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Contracting: A New Form of Professional Practice

Stephen R. Barley and Gideon Kunda*

Executive Overview

Contract work and outsourcing represent widely acknowledged manifestations of the groundswell of
economic change that is shaking the foundations of work and employment in the United States. While
these emerging forms of employment have become harbingers of new ways of working, they remain poorly
understood; efforts to explain their emergence and significance have suffered from an excess of ideology and
a dearth of data. Stephen Barley and Gideon Kunda undertook an ethnography of technical contractors to
produce a detailed, balanced, and accurate depiction of how contractors structure and interpret their
experience. Their study documents the social dynamics of skilled “contingent labor,” a term economists and
sociologists now use for an array of short-term work arrangements. Their goal was to understand how
employment relations were changing at the dawn of the 21°" century.

Closely studying contractors’ everyday lives provided a strategic vantage point for viewing, evaluating,
and perhaps even shaping changes taking place in the U.S. and global economies. As they set out to explore
the world of technical contracting, Barley and Kunda were confronted with an unexpected profile of
contractors: these were itinerant experts and social pioneers who partook of a way of life and a culture of
work that challenges the prevailing theories and entrenched practices of employment. After an account of
the exigencies of technical contracting, Barley and Kunda discuss contingent work within the context of
the American industrial landscape and in light of institutionalist and free market perspectives. They also
discuss contingent labor as it relates to the way in which professions and occupations are organized.
Specifically, they argue that contracting directs our attention to a resurgence of occupational organizing in
the wake of bureaucracy’s retreat and the free market’s advance. They suggest what a renewed appreciation
for occupational dynamics could mean for individuals, firms and public policy.

Introduction
n late 1997, we set out as ethnographers to
examine the world of technical contracting from
the inside. Our objective was to document the
social dynamics of skilled “contingent labor,” a
term economists and sociologists now use for an
array of short-term employment arrangements in-
cluding part-time work, temporary employment,
contracting, outsourcing, and home-based work.
Our hope was to understand how employment
relations were changing at the dawn of the 21*
century by producing a detailed, balanced, and
accurate depiction of how contractors structured

and interpreted their experience and how the
lives they led were different from the ones they
left behind. Over the course of the study we jour-
neyed into the everyday lives of technical workers
who had chosen to live beyond the boundary of
traditional employment. These men and women
had rejected the familiar pains and comforts of
organizational life for the freedom and accompa-
nying risks of the marketplace. What we did not
expect to find was a group of social pioneers who
partook of a way of life, a culture of work, that
challenged the prevailing theories and reputed
practices of contingent employment.

* Steven R. Barley is Charles Pigott Professor of Management Science and Engineering and Co-Director of the Center for Work,
Technology and Organization at Stanford Universitys School of Engineering. Contact: sbarley@leyland.stanford.edu.
Gideon Kunda is an Associate Professor in the Department of Labor Studies at TelAviv University. Contact: Kunda@post.tau.ac.il.
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Efforts to explain contracting’s significance
have suffered from an excess of ideology and a
dearth of data. Although firms have long em-
ployed temporary workers for seasonal and short-
term needs (for example, to staff retail stores at
Christmas or to stand in for absent full-timers),
during the late 1980s corporations began to view
temporary labor as an extension of the broader
strategy of outsourcing. Business strategists, such
as Charles Handy (the author of The Age of Par-
adox), argued that flexibility was key to survival in
a global economy and that the way to enhance
flexibility was to surround the firm’s core employ-
ees with a buffer of contingent workers who could
be hired and fired at will.! Outsourcing labor made
it easier for firms to shift their employment mix,
because contracted services were easier to termi-
nate on short notice. Moreover, hiring contingent
workers relieved managers of some of their more
difficult tasks, such as worrying about thorny “peo-
ple issues” or catering to the motivations and
emotions of employees. Business leaders were ap-
parently convinced.

The Context: Free Agents vs. Institutions

n the early 1990s, contingent work began to

attract the attention of sociologists, labor econ-

omists, and journalists. Most focused on the rea-
sons why firms employed contingent workers and
on the costs and benefits of doing so. Analysts
who took the worker’s perspective were fewer in
number and fell into two opposing camps: The
“institutionalists” and the advocates of “free
agency.”

The Institutional Perspective

The institutionalists were economists and sociol-
ogists who interpreted contingent work through a
historical and social lens.?2 They told a cautionary
tale. From an institutional perspective, contingent
work’s expansion threatened the security of the
workforce and the American system of social wel-
fare, which was based on full-time employment.
The institutionalists framed the threat from the
perspective of dual labor market theory, the no-
tion that industrial economies are composed of
two sectors: “primary” and “secondary.”

Primary labor markets provide stable employ-

ment, career ladders, job security, high wages, and
attractive benefit plans. Secondary labor markets
are, by comparison, less stable and offer lower
wages. Classic examples of secondary labor mar-
kets include farm labor, food service, and hospi-
tality work. Research has shown that participants
in secondary markets are more likely to be mem-
bers of minority groups and to work for employers
who provide meager benefits. Because scholars
saw secondary markets as peripheral, they had
historically treated them as a social problem to be
addressed using existing institutions (for example,
minimum wage laws), rather than as a fundamen-
tal threat to the system of employment.

Institutionalists warned that the growth of con-
tingent work represented the spread of secondary
labor into the economy’s core. Many feared that
this development would undermine the well-be-
ing of American workers and their families.* Oth-
ers warned that contingent work’s spread would
increase demand for government assistance in a
downturn and facilitate the oppression of minor-
ities. Indeed, demographic studies at the time con-
sistently indicated that most contingent workers
made less money than full-time employees in the
same occupation, that they were less likely to have
access to health insurance and pension plans, and
that in comparison to full-time workers, women,
African-Americans and Hispanics comprised a
larger percentage of the contingent workforce.’
Finally, some critics charged that the shift to
contingent labor signaled an attempt to under-
mine unions.® In short, institutionalists saw the
spread of contingent labor as an unraveling of the
New Deal, and they urged policy makers to shore
up existing institutions or search for new ones that
would enhance security.

The Free Agent Perspective

At the height of dot-com mania, “new economy”
magazines like Fast Company and Wired began to
lionize highly skilled contractors as “free agents,”
the heroes and heroines of post-industrialism.
Most of free agency’s advocates were (and con-
tinue to be) futurists, human resource consultants,
and staffing industry experts who wrote for the
general public.” The “free agenteers” agreed with
the institutionalists on one point: Employment
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security and its supporting institutions were un-
raveling and their demise represented a breach of
faith. Corporations had reneged on their part of a
culturally well-understood bargain. But, unlike
the institutionalists, free agency’s spokespersons
sang contracting’s praises while advocating a kind
of libertarian, anti-corporate rebellion. Authors of
this ilk portrayed corporate life as stifling and
petty. The corporate world, they claimed, forced
people to play “politics” and subject themselves to
the whims of incompetent managers for inade-
quate pay. Besides, they added, “jobs” and “ca-
reers” were outmoded inventions of the industrial
revolution, designed for the benefit of employers.

Faced with the demise of traditional employ-
ment and the willingness of firms to renege on
their part of the bargain, advocates of free agency
recommended that people turn the tables on com-
panies by refusing to grant loyalty and by embrac-
ing the shift to a skills-for-hire economy. The
trick, they proposed, was to use the demise of
traditional employment as an opportunity to set
oneself free. They encouraged people to view
themselves as free agents, to develop and market
their own skills to the highest bidder, and to view
themselves as a business, even when in a full-time
job. Free agenteers, in short, promoted a post-
industrial vision of economic individualism in
which entrepreneurial workers would regain inde-
pendence and recapture a portion of their surplus
value.

The vehicle of the free agent’s independence
was the market. In Job Shift, William Bridges
promised, “In a market...people don’t have
bosses. . . There are no orders, no translation of
signals from on high, no one sorting out the work
into parcels. In a market one has customers, and
the relationship between a supplier and a cus-
tomer is fundamentally non-organizational ...
One’s boss is really a major customer rather than
an authority in the old sense (pp. 64-65).”8 Of
course, the irony that Bridges and others had
trouble seeing was that freeing oneself from the
chains of traditional employment meant catering
to the same employers against whom one was
rebelling, but now in the role of a vendor.

Thus, advocates of free agency sketched an
optimistic picture of contingent labor that chal-

lenged the institutionalists point by point. Free
agenteers argued that contingency was a choice
rather than a constraint; that it represented liber-
ation rather than isolation; that it minimized un-
certainty about employment while enhancing
flexibility and personal control; that contractors
made more money than permanent employees be-
cause they were paid at rates that reflected the real
value of their skills; and that relying on one’s skills
led to self-actualization rather than estrangement.

Whom to Believe?

But because neither the institutionalists nor the
free agenteers had systematically examined the
lives of technical contractors, it was difficult to
tell which offered a more viable image of contract-
ing. With the exception of the ethnographers of
temporary work and Daniel Pink’s book, Free
Agent Nation, analysts on both sides of the debate
had given no voice to contingent workers them-
selves. Most advocates of free agency based their
claims, at best, on well-chosen anecdotes. The
institutionalists were better empiricists, but their
data were heavily weighted toward the experi-
ences of low-skilled temps. This bias was espe-
cially troubling because students of work have
long known that the worlds of low- and high-
skilled occupations substantially differ. Permanent
professional, technical, and managerial jobs are
usually more secure, more remunerative, more
varied and more involving than clerical and in-
dustrial jobs. It stands to reason that low- and
high-skilled contingent work should vary in sim-
ilar ways. By ignoring highly skilled contingent
work, institutionalists conflated the effects of con-
tingent employment with correlates of low-skilled
work. Conversely, advocates of free agency ped-
dled images of contracting built solely on the
experiences of an elite. In the absence of adequate
data, the institutionalists’ and the free agenteers’
claims about the everyday realities of contracting
rang hollow—as did the theoretical edifices that
they erected on these claims.

There were substantive concerns as well. For
example, the discourse on contracting seemed too
rigid—too black-and-white—to be believable. For
institutionalists, contingent work was a clear and
unambiguous social problem. Temps and contrac-
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tors were victims of systemic changes promulgated
by exploitative employers acting entirely in their
self-interest without regard for the common good
in the face of a government that was unable or
unwilling to protect contingent workers. For the
advocates of free agency, contingent employment
represented no less than a path for escaping a
decaying system that had subjugated the many to
the whims of the few. If ethnographers have
learned anything about social life it is that reality
rarely comes so neatly packaged.

Furthermore, the debate on contingent work
was framed as an argument between proponents of
organizations and advocates of free markets. Insti-
tutionalists set their vision of employment against
the backdrop of an organizational society, its laws,
and its regulations. When institutionalists recom-
mended reform they inevitably turned to legal and
bureaucratic remedies for the social costs of unfet-
tered markets. They believed that full, permanent
employment was the foundation of an equitable
system. Conversely, advocates of free agency pre-
ferred the market as a model for organizing the
world of work. For them releasing the forces of a
free market would remedy the ills of an overly
bureaucratic society. While organizations and
markets are clearly important for framing an un-
derstanding of and prescriptions for the employ-
ment system, they do not exhaust the possibilities.
Occupations, which both literatures ignore, are
just as important.

Itinerant Experts: The Contracting Life

e began our journey into the world of itin-

erant experts by plunging into the practical

realities of the market for technical contrac-
tors, a complex social world marked by a sea of
information that contractors had to navigate pe-
riodically to find their next job.® Here, we met the
cast of characters that populate the contractors’
world and shape its dynamics: sales-oriented ac-
count managers and recruiters hungry for the next
deal; hassled project managers in need of quick
access to expertise; watchful executives and hu-
man resource managers who guard the bureau-
cratic and legal cultures of client organizations;
and other contractors who, at different times,
might be competitors vying for the same jobs or

collegial sources of support and market informa-
tion. We visited the various scenes, virtual and
real, where market transactions and encounters
unfolded: the bustling backrooms of staffing agen-
cies; on-site and long distance job interviews; infor-
mation-rich websites; users’ groups; and the mazes of
cubicles where high-tech work is done. The con-
tractors whose lives we followed tacked back and
forth between these characters and scenes to
emerge from the market, time after time, with a
deal in hand.

Successfully navigating the market for techni-
cal expertise required considerable effort and skill.
Making deals in the market, newcomers soon
learned, was more like haggling in a bazaar than
shopping at a suburban mall. Indeed, the novice’s
first impression was of a confusing and often over-
whelming abundance of opportunities and infor-
mation of unknown quality, all of which clamored
for attention. It was a bazaar, however, without
clear spatial and temporal boundaries. Contractors
discovered that with a web browser they could
enter the market day and night. In fact, persistent
and occasionally unscrupulous hawkers of market
information regularly beat a path to their tele-
phones and computer screens without invitation.
Contractors, to survive, quickly became adept at
playing an information game—Ilearning to gather,
order, disseminate, interpret, select, and use infor-
mation about jobs, skills, rates, and clients. They
built networks of other contractors, agents and
hiring managers to locate, filter, distribute, and
validate information. To complement and extend
their networks, many turned to staffing agencies.
These agencies, anxious to cash in on the market
for contractors, specialized in gathering, filtering,
and disseminating market information for others.
For a price, they offered contractors the functional
equivalent of a ready-made network. Together
networks and agents, when skillfully deployed,
produced steady streams of leads and opportuni-
ties.

Finding job opportunities, however, was just
the first step in making a deal. To close deals
contractors also had to engage in complex, three-
way bargaining with hiring managers and agents.
This process exposed contractors to an unex-
pected reality. Bargaining was more than just hag-
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gling over rates that maximized income. Contrac-
tors discovered that they also had to negotiate the
very definition of their skills. To the surprise of
newcomers and the consternation of those who
regard skills as stable and testable abilities, defini-
tions of “technical skills” were never clear-cut.
There was always a gap between what contractors
believed they could do, what they said they could
do, and what the clients claimed they wanted. To
land a job, contractors had to identify and bridge
this gap.

Thus, in the course of finding a job, contractors
packaged their expertise and experience, sold
their potential to learn, redefined requirements
and deliverables, drew on their networks to gen-
erate recommendations, and, if necessary, bluffed
their way into jobs. They also discovered that
clients did not enter the market simply to find
technical expertise, although most clients be-
lieved that this was what they were doing. Hiring
managers also wanted to purchase peace of mind
and an exemption from the hassles of managing
permanent employees. Savvy contractors knew
they had to sell these less tangible “products” and
many did so explicitly. Contractors, therefore, pe-
riodically subjected not only the value of their
skills but also their occupational identities to
tough bargaining, redefinition and the discipline
of the market.

From the churning marketplace, contractors
entered the relative calm of the job. Even here,
however, there was drama beneath the rational
veneer of technical work. Although a contractor’s
position in a client’s organization was usually de-
fined well enough in legal terms, how he or she
actually fit into the social fabric of organizational
life was problematic. Because everyday life in most
firms was still governed, to a great extent, by
traditional notions of employment, the people
with whom contractors worked struggled with
conflicting images of the contractor’s rightful
place and the mixed feelings these images gener-
ated. To make the most of the contractor’s skills,
hiring managers discovered they had to integrate
the contractor into the flow of activities and the
network of relationships. In fact, managers some-
times gave contractors opportunities that were
closed to employees or tried to recruit contractors

into permanent positions. At the same time, man-
agers also overtly distinguished between contrac-
tors and full-timers to reassure themselves, their
employees, and corporate watchdogs that contrac-
tors could make no claims on the prerogatives of
membership. When the need arose, managers
benefited from the comparative ease with which
contractors could be dismissed. Employees were
similarly torn between the use they made of con-
tractors’ expertise, the friendships they established
with contractors, and their envy of the contrac-
tors’ skills, rates, and apparent freedom. For em-
ployees, contractors often became symbols of the
tenuousness of all employment in today’s econ-
omy. The contractors’ role in the companies
where they found temporary respite from the mar-
ket was, therefore, rife with ambiguity.

This inherent ambiguity was the defining fea-
ture of the contractors’ experience on the job.
Contractors knew that no matter how appreci-
ated, accepted, and integrated they became, they
were still outsiders. Firms repeatedly drove this
fact home in countless, symbolic ways, from the
color of the contractors’ badges to the size and
location of their office space. For some, the sense
of being a second-class citizen was a constant
source of anxiety, dissatisfaction, and irritation.
Others took it in stride, or even found the dis-
tance that it created comforting. But one way or
another, all contractors had to learn to live with
their liminality. To do so, they carved out roles for
themselves, ranging from “gurus” and “trusted
confidants” to “hired guns” and “warm bodies”
purchased solely for their “skill sets.” These roles
allowed contractors to rationalize their status and
resolve the practical dilemmas of life on the job.
Ultimately, however, their status as outsiders was
more than a symbolic issue: All contractors knew
that sooner or later they would have to return to the
market in search of another job.

Thus, their life was that of an itinerant ex-
pert—characterized by a distinct temporal
thythm, a repetitive cycle of moving from the
market to a job and, then, back to the market.
Contractors who wished to maximize their in-
come had to learn to manage this cycle by con-
tinually honing and reinventing their skills—their
human capital—with an eye to technology’s po-
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tential trajectory and sensitivity to the waxing and
waning of technical fads. Investing in human cap-
ital was not only costly in terms of time and
money; it was risky. Contractors might choose a
promising path only to find that the market had
gone elsewhere, leaving them to absorb the costs
of obsolete skills and orphaned technologies. It
was the contractors’ willingness to assume full
responsibility for accumulating and managing
their human capital that distinguished them from
technical workers who preferred permanent em-
ployment.

Although continually investing in technical
skills was necessary for successfully finding jobs
and avoiding downtime, by itself technical knowl-
edge was insufficient for having a lucrative career
as a contractor. Contractors also required social
skills and social capital. Even the most valued
expertise was useless, unless the contractor could
repeatedly rise above the clamor of the market,
often on short notice, to attract the attention of
hiring managers. This required developing net-
works of contacts that could channel information,
generate leads, and vouch for the contractor in a
timely and convincing way. It also required ex-
panding one’s notion of skill to include finesse at
networking, bargaining, and interviewing. To-
gether, social skills and social contacts comple-
mented and enhanced the value of contractors’
human capital.

Thus, even if contractors were not fully aware
of the significance of their choice, by choosing the
life of an itinerant expert they moved beyond the
line between employer and employee. The tech-
nical work they performed hardly differed from
what they had done before, but their relationship
to their work changed dramatically. They were no
longer salaried professionals whom firms viewed as
“human resources” to be acquired, maintained,
nurtured, and profitably deployed. Rather, they
became commodities to be bought, used, and dis-
carded like any other resource. Nor did contrac-
tors see themselves as human resources. They
came to view themselves as independent owners
of their own human capital, as entrepreneurs who
relied on their own skills to navigate between
success and failure. This change of orientation had
far-reaching consequences for how contractors’

lives unfolded. By demanding the independence
of a capitalist, contractors also incurred its risks.
With independence came self-reliance.

Contractors’ Identity:
Itinerant Professionals
istorically, professions have been organized in
three ways: What occupational sociologists
call free professions, professional firms, and
corporate professions. Each mode of practice offers
a solution to three problems that every profes-
sional practitioner faces: How to maintain exper-
tise, how to build client relationships, and how to
ensure long-term economic security.

Free Professionals. Free professionalism is the
oldest mode of professional practice and is associ-
ated most closely with medicine and law. Doctors
and lawyers of the 19™ and early-20™ centuries,
who served individual clients in a local commu-
nity, were prototypical free professionals. They
acquired their skills and knowledge through
schooling or apprenticeships supervised by other
practitioners. Once certified by members of their
profession, they chose a location where they could
practice their craft without stiff competition. Be-
cause free professionals thrived in an era when
their field’s knowledge grew relatively slowly,
when many of the problems that professionals
solved were routine, and when most clients could
not evaluate the quality of a professional’s prac-
tice, remaining sufficiently up-to-date was within
the grasp of most practitioners.

Finding clients was relatively easy for free pro-
fessionals because they provided services that just
about everyone needed at one time or another.
The inevitability of illness and legal needs also
guaranteed long-term economic security. As long
as local competition remained light, doctors and
lawyers were sufficiently compensated to accumu-
late wealth that provided for long-term security.
Professional associations further protected the free
professional’s future on legal grounds. Barriers to
entry and professional norms encouraged informal
monopolies and discouraged aggressive marketing.
Nevertheless, individual practitioners still faced
what amounted to a free market for their services.
Competitors could move into communities and
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vie for clients, and clients were free to choose
between different providers using whatever crite-
ria they valued. In fact, such competition, in com-
bination with increasing specialization, gave rise
to the second form of professional organizing, the
professional firm.

Professional Firms. Professional firms are for-
mal organizations composed primarily of practitio-
ners of the same craft. Law firms, medical prac-
tices, architectural firms, accountancies, and
engineering consultancies are examples. During
the 20™ century, practitioners began forming such
firms for a number of reasons. First, professional
firms allowed practitioners to specialize which, in
turn, allowed them to offer a wider range of ser-
vices than any single individual could offer. Sec-
ond, professional firms brought economies of
scale: Sharing physical and human capital enabled
groups of professionals to handle more clients at
lower marginal costs. Finally, professional firms
allowed some practitioners (partners) to extract
rents from the work of others, thereby allowing
the first group to extend their potential income
beyond what was possible for a professional in solo
practice.

Professional firms brought together a critical
mass of practitioners, often representing different
age cohorts and specialties, who could pool their
expertise to foster joint professional development.
Professional firms also allowed a hierarchical di-
vision of labor in which higher status members
could focus on finding clients, while practitioners
with less status specialized in providing services,
thereby enlarging the firm’s client base. Hierar-
chical differentiation not only increased the part-
ners’ wealth, it also offered younger practitioners
the security of salaried employment and a step-
ping-stone to their own practice. Because profes-
sional firms included a number of specialties, they
encouraged the practice of joint referrals, which
ensured the flow of clients. In sum, the emergence
of the professional firm populated the market for
professional services with competing firms,
thereby aligning professional markets with mar-
kets for other goods and services.

Corporate Professionals. Corporate profes-
sionalism is the third traditional mode of organiz-
ing professional practice. Corporate professionals

are practitioners who work as salaried employees
of firms staffed by a variety of occupations and
who are often supervised by managers who are not
members of their profession. This mode of orga-
nizing was tied to the rise of industrial corpora-
tions, especially those in the chemical and elec-
tronics industries, which made extensive use of
technical and scientific knowledge. In fact, engi-
neers, software developers and technicians have
rarely, if ever, practiced as free professionals or as
members of professional firms.!© Although corpo-
rate professionalism is typically associated with
technical workers, it has recently become more
common among members of other professions in-
cluding lawyers and accountants.!!

By accepting the role of corporate profession-
als, practitioners found ready-made solutions to
the problems that professionals must resolve. Be-
cause they worked for a single firm and received a
salary, they had no need to concern themselves
with marketing their services or competing for
clients. Furthermore, as employees, corporate pro-
fessionals received a full range of benefits. Because
firms historically shielded their professionals from
layoffs, corporate professionals could, until re-
cently, also expect long-term job security. The
costs of maintaining the corporate professional’s
expertise were borne by the employer, who paid
for advanced training and membership in profes-
sional associations. In fact, employers often en-
couraged and rewarded service to the profession
and, at least in the case of R&D labs, provided a
fully developed occupational community with
many of the trappings of a university or govern-
ment lab.

Despite these comforts, corporate professionals
were more likely than other professionals to ex-
perience tension between the norms of profes-
sional work and the requirements of the context
in which they practiced.!? Technical values and
professional aspirations sometimes clashed with
corporate goals of efficiency and profits, producing
what technical professionals disdainfully refer to
as “politics.” It was precisely such tensions, and
the dissatisfactions they produced, that led many
of the technical contractors we met to seek alter-
natives to corporate professionalism.
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The Professionalism of the Itinerant Expert

One option that our informants fantasized
about—and 17 percent had tried—was to become
an entrepreneur by founding a professional service
firm or a technical start-up. Yet, all but one who
tried eventually failed. They failed, in part, be-
cause they lacked the capital (if not the skills)
necessary for running a business. The odds were
also stacked against them from the very begin-
ning. Most new businesses die young, independent
of their founders’ skills.!3 Thus, for the majority of
our informants, contracting was the only route out
of corporate professionalism.

Becoming a contractor meant setting aside tra-
ditional models of professionalism. As a result, our
informants found themselves without ready-made
solutions for resolving a professional’s practical
problems. As they encountered these problems in
their daily work, they had to invent their own
solutions or adopt solutions widely practiced by
other contractors. As they did so, they forged what
can be viewed as a new form of professional prac-
tice that combines elements of traditional modes
of practice with entirely new approaches. We call
this mode of practice “itinerant professionalism”.

Like free professionals, technical contractors
worked as solo practitioners and, in most cases,
arranged for their own benefits. They drew on
their professional networks for referrals and rec-
ommendations and took responsibility for their
own professional development. Like members of
professional firms, contractors frequently worked
for one organization, a staffing agency, but offered
their services to another. Like corporate profes-
sionals, they practiced inside organizations, often
as members of a team whose work was subject to
management’s direction. But unlike free profes-
sionals and members of professional firms, techni-
cal contractors rarely had on-going relationships
with clients and were not paid on a fee-for-service
basis. Nor were they salaried like corporate pro-
fessionals or members of professional service firms.
Instead, they were mostly paid by the hour.

[tinerancy led contractors to different solutions
to the problems of finding clients, maintaining
expertise and ensuring long-term security. Unlike
other professionals, they found clients by aug-

menting their networks with the services of staff-
ing agencies. In fact, some relied exclusively on
agencies. These contractors were well aware that
using an agency conflicted with traditional images
of professionalism. They resented submitting
themselves to members of a sales culture and al-
lowing non-professionals to make a substantial
profit on their services. But since using a staffing
agency was often a necessity, contractors resolved
their dissonance by incorporating agencies into
their model of professional practice: Being savvy
in one’s dealings with agents was a form of exper-
tise.

Contractors generally developed and main-
tained their technical knowledge much like any
other professional. They took classes, joined pro-
fessional associations, consulted other profession-
als, and educated themselves. But compared to
professionals who practiced in other contexts, the
contractors’ skills were subject to more frequent
evaluation in the marketplace, and they enjoyed
fewer protections against obsolescence. Contrac-
tors” efforts to stay up-to-date were consequently
more sustained, intense, and ongoing. Moreover,
unlike most other professionals who distinguish
between apprentices and full-fledged practitio-
ners, contractors blurred the distinction between
newcomers and veterans.'4 Regardless of experi-
ence, they thought of (and presented) themselves
as continual learners. They saw jobs as opportu-
nities for learning and sought to arrange contracts
into sequences that enabled them to acquire and
practice new skills. Thus, under itinerant profes-
sionalism, work itself became a credentialing pro-
cess.

[tinerant professionalism also hinged on a rad-
ically different solution to the problem of security.
Security always entails guaranteeing one’s contin-
ued employability, which, in turn, can rest on a
variety of foundations. Although all professionals
must rely on the enduring value of their expertise,
traditional models of professionalism bolster secu-
rity in other ways. The free professional’s well-
being rests partially on his or her reputation in a
community and partially on the fact that clients
have recurring needs about which they have little
expertise. Corporate professionals and members of
professional firms rely for security on their contin-
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ued affiliation with, and the goodwill of, their
employers. Contractors had recourse to neither
safety net because of their transitory relationships
with clients and agencies. Their security as itin-
erant professionals rested entirely on their ability
to network and to maintain skills that others
would buy.

In short, our informants’ mode of practice had
the trappings of a distinct form of professionalism,
and contractors themselves seemed to experience
their practice as unique and coherent. They ex-
hibited what sociologists call consciousness of
kind as well as consciousness of difference: Setting
aside technical specialty, contractors believed that
they had more in common with each other than
they did with professionals who did similar work
in other modes of practice.!> Informants repeat-
edly told us that their permanently employed
counterparts had little understanding of their
brand of practice or of the problems and opportu-
nities they faced. More importantly, even though
clients occasionally tried to tempt contractors
back into corporate professionalism, most were
unwilling to return. Thus, despite itinerant pro-
fessionalism’s problems and challenges, our infor-
mants overwhelmingly preferred it to corporate
professionalism.

Nevertheless, itinerant professionalism had a
significant Achilles heel, especially for members
of technical occupations. Historically, technical
occupations have lacked strong institutional sup-
ports to underwrite their professionalism. Institu-
tional supports refer to organized systems and
communities that foster occupational identities
and that assist in creating, storing and disseminat-
ing substantive knowledge. Most professions have
occupational associations, training programs, con-
ferences, journals and accreditation procedures
that support all members of the occupation regard-
less of their mode of practice. But, when compared
to medicine, law, and accounting, the institutions
of technical occupations have long been weak.

For example, with the exception of civil engi-
neering, engineering societies never acquired ex-
clusive legal rights to control entry, training, or
licensing.'® More importantly, they have no pro-
cedures for evaluating and sanctioning profes-
sional performance. Even engineering journals

play a less important role in disseminating tech-
nical knowledge than do the journals of other
professions, in part because engineering is an oral
culture.!” The relative weakness of engineering’s
professional institutions is rooted in the fact that
other than civil engineering, most technical oc-
cupations developed as corporate professions. In
fact, during the 1920s, engineering leaders such as
Frederick Taylor sought to gain control of the
engineering societies in the hope of transforming
electrical and especially mechanical engineering
into free professions modeled on law and medi-
cine. Employers blocked these engineers from de-
veloping full-fledged professional institutions by
gaining control of their professional associations
and ousting the reformers.!8

For this reason, technical occupations have
long relied on corporate employers for institu-
tional support. Firms have been particularly im-
portant in funding technical schools and have
played active roles in technical societies. They
have also served as important repositories of ex-
pertise, largely because technical knowledge is of-
ten proprietary and application-specific. Beyond
the initial degree required for practice, most ad-
vanced technical training occurs on the job
within firms. Alvin Gouldner would have called
engineers and technicians “local” professionals.
Unlike “cosmopolitan” professionals, who are in-
volved in national and international networks of
practice, local professionals orient primarily to
their employer and their occupational networks
are composed primarily of fellow employees.!®

Consequently, even though technical profes-
sionals may gain independence when they become
contractors, they lose access to corporate profes-
sionalism’s supports. This loss is crucial. Practitio-
ners require contact with other members of their
occupational community to function as technical
professionals. This is because technical knowledge
typically emerges unevenly across a community of
practitioners as different members encounter
problems and devise solutions.2° Without involve-
ment in an occupational community, practitioners
lack access to these developments. Usually non-
technical issues of practice, such as finding work,
also require collective solutions. To fill the insti-
tutional vacuum, contractors had begun to build
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occupational communities conducive to itinerant
professionalism, often with the help of sophisti-
cated communication technologies.

Community-building was usually spontaneous
and informal, driven less by conscious design than
by contractors’ efforts to solve immediate prob-
lems. We observed contractors forming and par-
ticipating in networks that offered both technical
and non-technical support. Some of these com-
munities involved face-to-face interaction, but
many others were “virtual:” They existed primarily
on the Internet and were organized around bulle-
tin boards, chat rooms, and Usenet groups. These
forms of communication offered much more than
recreation, though they served that purpose too.
They were important channels for exchanging
market information and technical tips. We also
observed more formal efforts to organize contrac-
tors along occupational lines. Some of our infor-
mants had taken responsibility for founding and
managing users’ groups. Others had founded part-
nerships and occupational collectives that en-
abled a type of informal group practice. Entrepre-
neurs had begun to cater to the contractors’ need
for occupational community by publishing jour-
nals and magazines that addressed issues that con-
tractors repeatedly faced. Other entrepreneurs had
founded Web-based employment services, such as
DICE, Monsterboard, and Contract Employment
Weekly, and affinity groups, such the Professional
Association of Contract Employees (PACE),
which provided contractors with group insurance
plans and discounts on the tools of the trade.?!

Even certain staffing agencies functioned as
fledgling occupational institutions. Some agencies
had begun to experiment with forms of organiza-
tion that resembled contractor collectives. Sys-
tems Professionals, one of the agencies we studied,
provided its contractors with opportunities for se-
rious technical training and served as a nexus for
organizing the occupational community of Unix
systems administrators. Another, Expert Solu-
tions, explicitly operated as a cooperative. In ad-
dition to finding work for its members, Expert
Solutions minimized mark-ups, offered group ben-
efit plans, and developed a system for spreading
income so that no member experienced unpaid
periods of downtime.22

These proto-institutions were a far cry from the
more entrenched institutions of more traditional
modes of professionalism. By comparison they
were incipient, loose, and decentralized. They
lacked a well-developed professional ideology, an
accepted theory of practice, and a formal mandate
to legitimize their status as institutions. Neverthe-
less we contend that these arrangements, however
weak, represent important steps toward institu-
tionalizing itinerant professionalism as a stable
and coherent mode of practice. Thus, the emer-
gence of itinerant professionalism as an identifi-
able trend provides a platform not only for con-
ceptualizing the structure of post-industrial labor
markets, but also for formulating policies that
would shape these developments in useful direc-
tions.

The Occupational Dimension

n recent years social scientists have struggled to

formulate images of post-industrial organizing.

Analysts have offered many intriguing sugges-
tions about how firms are changing and markets
are being transformed. Yet, most analyses are
handicapped precisely by the assumption that a
post-industrial order can be adequately described
in term of markets, firms, or some combination of
the two. There can be no doubt that firms and
markets will play crucial roles in a post-industrial
economy and that they are likely to take forms
that differ from the past. There is already evi-
dence, however, that thinking solely in terms of
firms and markets constrains our ability to per-
ceive, understand, and shape the evolving system
of work and employment.

The evidence comes from three sources: studies
that point to the collapse of bureaucracies and
boundaries of firms; research that shows the in-
creasing importance of occupational forms of or-
ganizing; and studies that document the role that
regional, national, and even global networks play
in stimulating economic performance. We believe
that the dynamics of technical contracting and
the emergence of itinerant professionalism offer a
clue to how these disparate insights about the
changing industrial structure can be integrated
into a coherent image. To see how this is possible
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we need to briefly review the three strands of
evidence.

The Collapse of Bureaucracy

The collapse of bureaucracy and the blurring of
the boundaries of firms is the most widely ac-
knowledged change associated with the shift to a
post-industrial economy. Analysts have employed
a variety of terms and metaphors to capture the
development and the forms of organizing that are
emerging in its wake: virtual organizations; sham-
rock organizations; network organizations; bound-
aryless organizations; and lean structures are but a
partial list.23> Although these attempts to charac-
terize new forms of organizing differ in important
ways, most analysts agree on four underlying trends.

The first is the trend toward “flatter,” “leaner”
organizations. Since the mid-1980s corporations
have systematically reduced the number of middle
managers they employ, often eliminating entire
layers of hierarchy, which shortens a firm’s chain
of command.?* Second, corporations have shifted
to “outsourcing” goods, skills, and services that
they once provided for themselves. Outsourcing
means that firms now turn more frequently to
other firms not only for janitorial and food ser-
vices, but also for manufacturing subassemblies,
maintaining information technologies, developing
software, and acquiring other professional ser-
vices. Delayering and outsourcing reduce head-
count by compacting an organization along its
vertical and horizontal axes, respectively. Com-
bined, these trends reverse the industrial era’s
strategy of making firms self-sufficient through
vertical and horizontal integration.?5

As firms become less self-sufficient, their
boundaries become more permeable because lean
firms must, by definition, acquire more resources
externally. Ties to other organizations, therefore,
become more critical. Although firms can cer-
tainly purchase supplies, skills, knowledge, and
other resources on the open market, price and
availability are easier to coordinate and control
when buyers, suppliers, and collaborators enter
into long-term relationships governed by con-
tracts and reciprocal trust. Most analysts agree
that forming and managing strategic alliances
constitute a third trend in post-industrial organiz-

ing. Researchers have conclusively shown that
strategic alliances have become increasingly com-
mon over the last two decades.2® These alliances
include marketing, supply, manufacturing, licens-
ing, and research and development agreements
between two or more firms. Strategic alliances
embed organizations in an evolving network of
relationships, which place a premium on manag-
ing efficient flows along supply chains.??

Finally, more and more organizations are turn-
ing to project teams as a model for organizing
productive activities. Unlike functions or divi-
sions, projects have limited life spans and rely on
temporary concentrations of resources and person-
nel that can be jettisoned or redeployed at the
project’s end. Although high-technology firms
have long organized themselves this way, project
structures have gained popularity in industries as
diverse as banking, health care, advertising, insur-
ance, and education. Project structures and an
increasing willingness to outsource partially ac-
count for firms’ expanding use of contractors.

Occupational Forms of Organizing

Although less widely discussed, the occupational
structure of society has also changed significantly
over the last four decades.?8 In 1950, 40 percent of
all Americans were directly employed in the pro-
duction of goods either as crafts persons or as
operatives and laborers.2° By 1998, employment in
these occupational groups had fallen to 24 per-
cent, mainly at the expense of semi-skilled and
unskilled workers. Although the proportion of the
labor force engaged in craftwork declined slightly
from 14 percent to 11 percent, the proportion of
Americans employed as operatives and laborers
was halved, falling from 26 percent in 1960 to 13
percent in 1998.

The demise of blue-collar work has been offset
by tremendous growth in the white-collar labor
force. Employment in managerial, service, sales,
clerical, professional, and technical occupations
rose from 47 percent in 1950 to 72 percent in
1998. Although the increase in white-collar work
is hardly news, several details of the shift are
poorly appreciated. Analysts often suggest that an
expansion of clerical and service jobs has largely
offset the decline in manufacturing. Consequently
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one frequently hears that the American economy
is being transformed into a service economy
marked by low-paid jobs in fast-food franchises
and clerical sweatshops.?°

Occupational data do not support such claims.
Clerical employment peaked in 1970 at 18 per-
cent of the labor force and has subsequently de-
clined by a percentage point. Even more problem-
atic for the claim that America is becoming a
service economy are data on employment in low-
skilled service work. Lower skilled service jobs
now account for 16 percent of the workforce, but
service employment has grown by only 4 percent-
age points since 1960. Nor do managerial and
sales work account for most of the increase in
white-collar work. Today 1.5 and 4 percent more
Americans work respectively as managers and
salespersons than in 1950. The largest expansion
in white-collar employment has occurred among
professional and technical occupations. Since
1950 professional and technical employment
more than doubled, growing from 8 percent to 18
percent of the workforce. In fact, by 1991, profes-
sional and technical workers had become the larg-
est occupational sector surpassing even clerical
workers and operatives. The Bureau of Labor Sta-
tistics currently estimates that by 2010, one in five
Americans will be professionals or technicians.!

0.6
0.5
04
0.3

0.2

01 r

If employment in craft, professional, and tech-
nical work is a rough index of the relative impor-
tance of occupationally organized work, then cen-
sus data clearly indicate that occupational forms of
organizing are becoming more prominent. Figure 1
summarizes the shift toward occupational organiz-
ing. It plots the ratio of horizontally (or occupa-
tionally) to vertically (or hierarchically) organized
sectors of the labor force since 1900. The ratio’s
denominator tracks the vertical sector as the per-
centage of Americans employed in managerial,
sales, operative, and clerical jobs. The numerator
represents occupationally organized work, the per-
centage of the labor force employed in craft, pro-
fessional, and technical work. Between 1900 and
1998 the ratio grew from 0.38 to 0.56. Not only
has most of the shift occurred since 1950, but the
rate of the shift to occupationally organized work
increased in the 1990s.

Networks and Economic Vitality

A third strand of evidence in the literature on
post-industrial organizing points to the impor-
tance of social networks for the vitality of eco-
nomic regions. Relevant social networks may be
based on occupational and professional ties, ex-
pertise in related technologies, involvement with
an industry, exchange between suppliers and cus-
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The Shift Toward Occupational Organizing
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tomers, physical proximity, ethnic identity, social
class, and even friendship. Social and economic
historians have long recognized that familial, re-
ligious, ethnic, and political ties were crucial to
pre-industrial commerce. In a careful analysis of
social networks in medieval Florence, John
Padgett showed that commerce in Italian city-
states pivoted on business alliances formed among
friends, family, and political allies. Which ties
mattered in Florence depended, in large part, on
which period of the city’s history one is discuss-
ing.?2 For our purposes, the important point is
that, as one era’s defining pattern of relationships
gave way to another, the rules and the types of
organizations that supported trade and finance in
Florence also changed.

Although interpersonal relationships have al-
ways played more of a role in modern commerce
than economists, and even sociologists, acknowl-
edge, most analysts agree that the spread of bu-
reaucracy relegated social ties to secondary status
as a guarantor of trust in transactions.’> Indeed,
the defining characteristic of bureaucratic organiz-
ing was the replacement of patrimony’s arbitrari-
ness with specified rules and procedures for taking
action and rewarding performance.>* As economic
transactions increasingly occurred between organ-
izations headed by professional managers, instead
of by entrepreneurs and owners, legally binding
contracts increasingly overshadowed social ties as
the basis for agreement, trust, and exchange.?*

The Second Industrial Divide, Michael Piore and
Charles Sabel’s influential treatise on the decline
of mass manufacturing and the rise of flexible
production, argued that a combination of craft
production and flexible technology would become
increasingly important, at least in some sectors of
post-industrial commerce. In making their case,
Piore and Sabel drew attention to the distributed
networks of Northern Italy’s industrial districts
and the New York garment industry, where groups
of small manufacturers were able to quickly pro-
duce high quality goods in small lots for burgeon-
ing boutique markets. These firms tended to be
geographically clustered and to be bound not only
by business alliances, but also by informal social
relationships and cultural ties. Skeptics doubted
Piore and Sabel’s thesis, in part, because the man-

ufacturing of clothing did not seem relevant to a
high-technology economy. A more important cri-
tique, from our perspective, is that Piore and Sable
seemed to assume that a permanently employed
and organizationally embedded labor force would
be responsible for craft-based production. In short,
they did not take the distinction between occu-
pation and organization to its logical conclusion.

Annalee Saxenian has shown that Piore and
Sabel’s argument becomes more relevant to the
American high-technology sector when analysts
take the mobility of skilled workers into account.
In Regional Advantage, Saxenian compared the
social structure and business practices of the Sili-
con Valley with those of Boston’s Route 128, the
center of the “Massachusetts Miracle” of the 1960s
and 1970s. Whereas the economic vitality of
Route 128 stalled in the late 1980s and early
1990s, the Silicon Valley was able to rejuvenate
itself. Saxenian argued that the Valley’s economic
vitality rested on networks of interpersonal rela-
tionships that spanned firms and linked investors,
entrepreneurs and technical professionals. On
Route 128, managers and technical professionals
tended to remain with a single firm and compet-
itors resisted collaboration. Technical profession-
als in the Valley, however, collaborated across
firms and moved frequently from one organization
to another in search of better salaries and greater
challenges. Saxenian argued that the Silicon Val-
ley benefited from these more dynamic networks
because they facilitated the flow of expertise and
capital within the region. More recently, Sax-
enian has shown that dense, fluid interpersonal
ties between globally mobile Indian and Taiwanese
entrepreneurs in the Silicon Valley have fed the
development of India and Taiwan’s high-tech econ-
omies and have linked those economies to the econ-
omy of the Bay Area.’®

Taken together, the trend toward outsourcing,
the increasing importance of occupational forms
of organizing, and the mounting evidence that
social capital and inter-firm mobility are vital to
vibrant high-technology industries, provide a
backdrop for interpreting the emergence of itin-
erant professionalism. Viewed from this perspec-
tive, the spread of technical contracting seems to
be more than a simple manifestation of the free
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market’s resurgence. Nor does technical contract-
ing seem to represent merely the failure of existing
labor institutions to protect workers from employ-
ers’ exploitation. Instead, technical contracting
and the itinerant professionalism it fosters may
actually represent an incipient economic form,
which for lack of a better term, we shall call a
“matrixed economy.”

Our image of a matrixed economy draws inspi-
ration from the “matrix” form of organizing that
aerospace firms pioneered in the 1950s and that
has subsequently diffused across most high-tech-
nology industries from semiconductors, comput-
ers, and software to biotechnology and pharma-
ceuticals.?” Figure 2 displays a typical project
matrix or overlay. In a matrix structure, technical
professionals are typically assigned to functional
areas. In aerospace, functional areas include pro-
pulsion, guidance, and power systems. In software
development, functions might encompass device
drivers, interface design, and so on. Like a discipline,
an occupational community or a community of prac-
tice, functional areas are concentrations of special-
ized expertise. Functional managers are responsible
for recruiting, training, evaluating, and developing

professionals and for developing, codifying, and
maintaining the company’s body of expertise.

To do their actual work, however, technical
employees are assigned to one or more separately
managed projects that cut across functions for
limited periods of time. While on the project,
technical experts collaborate with members of
other specialties to produce a working product or
component. A project manager, responsible for
coordinating the project, directs the expert’s work
on the project, while a functional manager usually
allocates the expert’s time to different projects and
evaluates and rewards his or her performance.
Once a project is finished, experts return, literally
or metaphorically, to their functions until they are
reassigned. Thus, in a matrix, technical experts
are jointly managed by both functional and
project managers. Ideally, a project matrix enables
engineers to remain up-to-date in their field
(function), while simultaneously orienting them-
selves to the specific needs of a project.?8 In other
words, a matrix is formed by temporary intersec-
tions of occupations and tasks.

With the emergence of itinerant professional-
ism, extending the logic of a project matrix from a
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firm to a high-tech economy is relatively straight-
forward, entailing only a step up in the level of
analysis. As Figure 3 illustrates, in a matrixed
economy, firms play the role of projects, and oc-
cupational communities or communities-of-prac-
tice play the role of functions. Staffing agencies
and networks of practitioners allocate itinerant
experts for a limited period of time to firms, whose
projects become temporary loci of practice. While
“assigned” to a firm, the itinerant professional
collaborates with other specialists, who may be
employees, contractors, or both, to complete a
specific task that usually involves developing a
product or delivering a service. Subsequently, the
itinerant expert “returns,” however briefly, to the
community-of-practice until networks and agen-
cies are activated and the contractor moves to
another firm.

Thus, in a matrixed economy, firms become
the loci for a set of projects, and occupations
become the nexus for accumulating, developing,
and disseminating knowledge. Firms access occu-
pational knowledge through temporary employ-
ment relationships. The occupational needs of the
itinerant professional—learning and maintaining
professional expertise, finding clients, and ensur-

ing long-term economic security—are handled
outside firms through a combination of individual
initiative, professional associations, occupational
networks, and for-profit ventures.

All of this means that a matrixed economy
cannot operate without some form of occupa-
tional organizing, even if it is no more fully de-
veloped than loose and overlapping networks of
practice. It should also be easier for a matrixed
economy to develop when occupational specialists
and the firms that require their services are geo-
graphically clustered. Clustering reduces the costs
of mobility and increases the odds that members of
a specialty will develop ties to each other. Thus,
one would expect to find more developed ma-
trixed economies in large cities and in high-tech
enclaves like the Silicon Valley, Austin, Boston,
Raleigh-Durham, Tel-Aviv, and Bangalor. How-
ever, as our data suggest and Saxenian’s research
shows, when itinerant experts are willing to travel
long distances, matrix logic can extend beyond
regions to entire countries and even around the
globe. Thus, of the two conditions that facilitate
matrix dynamics, occupational forms of organizing
appear more essential than geographical proximity.

In sum, contract labor markets provide evi-
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dence of the larger trend toward occupational
forms of organizing in a post-industrial economy.
The importance of the occupational dimension
undermines the view that contracting represents a
shift to free agency in a free market. Although
market dynamics are involved, the market for
itinerant expertise is not free, in the traditional
sense of the term, because it cannot operate suc-
cessfully without the support of occupational
structures and the informational services currently
offered by staffing agencies and professional net-
works. Likewise, recognizing the importance of
occupational dynamics underscores why it would
be a mistake to heed uncritically any call to re-
solve the imperfections of the market for high-
tech contractors by returning to the organization-
ally-based institutions of the past. Doing so would
be tantamount to reinforcing corporate profes-
sionalism, which truncates the networks-of-prac-
tice that facilitate the flow of technical expertise
by favoring the firm’s power over the practitioner.

Nevertheless, as institutionalists would argue,
structural supports are required to resolve a num-
ber of problems that plague contract labor mar-
kets. For example, left alone, the market is un-
likely to rectify contractors’ inadequate access to
health insurance and retirement plans. The mar-
ket is also unlikely to create significant pressure
for altering the laws and administrative rulings
that have unwittingly advantaged staffing agen-
cies by forcing large numbers of contractors to
work through agencies. Nor is the market likely to
facilitate the maturation of occupational institu-
tions that would assist contractors in developing
skills, social capital, and other resources. Resolv-
ing these issues will require new institutions tai-
lored to the exigencies of itinerant professionalism
and a matrixed economy.

Supporting Itinerant Professionalism
Benefits

e American system of social welfare remains
closely tied to the cultural and legal institu-
tions of permanent employment. Since the

New Deal, most Americans have acquired health
insurance and pension plans through their em-
ployers. Employers not only negotiate with insur-

ance carriers for lower group rates, but large em-
ployers usually subsidize insurance and contribute
directly to pension plans. As we discussed earlier,
one of the reasons that firms have turned to con-
tractors is to avoid paying benefits, payroll taxes,
and other expenses of employment. Although it is
certainly possible for contractors to purchase their
own health insurance, rates for individuals for the
same level of protection are usually higher than
for members of group plans. Aside from investing
in an individual retirement account (IRA), con-
tractors are also largely precluded from tax advan-
taged retirement plans unless they incorporate,
join a professional association that offers a 401k
plan, or tie themselves to a staffing agency long
enough to qualify for a 401k.3°

Research has consistently shown that low-
skilled temporary workers are less likely than full-
time employees to have retirement accounts and
health insurance.*® Much the same was true for
the contractors we interviewed, although the
problem was more severe for pension plans than
for health insurance. Of the informants for whom
we had data, 45 percent had no pension plan.
Another 20 percent contributed only to an IRA.
Twelve percent contributed to a 401k offer
through an agency, and another 10 percent had a
Keogh or SEP-IRA. In short, the majority of our
informants had little in the way of savings ear-
marked for retirement. The lack was particularly
common among younger contractors. By contrast,
only a small (but still troubling) percentage of our
informants did without health insurance (12 per-
cent). Forty-four percent purchased their own in-
surance, although many were quick to note that
their coverage was not as extensive as it had been
when they were employees. Employed spouses
covered another 19 percent of our informants.
Seven percent had been permanently employed
recently enough to still qualify for COBRA ben-
efits.#! The remaining 9 percent found insurance
through staffing agencies or elsewhere.

Although staffing agencies have increasingly
begun offering pension plans and health insurance
as a way of attracting contractors, most require
that individuals work for the agency for 6 to 18
months before they qualify for coverage. Because
the average contract lasts from 3 to 9 months, and
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because contractors rarely work for the same
agency sequentially, few contractors ever qualify
for the agencies’ plans. Thus, the tendency for
contractors, especially younger contractors, to be
underinsured and to forgo retirement accounts
represents a significant long-term problem, not
only for the contractors, but for society as well.
Establishing portable pension and health care
plans that would follow contractors from job to
job, modeled perhaps on education’s TIAA-
CREF, would largely eliminate the benefit prob-
lem. One can imagine a system that would require
agencies to contribute to these plans whenever an
agency served as a contractor’s employer-of-
record, regardless of the length of the contract.
Another approach would be to change employ-
ment law to allow affinity groups and professional
associations to provide contractors with group
rates and continual coverage. Although profes-
sional associations can and do offer group health
insurance, at present only employers can offer tax
advantaged pension funds.

Removing the Staffing Industry’s
Legal Advantage

During the 1980s the Internal Revenue Service
increased its scrutiny of how firms used indepen-
dent contractors because it suspected that firms
were using contractors to avoid paying payroll
taxes. Although the IRS’s charge of tax evasion
was reasonable, its greater regulatory scrutiny un-
intentionally created a windfall for staffing agen-
cies. To avoid being found in violation of employ-
ment and tax law, firms increasingly mandated
that contractors establish an employer-of-record
relationship with an agency. Although such poli-
cies protect firms and reduce the incidence of tax
evasion, they ensure a market for agencies whose
mark-ups increase the client’s cost of employing
contractors, while also potentially reducing con-
tractors’ wage rates.

By brokering information and assuming the
legal duties of employers-of-record, agencies offer
an important service to contractors as well as to
clients. Moreover, without their involvement, the
contract labor market would be less viable and
perhaps even less vibrant. Thus, the issue is not
whether staffing agencies are useful, but rather

whether it is efficient to allow agencies to maxi-
mize their mark-ups while also offering contrac-
tors minimal benefits. The current system essen-
tially supports a transfer of funds from the pockets
of clients and contractors to the coffers of staffing
agencies. Moreover, the size of an agency’s mark-up
varies widely. Large firms can protect themselves
by entering into preferred vendor agreements. But
small firms and contractors have few options for
resisting unreasonable mark-ups, aside from shop-
ping for agencies that take smaller mark-ups. Many
agencies resist such shopping by treating their
mark-ups as confidential information.

The staffing industry’s unintended legal advan-
tage could be addressed in a variety of ways. The
government could choose to regulate mark-ups,
but such an approach would not only be unpop-
ular in the current economic climate, it is also
unnecessary. Another approach would be for the
IRS and Congress to reexamine the implications
of current laws and administrative rulings regard-
ing independent contractors and incorporation. It
does not seem impossible to devise tax laws that
would protect against tax evasion without making
it unnecessarily risky for firms to hire indepen-
dents or costly for contractors to incorporate.

Yet another approach would be to encourage
professional associations and affinity groups to
serve as employers-of-record. The Professional As-
sociation of Contract Employees (PACE) pro-
vides a model. PACE, an affinity group, operates
ProTrac, which provides pass-through employer-
of-record services for contractors. Contractors be-
come ProTrac employees, known as “division
managers.” For a mark-up of 5 percent, ProTrac
provides not only payroll and tax services, but
offers contractors access to a variety of benefits,
including group health insurance and 401k plans.
Although ProTrac is structured as a “for-profit”
affinity group, existing professional associations
and even professional unions could assume a sim-
ilar role.

Facilitating Occupational Institutions

We have seen that professional networks and us-
ers’ groups are crucial to a matrixed economy’s
operation. Encouraging such groups to form and
organize, as non-profit occupational associations,
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would assist contractors in a variety of ways. In
addition to offering health care and pension funds,
such organizations could also contract with ser-
vice providers to offer contractors discounts on
training programs, materials, equipment, and sup-
plies. Occupational associations could also assist
with designing curricula and websites to assist
contractors in finding jobs and keeping their skills
up-to-date. Given the speed at which technolo-
gies change, it would be difficult for occupational
associations to offer extensive curricula and
courses. However, one can imagine occupational
associations organizing a network of practitioners
and users’ groups that could respond to technical
developments. By negotiating alliances with com-
munity colleges and vendors, occupational associ-
ations could also offer members discounted access
to certification programs.

One model for such associations is the Free
Agent Forum, an on-line affinity group for con-
tractors, established by John Frederico in 2001. In
return for a membership fee, the Free Agent Fo-
rum offers affiliates access to job postings, orga-
nizes technically oriented networks of practice,
and offers discounts on tools and supplies. Free
Agent Forum, however, caters to a variety of oc-
cupational groups. The Graphic Artists Guild, a
craft union for illustrators, web designers, and
other visual media occupations, is more focused.
The Guild sponsors workshops and classes for
members, as well as career assistance and job post-
ings. Labor unions and professional societies could
play an important role in forming occupational
associations, if both were willing to embrace a
philosophy of encouraging organizing by craft or
specialty, respectively. Historically, unions and
professional societies have sought to aggregate across
occupational groups. Although reasonable in a world
of permanent employment, the pressure for cross-
occupational collectives is less suited to the struc-
ture of highly skilled contract labor markets.

Finally, encouraging the formation of occupa-
tional associations would be of considerable ben-
efit to clients. Ensuring that contractors have the
skills they claim to have is one of the most signif-
icant problems facing hiring managers. Because
membership in an occupational association is
based on the possession of skills and expertise,

occupational associations would be better posi-
tioned than most staffing agencies to assess and
certify the skills of their members. In fact, certifi-
cation could well be a revenue generating service for
professional associations. Occupational associa-
tions could offer rigorous skill verification for cli-
ents who use the association to locate contractors.

Contracting among skilled technical profes-
sionals is but one indicator that the nature and
mix of employment relations are being trans-
formed. Contract employment is spreading to
most other occupations, including medicine, law,
accounting and even management itself. It is now
possible for firms to purchase the services of a
contract CFO, a CIO and even a CEO, and there
are staffing agencies that specialize in placing such
individuals. We have entered an era when tem-
porary employment is no longer confined to a
segment of the clerical and industrial labor force.
Although we recognize that outsourcing, offshor-
ing and contracting are significant departures
from the past, we have not yet realized how much
our institutions of employment lag behind reality.
Until we recognize that the nature employment is
changing, we are likely to act with outdated as-
sumptions that will bring unintended, deleterious
consequences. The current debate over the privat-
ization of social security, for instance, rests on the
assumption that individuals will know how to
invest for themselves. But if the contractors we
met are representative, it would seem that this
assumption is suspect even for the most highly
educated segment of the labor force. Institutional
change almost always lags behind changes in prac-
tice. Nevertheless it behooves us to minimize the
lag when changes in practice are as central to a
way of life. A shift in the nature of employment is
precisely the kind of change that historians use to
identify a society’s movement from one economic
era to another.
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