the
management, organisation and remuneration of labdysriori, the most direct effects of the
current changes in corporate governance are obtaers. Firstly, the process of ‘financialisation’
tends to strengthen the requirements of informatiecransparency for listed companies. We shall
leave this question aside in this article. Secontys process strengthens the requirements of
financial profitability imposed on listed companids a capitalist system, it is clear that every
company has to achieve a level of profitabilityoaling it to cover the cost of capital. Over and
above this level, the requirements of profitabik§ll be more or less intense according to the
macro-institutional context that underlies the eaes of capitalism (Hall and Soskice, 2001,
Amable, 2003; Jacksoret al, 2005). More precisely, ‘financialisation’ acceates these
requirements. Competing to attract household sayimyestment funds seek to offer the highest
possible profitability (at a given level of rislg their beneficiaries. This is not without consetes



for the companies in which they own shares. Assalteinstitutional investors are the bearers of
new forms of corporate management, based on therisation of “shareholder valug”

More precisely, value-based management models, hwfiist appeared in the 1990sare all
founded on the same principle: there is “creatidnsivareholder value” when the (financial)
profitability achieved by the company is higherrthtae profitability expected by the market (the
cost of equity capital for the firm). The most wiglesed tool of shareholder value creation,
Economic Value Added (EVA), expresses this appranaohkt clearly. Presented by its advocates as
being closely correlated to the stock market ptilces, indicator makes it possible to operationalize
the requirements imposed by invest®slenotes the net result (net operating profit dtr), k the
cost of capital (or the equilibrium return on egués calculated by the Capital Asset Pricing
Model), EC the book value of equity capital aR®DE (Return On Equity) the financial profitability
(the ratio of the net result to equity capifdl/ EQ. We can then write two equivalent expressions
of EVA for a firm at timet:

EVA=R -k .EG
= (ROE - k).EG

According to this approach, therefore, the weadthlly created for shareholders is the value added
over and above the profitability expected by thekea(ROE — k. The market equilibrium return
(K) is considered as the minimum return, a benchn@rkthe basis of which the real creation of
value can be appreciated (Batsch 1999). Managersnaited to maximise shareholder value in
each financial period, and this should guaranteenth favourable evaluation in the stock market.
On the other hand, any “destruction” of shareholddue (financial profitability that is positive bu
below the cost of capital) runs the risk of provakia fall in the price of the company’s shares.
From an operational point of view, as managers maveirect influence over the cost of capitgl (
the requirement of shareholder value creation altsly comes down to a requirement for the
maximisation of financial profitability.

Accounting analysis can be used to appreciate iffiereht paths open to managers to obtain
maximum financial profitability (Froud, Haslam, &tand Williams, 2000a and 2000b). As with
any ratio, there are two possibilities. They canmkaan the denominator, in other words the capital
invested EC): share buybacks, which reduce total equity chpre@ used ever more frequently by
listed companies (see Ginglinger and L'Her, 200@ley can also work on the numerator, in this
case the net resulR( the difference between turnover or total incomed #otal costs). It is at this
level that human resource management practicebeased as strategic leverage. More precisely,
two strategies can be distinguished.

The first strategy could be described as ‘defengivdow road’. It consists in minimising labour
costs, the primary component in operating coststsimost direct form, this may be achieved by
reducing the workforce, through ‘downsizing’. Compaestructuring over the last two decades

®> A conspicuous example of strategic turn by listethpanies in reaction to the increasing pressustook
market is reported by Vitols (2002), with the ‘Bithree’ German integrated chemical/pharmaceutical
companies (Hoechst, Bayer and BASF). Whereas ttaspanies tended in the postwar period to pri@ritiz
growth (in particular through diversification) andvestment over profitability, the transformation i
corporate governance in the mid 1990s led theno¢ad on stock price and financial profitability. time
case of Hoechst, this involved quite a radical geanf business model, with the abandonment of the
integrated strategy.

® On the diffusion of these models, see for exampdep@r, Crowther, Davies and Davis (2000) and
Hossfeld and Klee (2003).



has often appeared to be guided by the desirediaceethe proportion of value-added devoted to
labour, to satisfy the profitability constraintsposed by the rise to power of market findngsee,

for example, Froue@t al, 2000a for the British case and O’Sullivan, 2000the case of the United
States during the 1980s and 1990s). For a givenddithe workforce, a low road strategy can also
take the form of a restrictive pay policy or thmiliation of training expenditures. This hypothesis
is envisaged by Blackt al (2007), who use macroeconomic data to test tipadtnof stock market
activity on the training effort of firms — withoobtaining any significant results.

The second strategy has more of an ‘offensiveghhioad’ nature. It acknowledges the fact that
certain short-term costs can, over the medium ng kerm, increase total income and so both net
result and profitability. The motivation of empla@ge (through pay policy for example) and high

expenditures on training can increase productiaityl the company’s innovation capacity, so

maintaining a competitive advantage. Consequeatstrategy of short-term cost minimisation can

conflict with a strategy of maximising profitabylibver a longer-term horizon. The question of the
impact of profitability requirements on labour c#tus remains open.

Besides maximising net result, it is also necessargontrol its variation. A fall in profits is
particularly critical because, even if it is temgqy, it may produce a “destruction of value”
(ROE < R that will be penalized by the stock market. Has treason, the flexibility of operating
costs might be exploited to vary the net resulthef company according to need (Colasse 2001,
Froudet al 2000b). Labour costs, as the main component efading cots, are a natural candidate
for this purpose. They might be adjusted through uke of flexible forms of employment and
flexible pay practices. Thus, Jackson (2005) amttstmet al (2005) observe the massive use of
performance-related pay schemes by German firmsumg shareholder value-based management
strategies.

To sum up, the growing importance of stock markauation in the strategies of French listed
companies is pushing up the requirements of firnmiofitability. Human resource management
practices are likely to be influenced, to the ektbat they can contribute directly to meeting thes
requirements. This analysis presupposes thatpibssible to observegeteris paribusa significant
difference between listed and non-listed compaimékeir human resource management practices.
In other words, we set out to test the hypothdss quotation, because it endows the valuations of
players in the financial market with central importe, is likely to shape human resource
management practices. We distinguish practicesrdicigpto whether they focus on the variability
(flexibility) of labour costs or on their overalevel (training expenditures and pay levels, for
example). In addition, we can put forward the hiests that the penetration of capital by
institutional investors, whether resident or forgigheightens profitability requirements and
consequently impacts on human resource manageirtentfollowing section therefore sets out to
evaluate the existence of a style of human resauargagement consistent with the pressure of the
stock market, drawing on the data of the 2004-ZREPONSE survey.

4 Empirical analysis

The REPONSE (Workplace Industrial Relations) Surv@ystitutes a unique source of information
in France from which one can combine relatively ptete information about both human resource

” We should note, however, that no systematic enaitink has been evinced between a rise in stock
market price and a cut in the workforce (see Caglancard and Couderc, 2006). While recognisiraj th
restructuring can be motivated by financial prdiiligy, it is clear, however, that shareholdersrad always
value downsizing.



management practices and the ownership structuteeofompany. To obtain information on the
pay level, we have drawn information from the DAD&hnual Declarations of Social Data,
collected by the National Institute for Statistenxsd Economic Studies, INSEE), merged with the
REPONSE database. The DADS gives us exhaustivanatrative, information on wages.

In the previous section, we put forward the hypsithdhat stock market valuation can have
significant consequences on human resource managemectices. We consider the impact of
profitability requirements, firstly on the ‘varidisiation’ of costs, and secondly on their overall
level:

* In relation to the ‘variabilisation’ of costs, wgamine the use of temporary work arrangements
and the use of flexible pay systems. By using tawmyolabour arrangements, through
employment contracts (fixed-term contracts) or caroml contracts (temporary agency
workers and subcontracting), the company can rdsod workforce without any long-term
commitment. It can then change the quantity of lalused over the very short term. Pay policy
is another tool of labour cost ‘variabilisation’.efond the wages, employers have the
possibility of implementing, on a selective and aesible basis, individual bonus schemes
(linked to attendance or individual performance ragal for example) or collective bonus
schemes (linked to financial performance or sat#ably). In sum, the use of temporary work
arrangements and of variable pay schemes constittdekey elements of human resource
management policy by which the operating cost®i®@icompany can be ‘variabilised’.

 Three dimensions affecting the level of labour soate studied: wage levels, training
expenditures and workforce stability, the lattethmthe aim, in particular, of reducing labour
turnover costs.

We now present in more detail the variables desgiborporate governance and human resource
management, our empirical strategy and, more Pri¢He control variables introduced in the
regressions.

Variable of equity ownership structure

Concerning the structure of equity ownership, tl®422005 REPONSE survey contains two
guestions: one concerning the quotation of thetgauaipital and the other concerning the nature of
the principal category of shareholders (Frenchooeign institutional investors, French or foreign
non-financial companies, families and individuas)ployees, State or others). We have chosen to
underline the situations where the company isdiséssociated with the fact of whether or not its
capital is owned primarily by institutional invest® Our variable of governance therefore divides
the sample into three categories: establishmehts@iag to non-listed companies, establishments
belonging to listed companies in which institutibmevestors are not the major shareholders and,
finally, establishments belonging to listed compeann which institutional investors are the major
shareholders. The distribution of this variablgiesented in Table 2. In total, more than 24% of
French establishments with 20 or more employeeslydig the agricultural sector and public
sector) belong to listed companies, employing 37d@%he labour force (i.e. about 3,610,000
employees). This variable can be considered a®xygdor the degree of ‘financialisation’ of the
companies. By definition, non-listed companies ao¢ directly subject to the requirements of
profitability imposed by market finance; by contraBsted companies in which institutional
investors are the largest category of shareholdersthe most directly concerned by the stock-

® Companies primarily owned by the State or empleyesve been excluded from the sample, given their
specificities. These situations only concern a tmgority of companies (less than 3% of the sampkeach
case).
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market rationale of maximising profitability. Listeeompanies in which financial investors are not
the main category of shareholders lie betweenviioe t

Table 2: Ownership of equity capital

Weighted % of ~ Number of
establishmen establishmen

Listed and institutional investors as main sharétid 6.1 28¢
Listed and other main shareholders 18.1 70¢
Non listed 75.8 152¢
Total 100.0 2521

Field: Establishments of 20 employees or more énpitivate sector (excluding agricultural sector)
Source: 2004-2005 REPONSE survey, management egpiatives questionnaire, Dares

Variables of human resource management
On the basis of the 2004-2005 REPONSE survey, we li#ferentiated the human resource
management practices related to labour cost ‘vilisation’, as well as those that impact more

directly on the level of labour-related expenditur@able 3 presents the distribution of these
different variables.

Table 3: Variables of human resource management

Listed and Listed and
Full sample institutional  other main Non listed

investor: stockholder
Temporary work arrangements (in % of establishment
Intensive use of temporary work 22.¢ 31.C 30.5 20.t
Intensive use of fixed- term contre 27.C 242 23.2 29.4
Use of subcontractir 53.7 66.2 61.4 50.¢
Individual bonuses(in % of establishment
For non-managerial employ: 55.2 67.€ 62.1 52.€
For managerial employe 64.2 89.2 83.t 57.t
Collective bonuses(in % of establishment
For non-managerial employ: 49.F 78.¢ 72.4 41.€
For managerial employe 52.2 75.€ 74.2 447
Net hourly wages in the establishmel
Average in € (mean valt 11.C 13.C 12.1 10.€
(standard deviation) 3j4. (6.4) (3.8) (4.0)
Median in € (mean valt 9.7 11.: 10.€ 9.3
(standard deviation) 3§3. (4.0) (3.2) (3.2)
Interdecile ratio D9/D1 (mean vali 2.1 2.1 2.2 2.1
(standard deviation) 411. (0.8) (0.9) (1.6)
Training expenditures (in % of establishment
3% and more of the total wage 25.¢ 36.2 37.t 22.t
Changes in workforce size(in % of establishment
Increasin 44 ¢ 43.2 40.5 45.¢
Decreasin 15.7 18.7 20.4 14.:
Stabl 40.C 38.1 39.1 40.4

Note: All statistics are weighted.
Field: Establishments with 20 employees or mordaénprivate sector (excluding agricultural sector).
Source: 2004-2005 REPONSE survey, management espiedise questionnaire, Dares
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Among the flexible work arrangements, we take iat@ount temporary agency workers, fixed-
term contracts and subcontracting. In the suryegyuse of both temporary workers and fixed-term
contracts is given relatively precisely as a petags of total workforce. These types of contraet ar
guite common in France (nearly 40% of establishmeisie temporary workers and nearly 60%
used fixed-term contracts, according to the 200352REPONSE survey). For this reason, we did
not differentiate simply between the use or nonafdemporary workers and fixed-term contracts,
but rather between intensive and non-intensive lasaddition, the utilisation rate of these typés o
contract varies greatly from one sector to anofasrTable A.1 in Appendix illustrates): the value
of the third quartile ranges from 0 to 21% for tergyy workers or from O to 15% for fixed-term
contracts. We therefore define the behaviours ténisive use on a sector-by-sector basis: we
isolate establishments with rates of use equal greater than the third quartile in their sector.
the survey, the question concerning the use of gubacting is much more direct, in that it
distinguishes uniquely between establishments wbood do not use it. We have therefore
constructed a binary variable expressing thisriston directly.

The REPONSE survey gives information about thetemee of individual and collective bonus
schemes for managerial employees on the one hawddfoa non-managerial employees on the
other. We have used the information in this formasdo bring to light any possible differentiation
of strategies of wage ‘variabilisation’ between tive groups.

The DADS data provides precise information abo@rage and median net hourly wage levels, as
well as the interdecile ratio of wages within eastablishment (D9/D1)as a measure of wage
dispersion. Taking into account the average andianewages enables us to obtain a more
complete representation of the level of pay indbs&blishment.

The REPONSE survey provides data about the levebhofing expenditures as a percentage of the
total wage bill of the establishment. Although thiial variable was subdivided into five classes,
we have used the 3% level of expenditures as aureea$ high employer commitment to training.
This threshold corresponds to the average ratexpéralitures in France in 2004 (Ildmachiche,
2007).

Lastly, we have exploited the information on vadas in the salaried workforce over the three
years preceding the survey. The REPONSE survey doésprovide figures for workforce
variations over previous years, but it does indictite direction of these variations — stable,
increasing or decreasing — according to the managerapresentatives. Using this information, we
can test the stability of the workforce, relativedya decrease or an increase.

A first exploratory analysis of the relations betmethe variables of governance and human
resource management practices highlights the la¥isting between them (see Table 3). We
observe, for example, that the use of individualus®s for managerial employees is much more
frequent in establishments belonging to listed canms than non-listed ones, and this difference is
even more pronounced when the primary categoryhafeholders are institutional investors.
Econometric analysis of the effects of equity owhgy structure on the different human resource
management practices enables us to describe thiseriore precisely.

° The field of employees taken into account to daleuthese variables is constituted of employeigibés
to be included in the REPONSE survey, i.e. emplsyegcluding top executives) having worked at |d&st
months with the firm.
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According to the nature of the explained variable,estimations are computed either on the basis
of linear regressions using Ordinary Least Squaethad (for the wage levels and dispersion
variables), dichotomous logit estimations (for th#erent forms of work arrangements and pay
schemes and for training expenditures) or multimbaigit estimations (for workforce variations).
We then estimate three types of equations of thewong form:

K
In(Pyj/1-Pj) =a+bCG+> ¢ X, +§ (1)
k=1
where P; is the probability of occurrence of practice {1,..., 8} for establishmen}, CG the
corporate governance variable (with ‘non listedttees reference category,x the set oK controls
(for a list see Appendix, table A.2, b and (G ;... ; ck) the estimated coefficients a@gl the i.i.d.
random noise. Practices are the following:
Pij: the probability for establishmepto have a rate of use of temporary workers equal t
or greater than the third quartile of the sector
P,;: the probability for establishmento have a rate of use of fixed-term contracts etpua
or greater than the third quartile of the sector
Ps;: the probability for establishmepto resort to sub-contracting
P, : the probability for establishmepto use individual bonus schemes for non-managerial
employees
Ps;j: the probability for establishmentto use individual bonus schemes for managerial
employees
Psj: the probability for establishmepto use collective bonus schemes for non-managerial
employees
P7i: the probability for establishmeftto use collective bonus schemes for managerial
employees
Ps; : the probability for establishmepto spend more than 3% of the wage bill on training

K
In (Pij /P3j):ai+bi CG]+ZGkak+é] (2)
k=1

wherePj is the probability of occurrence of case {1,2} for establishment, P3; the probability of
occurrence of case 3 (reference categd@yy, the corporate governance variabfg, the set oK
controls,a;, by and (¢ ;... ; Cik) the estimated coefficients for casand¢; the i.i.d. random noise.
Alternative situations are the following:

Pij: the probability for establishmepto have an increase in workforce size (over tise la

three years)

P,; : the probability for establishmepto have a decrease in workforce size

Psi: the probability for establishmentto have stability in workforce size (reference

category)

K
InVij:a+bCG]+2ckak+£j 3)
k=1

wherej refers to the establishmer@G is the corporate governance variab¥g, the set ofK
controls,a, b and (G ;... ; ck) the estimated coefficients arg; the i.i.d. random noiseV; ,
i={1,2,3}, refers to the following:

Vij: the average net hourly wage in establishment

V,;: the median net hourly wage in establishment

V3 the interdecile ratio (D9/D1) of wages in estshinenf
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Control variables

Control variables concern the structural charasties of the establishment, the commercial context

in which it operates and the socio-demographicatttaristics of the workforce.

* For the establishment, we include its sector olvegt its size in number of employees and its
age, but also the turnover level of the compatgibngs to (as proxy for the size of the fitth)

* Following previous research in human resource mamagt (see e.g. Schuler and Jackson,
2005), we take into account the role the conteayin shaping human resources policies and
practices. A set of variables then describes th&kebha&nvironment in which the establishment
evolves: its market share, the predictability omded for its products, the fact of being a
subcontractor (for at least 10% of its turnovegyihg recourse to subcontractors, the state of
the market over the three years preceding the gufgeowth, stable or decline) and the
existence or not of an unexpected shock in demandglthe last year. We have also chosen to
introduce a variable describing the competitiveatsyy adopted. Indeed, Deakin, Hobbs,
Konzelmann and Wilkinson (2006) have shown, onlthgis of monographs on British listed
companies, that the way in which stock market pmessmpacts on human resource
management is not uniform, but depends on diffemediations, specific to each company, and
notably the strategy they adopt on the productketglow priceversushigh quality).

 The characteristics of the workforce are taken imttcount through the structure of
occupational groups (proportion of managers ancersigors; technicians and professionals;
clericarljrlworkers; frontline workers), the proportimged under 40 and the proportion of
women-.

This set of variables constitutes a reference comtaall the econometric estimations, although it
has been modulated where necessary, for examplgiMilyg more precise details about the
characteristics of the workforce for the wage regi@ns. The details and distribution of these
variables are presented in Table A.2 in the Appendi

5 Main results

We first present results of econometric regressamsgractices related to ‘variabilisation’ of costs
and then related to the level of costs.

‘Variabilisation’ of costs

The use of each of the three forms of temporargualmobilisation (agency workers, fixed-term
contracts and subcontracting) is estimated separai@able 4 presents the results of the
estimations.

Our estimations bring to light a particularly stgotendency to resort to agency workers or

subcontractors among establishments belongingstedliicompanies, whether or not institutional

investors are the primary category of sharehold@ersthe other hand, those establishments make
significantly less use of fixed-term contracts. ddishments subject to stock market pressure
therefore tend to use commercial contracts (temenegs and subcontractors) rather than

employment contracts (fixed-term contracts) to ntleetr temporary manpower needs.

% The information about company turnover is dravamfithe DADS.
" The socio-demographic characteristics of the wdd are drawn from the DADS.
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Table 4: Forms of temporary work arrangements (tesdi logit estimation)

. Intensive use of
Intensive use of Use of

fixed-term .
temporary workers subcontracting
contracts

Ownership of equity capital
Listed and institutional investors 0,297 * -0,294 * 0455+
Listed and other main shareholders 0,231 ** -0,273 ** 268 **
Non listed ref ref ref
Control variables
Sector
Agri-food industry -0,079 -0,292 -0,122
Consumer goods industry 0,694 *** 0,248 1,060 ***
Capital goods and automotive industries -0,374 * 0,164 1,634 ***
Intermediate goods industry / energy -0,188 -0,227 oa,s*
Construction -0,827 *** 0,010 2,405 ***
Commerce ref ref ref
Transports -0,552 ** 0,024 1,642 ***
Financial and real-estate activities 0,440 * -0,550 ** ,13b
Business services -0,257 0,153 0,445 ***
Personal and domestic services -0,476 -0,325 0,242
Education, health, social services -0,255 -0,702 *** 63m ***
Establishment size
Less than 50 employees ref ref ref
From 50 to 100 0,211 0,134 0,207
From 100 to 200 0,387 ** 0,092 0,247 *
From 200 to 500 0,365 ** 0,388 ** 0,747 ***
500 and more 0,311 * 0,669 *** 0,901 ***
Age of establishment
Less than 10 years 0,054 -0,054 -0,241
10 to 50 years ref ref ref
More than 50 years -0,078 -0,138 -0,048
Company turnover in € million
Less than 5 ref ref ref
5to 10 -0,167 0,059 0,755 ***
10 to 100 0,189 0,082 0,764 ***
More than 100 0,368 * -0,077 0,802 ***
Competitive strategy
Price -0,065 -0,299 * -0,079
Innovation -0,071 -0,561 *** 0,371 *
Quality -0,242 -0,124 0,032
Originality, reputation, diversity ref ref ref
Not applicable -0,987 ** -0,489 -0,050
Market share
Less than 50% ref ref ref
More than 50% 0,097 -0,083 -0,403 ***
Not applicable -0,066 -0,121 0,042
State of the market
Growing 0,276 ** 0,213 * -0,050
Stable ref ref ref
Declining -0,346 ** -0,430 *** 0,074
Difficulty in predicting demand 0,178 * 0,010 0,003
Unusual variation in demand -0,017 0,061 0,052
Subcontractor 0,246 * 0,150 0,681 ***
Prime contractor 0,538 *** 0,048
Proportion of women
Less than 15% 0,054 -0,306 ** 0,290 *
From 15% to 60% ref ref ref
More than 60% -0,224 * 0,642 *** -0,218 *
Proportion of employees aged under 40
Less than 40% -0,342 *** -0,592 *** -0,119
From 40 to 70% ref ref ref
More than 70% 0,027 0,496 *** -0,171
Proportion of managers & superv, technicians
& professionals
Less than 15% ref ref ref
From 15% to 30% 0,387 *** -0,551 *** 0,395 ***
From 30 to 50% 0,385 ** -0,829 *** 0,649 ***
More than 50% 0,100 -0,866 *** 0,453 ***
Constant -1,791 *** -0,438 -1,702 ***
% of concordant pairs 69 70,1 78,6
Number of observations isolated 744 709 1601
Number of observations used 2472 2483 2521

Note: *, ** *** indicate that the coefficient isignificant to the 10%, 5%, 1% level respectively
Field: establishments of 20 and more employeelsarptivate sector (excluding agricultural sector)
Source: 2004-2005 REPONSE survey, management egpatises questionnaire, Dares
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Alongside the recourse to employment flexibilitye valso investigate the use of variable pay
practices through the use of individual and coillecbonus schemes. Four models are estimated so
as to differentiate between the determinants ofrtiementation of individual or collective bonus
schemes, granted to managerial employees or noageaal employees (Table 5).

Equity ownership structure has a very significafiience on the distribution of nearly all forms of
bonus. Being listed on the stock market, whatewvemtature of the primary shareholders, distinctly
increases the probability of using individual bonsshemes for managerial employees and
collective bonus schemes for all the employeesiMgeefore observe a practice, linked to the stock
market, of intensive pay ‘variabilisation’ — a slamiresult to that obtained by Jackssiral (2005)

for Germany.

In sum, establishments belonging to companiesdligia the stock market, whether or not
institutional investors are the largest categoryslodreholders, make particularly frequent use of
temporary workers, subcontractors and bonus scheiffesse three tools of human resource
management enable the company to ‘variabilisecatsts by modulating both the volume of labour
employed Yia temporary workers and subcontractors) and the obghe labour ia bonus
schemes).

Level of costs

The influence of the equity ownership structurean@ge levels is estimated through three variables:
the average wage in the establishment, the mediae \and an indicator of wage dispersion, the
interdecile ratio. The results of these estimat@mmspresented in Table 6.

The ownership structure of the company has a vgnifeant effect on wage levels, both average
and median: they are higher in establishments heignto listed companies, and all the more so
when the main category of shareholders consigtssirtutional investors. Wages do not, therefore,
follow a rationale of cost minimisation within esighments belonging to listed companies. Once
again, this result echoes that of Jacksbal (2005) for German firms: although they obsena th
the pressure exerted by financial markets leadgaoras to reduce the workforce, they also show
that the wages paid to the remaining employeesttende.

Concerning wage dispersion, the influence of eqontyership structure is less pronounced than it
is on wage levels. We do, however, observe thatgoksted on the stock market and having

institutional investors as the main type of shalééois linked to a lower dispersion of wages (the

level of significance is only 10%). The relativatygh wage levels in these establishments are
therefore associated with fairly small wage disjoers
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Table 5: Individual and collective bonus schemesspéblishments (results of logit estimation)

Individual bonuses Collective bonuses

For non- For For non- For
managerial managerial managerial managerial
employees employees employees employees

Ownership of equity capital

Listed and institutional investors 0,171 0,874 *** 0/B86+* 0,598 ***
Listed and other main shareholders -0,107 0,631 *** 58,5 0,594
Non listed ref ref ref ref
Control variables

Sector

Agri-food industry -1,016 *** -0,492 * 0,009 0,081
Consumer goods industry -0,446 ** -0,727 *** -0,459 * -0;B ***
Capital goods and automotive industries -1,115 *** 84 *** -0,604 *** -0,783 ***
Intermediate goods industry / energy -0,620 *** -0,531 -0,378 * -0,639 ***
Construction 0,427 * 0,116 -0,688 *** -0,799 ***
Commerce ref ref ref ref
Transports -0,624 *** -0,045 -0,635 ** -0,972 ***
Financial and real-estate activities 0,202 -0,644 ** 1461 -0,517 *
Business services -0,028 -0,026 -0,607 *** -0,502 ***
Personal and domestic services -0,279 -0,586 ** -0,785 * -0,875 ***
Education, health, social services -2,149 *** -2,454 ** -1,891 *** -1,983 ***
Establishment size

Less than 50 employees ref ref ref ref
From 50 to 100 -0,116 0,058 0,585 *** 0,479 **x
From 100 to 200 -0,166 0,202 0,777 **= 0,573 ***
From 200 to 500 -0,339 ** 0,451 ** 1,091 *** 1,041 *+*
500 and more -0,095 0,424 ** 1,019 *** 1,073 ***
Age of establishment

Less than 10 years 0,340 ** 0,280 -0,317 ** -0,156
10 to 50 years ref ref ref ref
More than 50 years 0,046 0,046 -0,048 -0,093
Company turnover in € million

Less than 5 ref ref ref ref

51to0 10 0,382 ** 0,040 0,390 ** 0,349 *
10 to 100 0,533 *** 0,615 *** 0,477 ** 0,490 **
More than 100 0,430 ** 0,827 ** 1,000 *** 0,995 ***
Competitive strategy

Price 0,056 -0,064 0,094 -0,263
Innovation 0,007 -0,122 0,352 * -0,011
Quality 0,029 -0,053 0,363 ** 0,095
Originality, reputation, diversity ref ref ref ref
Not applicable -0,131 -0,468 -0,130 -0,419
Market share

Less than 50% ref ref ref ref
More than 50% -0,223 * -0,334 ** -0,017 -0,089
Not applicable 0,045 -0,185 -0,204 * -0,441 ***
State of the market

Growing 0,258 ** 0,322 ** 0,395 *** 0,560 ***
Stable ref ref ref ref
Declining 0,092 -0,091 -0,440 **=*  -0,317 **
Difficulty in predicting demand -0,260 ** -0,171 -0,197 * -0,413 ***
Unusual variation in demand 0,082 0,069 -0,210 ** -0,131
Subcontractor -0,053 -0,138 -0,323 ** -0,496 ***
Prime contractor 0,199 * 0,165 0,284 ** 0,323 ***
Proportion of women

Less than 15% -0,017 -0,373 ** 0,030 -0,139
From 15% to 60% ref ref ref ref
More than 60% -0,086 -0,125 -0,096 -0,116
Proportion of employees aged under 40

Less than 40% -0,249 ** -0,136 -0,274 ** -0,304 **
From 40 to 70% ref ref ref ref
More than 70% 0,135 0,253 0,377 **= 0,220

Proportion of managers & superv, technicians
& professionals

Less than 15% ref ref ref ref
From 15% to 30% -0,013 0,271 * 0,142 0,092
From 30 to 50% 0,257 * 0,571 *** 0,125 0,168
More than 50% 0,128 0,616 ***  -0,019 -0,050
Constant 0,126 0,252 -0,586 * 0,091

% of concordant pairs 70 77,4 77,9 78,9
Number of observations isolated 1354 1680 1589 1518
Number of observations used 2508 2327 2509 2330

Note: *, ** *** indicate that the coefficient isignificant to the 10%, 5%, 1% level respectively
Field: establishments of 20 and more employeesdrptivate sector (excluding agricultural sector)
Source: 2004-2005 REPONSE survey, management egpia¢ives questionnaire, Dares
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Table 6: Hourly wages levels and dispersion wittstablishment (results of OLS estimation)

Average net Median net Interdecile ratio of
hourly wage hourly wage wages
(in log) (in log) (in log)

Ownership of equity capital
Listed and institutional investors 0,038 *** 0,043 *** 0;034 *
Listed and other main shareholders 0,022 ** 0,019 ** 01%
Non listed ref ref ref
Control variables
Sector
Agri-food industry 0,144 *** 0,148 *** 0,011
Consumer goods industry 0,114 *** 0,120 *** -0,014
Capital goods and automotive industries 0,052 *** @07 -0,050 **
Intermediate goods industry / energy 0,122 *** 0,129 ** -0,007
Construction 0,038 * 0,047 ** -0,026
Commerce ref ref ref
Transports 0,085 *** 0,125 *** -0,108 ***
Financial and real-estate activities 0,078 *** 0,072 ** 0,042
Business services 0,006 0,022 -0,086 ***
Personal and domestic services -0,039 * -0,036 * -0,1%¢3 *
Education, health, social services 0,057 ** 0,041 ** ™Mo
Establishment size
Less than 50 employees ref ref ref
From 50 to 100 -0,026 * -0,016 -0,032 *
From 100 to 200 -0,034 ** -0,020 * -0,049 ***
From 200 to 500 -0,010 0,017 -0,074 ***
500 and more 0,032 ** 0,053 *** -0,064 ***
Age of establishment
Less than 10 years 0,004 -0,001 0,012
10 to 50 years ref ref ref
More than 50 years 0,027 *** 0,020 ** 0,029 **
Company turnover in € million
Less than 5 ref ref ref
5to 10 0,023 0,006 0,019
10 to 100 0,065 *** 0,022 0,080 ***
More than 100 0,063 *** 0,048 *** 0,028
Competitive strategy
Price -0,020 -0,008 -0,046 **
Innovation 0,004 -0,004 -0,016
Quality 0,001 0,004 -0,025
Originality, reputation, diversity ref ref ref
Not applicable 0,026 0,021 -0,030
Market share
Less than 50% ref ref ref
More than 50% 0,012 0,029 *** -0,022
Not applicable 0,002 0,004 0,003
State of the market
Growing -0,016 -0,011 0,001
Stable ref ref ref
Declining -0,003 -0,005 0,015
Difficulty in predicting demand -0,001 -0,012 0,017
Unusual variation in demand -0,021 ** -0,011 -0,032 **=*
Subcontractor -0,051 *** -0,051 **=* 0,003
Prime contractor 0,022 ** 0,019 ** 0,029 **
Proportion of women -0,171 *** -0,198 *** -0,033
Proportion of employees aged under 40 -0,001 *** -0,002 *** 0,001 **
Proportion of front-line workers -0,079 *** -0,112 *** 0,017
Proportion of managers and supervisors 1,126 *** 1,003 *** 0,857 ***
Proportion of technicians and professionals 0,393 *** 0,325 *** 0,427 ***
Constant 2,242 *** 2,210 *** 0,487 ***
Adjusted R2 0,66 0,71 0,38
Total number of observations 2521 2521 2521

Note: *, ** *** indicate that the coefficient isignificant to the 10%, 5%, 1% level respectively
Field: establishments of 20 and more employeelsarptivate sector (excluding agricultural sector)
Source: 2004-2005 REPONSE survey, management egpatises questionnaire, Dares
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We now turn our attention to two types of indirdabour costs: those related to training
expenditures and those related to variations inntbekforce. Table 7 presents the results of these
estimations.

Taking training expenditures first, the equity ¢apstructure again has a significant influence on
the likelihood of spending more than 3% of the wagkon training. The fact of being listed,
whatever the main group of shareholders, is paditivinked to high levels of training
expenditures.

So far, we have identified a profile of establisimseassociated with stock market quotation,
characterised by relatively high wage levels angdartant training expenditures. To complete the
analysis, we estimate the influence of listing drargyes in the size of the establishment's
workforce, as a proxy for labour turnover costs.

The results of this estimation (presented in Tablshow that for a given state of the market, being
listed on the stock market has a negative influemceicreases in the size of the workforce. But it
has no significant effect on reductions. Whethenaot the equity capital is owned primarily by
institutional investors, growth in staff numberdass frequent in establishments belonging todiste
companies. Such a strategy allows to maintain thkferce around a relatively limited core group
of employees. In terms of cost, it makes it possiibt only to reduce the number of employees to
whom relatively high levels of wages and trainingpenditures are granted, but also to limit the
costs of labour turnover by stabilising the workfar

Finally, our estimations shape the contours of iquaar profile of human resource management

associated with quotation on the stock market. phagile is characterised by two main features:

» Firstly, our estimations confirm the hypothesisstrfong ‘variabilisation’ of costs, specifying
that this is achieved through wage flexibility atid substantial use of temporary contracts.
Among the latter, the use of commercial contrap agency or sub-contractors) is favoured
to the detriment of employment contracts (fixedvt@ontracts).

» Secondly, our estimations show that listed commaadopt an offensive (high road) rather than
a defensive strategy for labour costs. Wage leaetstraining expenditures are relatively high.
However, analysis of their practices in terms ofrkf@rce stability (marked by a certain
reluctance to recruit) and their considerable u$eexternal forms of temporary work
arrangements show that this commitment to humanuress is concentrated on a relatively
limited number of employees. The preference oetistompanies for commercial rather than
employment contracts finds here a plausible expiamathis strategy allows further isolation
of the core of long term employees.
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Table 7: Training expenditures and changes in voode size
(results of binomial and multinomial logit estiruat)

Training Changes
expenditures in workforce size

3% or more o

the total wag Increasing / Decreasing /

bil stable stable
Ownership of equity capital
Listed and institutional investors 0,341 ** -0,313 * am
Listed and other main shareholders 0,341 ***  -0,243 * ,042
Non listed ref ref ref
Control variables
Sector
Agri-food industry 0,259 0,551 * 0,672 **
Consumer goods industry 0,478 ** 0,115 0,427
Capital goods and automotive industries 0,439 ** 0,220 0,272
Intermediate goods industry / energy 0,459 ** 0,190 76,8+
Construction 0,332 0,650 ** 0,158
Commerce ref ref ref
Transports 0,327 0,193 -0,506
Financial and real-estate activities 0,752 *** 0,665 ** 0,399
Business services 0,182 0,196 0,208
Personal and domestic services -0,320 -0,401 -0,735 *
Education, health, social services -0,445 0,582 ** 10,5
Establishment size
Less than 50 employees ref ref ref
From 50 to 100 0,082 0,243 0,197
From 100 to 200 0,246 0,347 ** 0,825 ***
From 200 to 500 0,353 * 0,141 0,960 ***
500 and more 0,787 *** 0,420 ** 1,336 ***
Age of establishment
Less than 10 years 0,058 0,171 0,002
10 to 50 years ref ref ref
More than 50 years 0,058 0,126 0,301 **
Company turnover in € million
Less than 5 ref ref ref
5to 10 -0,387 * 0,434 ** 0,224
10 to 100 -0,379 * 0,344 * 0,125
More than 100 0,077 0,431 * 0,374
Competitive strategy
Price -0,396 ** -0,378 * 0,086
Innovation 0,095 -0,026 -0,123
Quality -0,021 -0,178 -0,325 *
Originality, reputation, diversity ref ref ref
Not applicable -0,095 -0,364 -0,214
Market share
Less than 50% ref ref ref
More than 50% 0,208 0,068 -0,141
Not applicable -0,099 -0,154 -0,177
State of the market
Growing 0,265 ** 1,659 ¥  -0,081
Stable ref ref ref
Declining -0,253 0,039 1,853 ***
Difficulty in predicting demand -0,198 * -0,312 *** 0,288 *
Unusual variation in demand 0,067 0,282 ** 0,251 *
Subcontractor 0,062 0,110 0,052
Prime contractor -0,087 0,007 0,140
Proportion of women
Less than 15% 0,228 * -0,187 -0,061
From 15% to 60% ref ref ref
More than 60% -0,230 0,174 0,122
Proportion of employees aged under 40
Less than 40% 0,050 -0,759 *** 0,278 *
From 40 to 70% ref ref ref
More than 70% 0,075 0,498 ***  -0,062
Proportion of managers & superv, technicians
& professionals
Less than 15% ref ref ref
From 15% to 30% 0,338 ** -0,344 ** 0,221
From 30 to 50% 0,828 ***  .0,116 0,151
More than 50% 1,280 *** -0,288 * 0,371 *
Constant -1,746 *** -1,054 *** -2,510 ***
% of concordant pairs 74,9
Number of observations isolated 857 1063 628
Number of observations used 2362 2518

Note: *, ** *** indicate that the coefficient isignificant to the 10%, 5%, 1% level respectively
Field: establishments of 20 and more employeelérptivate sector (excluding agricultural sector)
Source: 2004-2005 REPONSE survey, management egpatises questionnaire, Dares
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These econometric results, based on cross-sectiatel echo the conclusions reached by Jackson,
Hopner and Kurdelbusch (2005). Their analysis sgides a collection of studies, mainly
monographs, recording the changes in human resonasegement practices in German listed
companies subject to increasing stock market pre$siThey observe a tendency to reduce the
number of salaried staff, to fall back on a stalmee of employees, most often without mass lay-
offs (using voluntary departure, early retiremestt;.). Within the company, average wage levels
tend to rise, while the use of individual and cdiilee bonus schemes is becoming widespread.
While the French and German financial systems aneletgoing relatively comparable
transformations, the human resource managementigga@ssociated with shareholder value in
Germany appear quite similar to the practices we lndoserved in France.

6 Conclusion

This work has enabled us to explore the way théitphility requirements imposed by the stock

market impact on human resource management. lidt@unoted that our econometric analyses
bring to light a relatively homogeneous effect tfc&k market listing, independent of the nature of
the shareholders: the predominance of institutiamagstors in the equity capital does not change
the results, though it sometimes heightens thgmistance. In a way, this result suggests that if
the shareholder-value approach was primarily cdupie institutional investors during the 1990s, it

has now penetrated all companies listed on thé stacket.

Financial return requirements result in human resmmanagement practices focused on a limited
core of employees who enjoy relatively favourablerking conditions, in terms of wages and
training. However, these employees are not entishiglded from the business cycle, because of
the very pronounced use of variable and reversdslas of pay. These characteristics suggest that
listed companies have taken a “high road” to pabfiity, based not so much on the minimisation
of costs as on the enhancement of human capitpledwith a strong incentive policy.

The very marked use by these establishments of @vomh contracts (temp agencies and
subcontractors) to adapt to manpower needs is anatiaracteristic feature, calling for further
reflection. On the basis of the 2004-2005 REPON&#ey, Perraudin, Petit, Rebérioux, Théevenot
and Valentin (2007) report the unfavourable workzegditions among subcontractors. In parallel,
Perraudin, Thevenot, Tinel and Valentin (2006) shbat the profitability of these firms, engaged
in a strategy of cost minimisation, is relativebyM. Taken together, these results suggest that part
of the profitability of listed companies is obtathg@recisely by means of outsourcing. This
interpretation, which requires empirical confirnoati identify listed companies with profit centres,
satisfying the requirements of market finance tigltoa dual strategy, combining enhancement of
human capital on the one hand with cost minimisatlyy means of outsourcing, on the other. In
this context, a more profound understanding of phecess of ‘financialisation’ can only be
achieved by widening the field of analysis beyohd tole category of listed companies. The
transformation of financial systems, marked by rise to power of stock markets, might then be
seen to participate in a global reconfiguratiop@ductive systems.

12 Hdpner (2001) constructed an index of sensititatghareholder value, including four items: theliguaf
financial information communicated to sharehold#re,importance of communication efforts with mibor
shareholders, the explicit introduction of EVA-typalue-based management tools and the use of
complementary payments linked to stock market edoa of the company (e.g. stock options) as part o
executive compensation packages.
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Appendix

Table Al: Intensity of use of temporary workers &mdd-term contracts as a percentage of
salaried employees (third quartile by sector)

Temporan Fixed-tern
workers contracts

Agri-food industry 9 8
Consumer goods industry 1 4
Automotive industry 7 1
Capital goods industry 10 4
Intermediate goods industry 7 4
Energy 3 2
Construction 21 4
Commerce 1 6
Transports 5 5
Financial activities 0 6
Real-estate activities 3 11
Business services 2 5
Personal and domestic services 0 9
Education, health, social services 0 15
Administration in private sector 0 4

Note: quartiles calculated on weighted distribusion
Field: establishments of 20 and more employeekarptivate sector (excluding agricultural sector)
Source: 2004-2005 REPONSE survey, management espiadives questionnaire, Dares
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Table A2: Distribution of explanatory variables

Frequency
Sector
Agri-food industry 3,43
Consumer goods industry 4,18
Capital goods and automotive industries 5,92
Intermediate goods industry / energy 11,92
Construction 8,54
Commerce 20,58
Transports 7,25
Financial and real-estate activities 4,72
Business services 16,47
Personal and domestic services 7,14
Education, health, social services 9,85
Establishment size
Less than 50 employees 64,37
From 50 to 100 20,28
From 100 to 200 9,27
From 200 to 500 4,82
500 and more 1,27
Age of establishment
Less than 10 years 13,01
10 to 50 years 67,87
More than 50 years 19,13
Company turnover in € million
Less than 5 18,94
5to 10 32,81
10 to 100 30,38
More than 100 17,87
Competitive strategy
Price 20,83
Innovation 6,89
Quality 56,4
Originality, reputation, diversity 12,23
Not applicable 3,64
Market share
Less than 50% 61,29
More than 50% 12,85
Not applicable 25,87
State of the market
Growing 56,43
Stable 28,79
Declining 14,79
Difficulty in predicting demand 71,21
Unusual variation in demand 41,56
Subcontractor 15,9
Prime contractor 53,71
Proportion of women
Less than 15% 24,81
From 15% to 60% 48,77
More than 60% 26,43
Proportion of employees aged under 40
Less than 40% 19,51
From 40 to 70% 52,27
More than 70% 28,23
Proportion of managers & superv; technicians & prof
Less than 15% 29,3
From 15% to 30% 25,92
From 30 to 50% 18,24
More than 50% 26,54
Number of observations in the sample 2521
Weighted number of observations 112653

Note: in weighted % of establishments
Field: establishments of 20 and more employeekarptivate sector (excluding agricultural sector)
Source: 2004-2005 REPONSE survey, management espiadives questionnaire, Dares
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