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Firms’ choice regarding workers at risk of loosing job because of dwindling adequacy:   

Retrain 

vs.
Lay off and hire new one with skills needed.

“Good employers”


“Bad employers

Research Question
Why would you, as an employer do that, retrain workers at risk of loosing their job because of dwindling adequacy, instead of just laying off your current employees and hire new ones with the needed skills. Normally, the former are referred or publicly seen as “good” employers, whereas the latter count as “bad employers”. What can explain that some firms decide this ways and others differently? Capelli tests 4 hypotheses, of which on is related to the role of social capital.
Theory/ Reasoning

Depending on the nature of the work and its organisation with a firm , social capital (SC) can play a large role. Capelli employs a broad definition: “Social capital = relationship between individuals as a resource facilitating a range of outcomes.” If SC is important for the work, it can be assumed a company does not want to loose it. Thus, when faced with the MAKE-or-BUY-choice of retraining or laying off, it chooses to retrain.
Data:

Capelli uses data of the National Employers Survey (NES) (by the US Bureau of Census). In order to make analysis more valid, he restricted data only to companies with higher skill requirements (in the past 3 years) (proxy for developments that made existing skills obsolete) and currently working on under-capacity (proxy whether under current economic conditions lay-offs were likely): Thus, focus only on  those employers where there were risks to existing job security.

Empirically, social capital is supposed to relate to the variables/ is measured by:

1. % of self-managed work groups, because

For these to work close relationhips beyond formal ties are needed.

2. TQM (Total Quality Management), because

Similar reasoning. Involves employees through team settings in operating decisions.

3. flextime (flexible work arrangements), (this variable is unrelated to the first two, no collinearity) because (1) people need to arrange their work schedule cooperatively and (2) employees must manage hand-offs between tasks.

Methodology

Capelli empirically tests 4 hypotheses, one on the importance of social capital and four alternative ones. “Employer are more likely to retrain their employees, when…”

1. social capital plays a large role.

2. fixed employment costs are higher

3. companies invest more in training anyway

4. companies pursue employee-friendly policies

Results

Support for H1. No support for alternative hypotheses H2-H4. 
“The preceding results suggest that employers who retrain their workers do so at least in part to preserve the social capital that exists in worker relationships.” Results give an idea about why there are “good” and “bad” employers. Normally ethical considerations are drawn upon to explain this difference in behaviour. Yet, it can be seen. For some it is rational to retrain. (sic!) and maybe for others it is not. 
Criticism
The data only give ideas about correlation. Does not say anything about its direction, i.e. causation. Especially it does not say anything about the fact whether firms really rationally make this choice the paper suggest, i.e. weighing retained SC + retraining costs vs. hiring + lost capital. In other words, do companies have an idea of how much social capital they would loose or even to what extent their work actually relies on SC? Although Capelli tests for endogeneity, the issue cannot be fully resolved.
Links to (other) topics (of the course)

- Make-or-Buy-Choice (laying off or retraining), in that sense also “boundaries of the firm”

- Working in Teams and Role of SC
- SC


- Definitions


- Importance

