Temporary Help Service Workers: Employment
Characteristics and Wage Determination

YINON COHEN and YITCHAK HABERFELD*

This paper studies temporary help service (THS) workers, a growing com-
ponent of the secondary labor market. It analyzes two samples of workers
in the same four clerical occupations—bookkeepers, typists, key-punch
operators, and clerks. The two samples—one for workers employed via a
large THS firm 1n Israel, the other for full-time, non-T HS workers drawn
from the 1983 Israeli Census—are compared for demographic and human
capital characteristics, wage levels, and wage regressions. The results lead
us to conclude that viewing THS workers as a homogeneous group of
“secondary” workers is not warranted.

PREVIOUS EMPIRICAL RESEARCH on the temporary help service
(THS) industry focused on the demand side of the labor market (Gannon,
1978; Mangum, Mayall, and Nelson, 1985). Researchers sought to explain
why some employers use THS workers more than others (e.g., Davis-
Blake and Uzzi, 1990). This paper expands the research by examining the
wage determination, employment, and socioeconomic characteristics of
THS workers in Israel.

Except for Belous (1989), most accounts of THS workers use the termi-
nology of the dual labor market perspective (e.g., Mangum, Mayall, and
Nelson, 1985). Writers in this tradition view the economy and the labor
market as composed of qualitatively different segments. In this view, the
few thousand large firms in monopolistic industries constitute the eco-
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nomic core, where uncertainty is relatively low and market power can be
exercised, whereas the few million small firms in competitive industries
constitute the economic periphery, where uncertainty is high and no firm
possesses market power.!

Corresponding to this dual economy is a dual labor market. Most work-
ers in peripheral firms are considered part of the secondary labor market,
where jobs are unstable and provide relatively low wages, almost no train-
ing, no advancement opportunities, and almost no returns on investments
in human capital (e.g., education, labor force experience, and firm ten-
ure). Mobility to the primary segment of the labor market, where jobs are
stable, offer training, and provide advancement possibilities, is considered
minimal (Piore, 1971). Thus, workers in the secondary segment—mainly
those belonging to disadvantaged groups in the labor market, such as
women, minorities, migrants, youth, and the elderly—get not only lower
returns on their human capital than other workers, but are also confined or
trapped in this segment of the labor market.2

However, the correspondence between the segments of the economy
(core-periphery) and the labor market (primary-secondary) is not dom-
plete, as many core employers operate in both segments. While core employ-
ers usually select a group of primary employees, invest in their training, and
offer job security and other benefits of primary employment, these firms
also maintain a secondary group of workers—some THS workers—to
whom they offer neither job security nor other advantages of employment.
Thus, THS workers are part of the secondary labor market whether they are
placed in periphery firms, where the vast majority of jobs are filled by
secondary workers, or in core firms, where they belong to the flexible
portion of the firm’s labor force.

If THS jobs and workers belong to the secondary labor market, then their
careers (or lack thereof) should resemble those of other secondary workers.
We examine four issues in order to evaluate the status of the dual labor
market as a theoretical framework for understanding THS workers and
careers: (1) whether THS workers are predominantly from disadvantaged
demographic groups, (2) whether their wage levels and human capital are
lower than those of other workers in the same occupations, (3) whether they
receive lower returns on their human capital than do other non-THS work-

'Aventt (1968) discusses the forces generating the dual economy, the dependency relations between
the two sectors, and other qualitative differences between the economic core and periphery n the
United States

?Cain (1976) and Hodson and Kaufman (1982) critique the dual labor market theory and the
relationship between the segments of the economy to segments of the labor market Stier (1985)
discusses the dual nature of the Israeli labor market
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ers in the same occupations, and (4) whether THS-unique experience such
as tenure, frequent movements between employers, and work continuity in
the THS firm affect the wages of THS workers.

Data

Data for THS workers were obtained during 1987 from the personnel
files of the Tel Aviv branch of one of Israel’s leading THS firms. This firm,
like most others in this industry, recruits, screens, and prices the workers
and then places them in client firms upon request. The 1,436 THS workers
in four occupations—secretaries and typists (henceforth typists), book-
keepers, clerks, and key-punch operators—worked at least 24 days (not
necessarily consecutively) during the period January 1983 to December
1985, and their files, which contained complete information, were included
in the analysis.3 Data for “regular” (non-THS) workers in these occupa-
tions were obtained from the 20 percent sample of the 1983 Israeli Census.
Included in the analysis were 1,912 full-time workers in these occupations
who were 16 years old and over and who worked in the Tel Aviv district in
1983.4

The available variables in the census sample relevant to wage determina-
tion are the following: hourly wage rate, age, years of schooling, industry,
and three demographic variables known to affect wages in Israel: sex, mari-
tal status, and country of birth.5 The THS data also include years of previous
labor force experience, as well as two sets of other variables (Table 1). The
first set includes measures that were used by the THS firm to evaluate
applicants as they joined the firm. The second set includes measures accumu-
lated during the workers’ affiliation with the THS company.

The dependent variable in this study is (Ln) hourly wage.® For the
census workers, hourly wage refers to April 1983. For the THS firm, there

3As of June 1987, the month the data were coded, some individuals were still working in the THS
company, some had left the labor force, and others had moved to a non-THS employers (or to a
different THS employer)

*The census sample may contain a few workers included n the THS sample However, since most of
the THS workers were hired after Aprl 1983, this possibility 1s hmited to a negligible miority

sThe ethnic hierarchy in Israeli society and the labor market 1s as follows Jews are superordinate to
Arabs; within the Jewish community, those who were born 1n Israel, Europe, the United States, or
Austraha fare better, ceters paribus, than Jews who were born 1n Asia or Africa Since there were only
18 Arabs 1n these occupations 1 the census sample and the THS sample contamed no Arab workers,
we limited our analysis to Jewish workers

6Unfortunately, this 1s the only compensation vanable to which we had access for both census and
THS workers The fringe benefits provided by the THS company are those required by Israeli law We
have no information on the fringe benefits for census workers See Brauer (1990) for compensation
practices for full-time workers in Israel
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are two measures of wage rate. One 1s the entry wage, the other the most
recent wage rate received or, for workers still with the firm by June 1987,
the wage rate in that month. The pay structure of the THS firm is
occupation-specific and is based on a certain number of wage grades within
each occupation. There is complete correspondence between grades and
wage rates—11 grades and 11 wage levels among bookkeepers and clerks,
nine grades among key-punch operators, and eight grades among secretar-
ies and typists.” Thus, workers’ wage growth is solely determined by their
grade progression. Since the relationship between grades is relatively sta-
ble over time and during part of the 1980s there was triple-digit inflation in
Israel, all measures of THS wages (based on grades) are expressed in April
1983 Israeli shekels—similar to the census wage rates.

Results

First, we consider whether or not THS workers can be considered secon-
dary workers according to their wages and socioeconomic characteristics.
Table 2 reveals that differences between THS and non-THS workers are
occupation-specific. Among bookkeepers, there are virtually no differ-
ences between THS and non-THS workers in education and sex composi-
tion; and the differences in age, marital status, and ethnic composition are
relatively small. Moreover, despite their younger ages, THS bookkeepers
have 10 years of previous experience and enjoy higher wages than their
non-THS counterparts. By contrast, THS clerks are much younger, have
almost no job experience, and receive substantially lower wages than full-
time census clerks. Taken together, THS bookkeepers (and, to a lesser
extent, typists) appear to have labor market characteristics of primary
workers, while THS clerks (and, to a lesser extent, key-punch operators)
resemble secondary workers with respect to their age, experience, and
wages (but not with respect to their education or ethnic origin).

To address whether THS workers receive similar returns on their human
capital as do other workers in the same occupations, we first estimated
eight human capital wage regression equations for THS and non-THS
workers in all four occupations. For each occupation, (Ln) hourly wage is
taken as a function of the variables available in the census data.

’For secretaries and typists, however, there are more than eight wage rates because the THS
company classifies them into mne detailed occupations (typists, word-processing operators, and secre-
taries in Hebrew, English, and bilingual), each of which has five to eight grades—a total of 57 wage
rates Smce.elght of these nine detailed occupations contained less than 100 THS workers and the most
detailed classification of the Israeh census treats these nine occupations as one, we also combined them
1nto one occupation
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The differences in the structure of the wage regressions between THS
and non-THS workers in Table 3 are occupation-specific. In the two “pri-
mary” THS occupations—bookkeepers and typists—there are relatively
small differences in wage determination between THS and non-THS work-
ers. For both THS and census workers, one or more of the coefficients of
the conventional proxies for productivity are statistically significant.® By
contrast, in the two “secondary” occupations—clerks and key-punch
operators—some conventional human capital proxies affect the wages of
non-THS workers in the expected direction, but not the wages of THS
workers.

It is possible, however, that conventional human capital variables affect
the entry wages of THS workers and that after a few weeks of employ-
ment, the company adjusts wages according to better productivity mea-
sures. In fact, in cases where better productivity signals are available, the
company may use them for the entry wage determination as well. We
tested these possibilities by estimating two models for the entry wage rate
of THS workers in the four occupations. The first is the same model tested
in Table 3, plus experience instead of industry. The second model adds
variables that refer to the evaluation of THS workers by the THS firm at
the time of application.

The results (Table 4) support the conclusion that THS bookkeepers
belong to the primary segment of the THS firm, whereas the results for
clerks may serve as a textbook example for wage determination among
secondary workers. In the absence of THS evaluation variables, conven-
tional productivity signals account for over one-third of the variance in
the entry wages of bookkeepers (column 3). By contrast, neither conven-
tional proxies for human capital (column 1) nor the THS evaluation
variables (column 2) account for the small variation in entry wages
among THS clerks. The entry wage determination for the other two
occupations is between the extreme cases of bookkeepers and clerks.
Key-punch operators are more similar to clerks, and typists more closely
resemble bookkeepers.

In order to address whether THS employers compensate THS-unique
experience, we estimated for each occupation two models in which the
latest (or current) (Ln) hourly wage rate serves as the dependent variable.
The first model includes conventional proxies for productivity, THS evalua-
tion variables, and four measures of THS-unique experience. The second

8For typists, ethnic (Western) origin—in addition to education and age—signals productivity be-
cause 1t captures command of the English language, an essential trait for high wages among typists and
secretaries 1n Israel
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model adds four dummy variables that index the size, sector (public or
private), and industrial classification of the client firm to which the THS
worker was sent in her last assignment in order to test if the THS company
takes any clients’ characteristics into consideration in determining wages.

The results for the first model (Table 5, columns 1, 3, 5, and 7) suggest
that THS-unique experience positively affects the wages of THS workers
in the four occupations. These findings are inconsistent with viewing THS
workers as belonging to the secondary segment of the labor force, where
employers rarely compensate workers for company tenure.

These findings must be qualified, however, as occupation-specific. Judg-
ing by the magnitude of the standardized coefficients (data not shown),
among the two “secondary” occupations—clerks and key-punch opera-
tors—we find that THS-unique experience variables are the main factors
that explain the allocation of THS workers to different wage levels. By
contrast, the effects of THS-unique experience on the wages of workers in
the two primary occupations—bookkeepers and typists—are modest com-
pared with the effects of conventional, pre-THS variables.

Client characteristics affect wages of THS workers (columns 2, 4, 6, and
8). Assignment to a financial institution—where over one-third of clerks
and about one-quarter of key-punch operators were sent—is detrimental
to their wages. Likewise, assignments to a manufacturer of electronic
equipment are detrimental for typists, where over half of them work.
Bookkeepers’ wages are not affected by any client characteristics. Thus,
the penalty for assignments 1n specific industries is more prevalent in secon-
dary occupations than in primary occupations.

There are many possible explanations for the industry effects on the
wages of THS workers, but we have no data to test them. One possibility
raised by Pfeffer and Baron (1988) is that THS firms adjust wages to
achieve internal equity with regular workers of client firms. Our data are
inconsistent with this hypothesis. While assignment to one of the industries
under investigation depresses wages among THS workers in three of the
four occupations (Tables 3 and 5), being a full-time worker in these indus-

tries is either irrelevant or beneficial for the wages of census workers
(Table 3).

Discussion and Conclusions

Based on the analyses of workers in four occupations employed by one
large THS company in Israel, whether or not THS workers belong to the
secondary labor market depends on the occupation and the characteristics
according to which secondary status is determined. The four occupations

Copyright © 2001. All Rights Reserved.
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may be arranged along a continuum that indicates the extent to which their
characteristics and wage determination resemble characteristics of workers
in full-time, non-THS jobs. In the interest of brevity, we shall focus on the
two polar ends of the continuum—bookkeepers and clerks.

Among bookkeepers, we found relatively small differences in the wages
and socioeconomic characteristics of THS and full-time workers. More-
over, it seems that the wages of THS bookkeepers are determined by the
same factors that determine the wages of other bookkeepers. This might
occur because trust is important, training is relatively long, and credentials
are essential for success in this profession. Bookkeepers’ skills are rela-
tively general; therefore, wages are relatively unaffected by client firms’
characteristics. The fact that THS-unique experience affects bookkeepers
the least suggests that they—Ilike other Israeli bookkeepers—operate in a
quasi-occupational internal labor market. They enter the THS company
with extensive experience in several jobs and spend nearly two years as
THS bookkeepers, during which they actually work more continuously
and in fewer client firms than do other THS workers (Table 2). It is
plausible that when they exit the THS firm, they get a full-time, year-
round job. We do not know if their new job is with one of the client firms
to which they were assigned as THS workers.

Thus, in the case of bookkeepers, the THS company faces a group of
professionally mature workers with extensive experience and is forced to
pay market wage rates. The major difference between THS and other
bookkeepers is that the former are less likely to be married. This may
explain the preference of THS bookkeepers for temporary work, where
they enjoy slightly higher wages, greater flexibility, and greater diversity in
their jobs, albeit with no job security.

The picture among clerks is more complex. Judging by their education,
sex, and ethnic composition, THS clerks are not underprivileged. Yet they
are very young, more likely to be single, and with almost no prior labor
force experience. When they join the THS firm, two-thirds of them are
assigned to the two lowest wage grades (data not shown). Even after
nearly a year with the THS company—of which some six months are spent
on actual assignments—the wage rate of the average THS clerk is only 69
percent of the average non-THS clerk (Table 2). Moreover, conventional
signals for workers’ quality—years of schooling and experience—that de-
termine the wages of non-THS clerks do not affect the entry or current
wage rate of THS clerks. Clearly, any worker whose characteristics are
similar to those of THS clerks and whose wage level is unaffected by
education and experience belongs to the secondary labor market.

But there is a problem with this conclusion. Secondary employers are
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said to offer only limited wage growth. Yet THS clerks experienced an
impressive 9 percent wage growth, although the average tenure of this
occupation in the THS firm is only six months (Table 2). Moreover, clerks’
wages are affected only by THS-unique experience—tenure, on-the-job
performance, and number of assignments. In fact, it is possible to view
THS clerks as being organized in an enterprise internal labor market,
where most new workers enter at the lowest wage rates, and wage progres-
sion is determined by tenure and on-the-assignment performance. Surely,
secondary employers neither arrange their workforce in the internal labor
market nor keep records of performance aimed at instituting what Gordon
(1979) calls “bureaucratic control.”

Yet this concept—control—sheds some light on the behavior of the THS
firm regarding its workers, clerks in particular. The company must assure
proper performance of its workers on various assignments. It cannot moni-
tor their performance directly, as workers are in different locations in
different client firms. In occupations where trust is important (e.g., book-
keepers) and performance can be measured accurately, experience, tests,
and professional credentials are required for hiring and are reflected in
entry and subsequent wages. In other occupations, as is the case with
clerks, the THS company assigns new workers to the lowest wage rates and
relies on tenure and client reports for wage progression. The carrot offered
to clerks for proper performance—a 9 percent wage increase in six
months—is impressive only to those unaware of the fact that the top wage
rate for THS clerks is still below the average for non-THS clerks (data not
shown).

This being the case, the question is why do clerks (and key-punch opera-
tors) work in THS? Here, the dual labor market theory fails to provide
satisfactory answers. Considerations of job search may be more fruitful.
Given their demographic characteristics and education, most clerks could
have found full-time, year-around employment. One might expect THS
workers to be paid higher wage rates as a compensation for lack of job
security. Indeed, this has been the conventional wisdom ever since Adam
Smith’s persuasive argument on compensating wage differentials. Yet THS
clerks (and key-punch operators) work for lower wages than do other
workers. It is possible that young THS workers in these occupations are
willing to receive lower wage rates in order not to be attached to the labor
force or to a specific job for a long time. Since they are at the early stages
of their careers, it is possible that they are using THS employment as a
relatively cheap method in their search for a permanent position while
obtaining on-the-job training. Not having a family, they can afford to live
on THS low wages. To the extent that they find a position in one of the
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THS client firms, one could argue that the lower wages they receive while
in THS are no more than fees for permanent placement.

Unfortunately, we have no data to resolve this issue. However, there is
evidence that it is not uncommon for THS workers in all occupations to be
offered permanent jobs in client companies. In fact, many users of THS
workers state that this is a major reason why they use THS workers (Gor-
don and Thal-Larsen, 1968). It serves them as a relatively cheap and
riskless recruitment channel. Thus, rather than blocking careers and mobil-
ity of employees, THS employment may help some workers to gain access
to permanent employment in the primary labor market.
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