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Despite the growing attention
given to work-family programs in the
popular media (e.g., Hammonds,
1996; Lawlor, 1996; Moskowitz and
Townsend, 1995), few studies have at-
tempted to measure their financial
impact on the firms which provide
such benefits (see Lobel and Faught
(1996) for difficulties in quantifying
the effects of specific programs). This
study attempts to fill the gap by de-
termining which work-family pro-
grams have a significant effect on the
profitability of the firm and measur-
ing the magnitude of that impact. In
the process, we are able to pinpoint

particular benefits that our sample
firms may, from the point of view of
maximizing profits, be over-providing
or under-providing! relative to their
optimal level. While we follow stan-
dard economic practice and focus on
profit-maximization, we are aware
that for many firms, profits are not
the sole motivating factor as, increas-
ingly, organizations are becoming
sensitive to the pressures facing em-
ployees endeavoring to balance fam-
ily and job responsibilities.

One source of pressure on firms to
introduce  work-family  programs
came from the changing needs of a

* The authors are grateful to Charles Fischer and several anonymous referees for their valuable input.
We are also indebted to John Leeth and Rexford Santerre for their comments and suggestions.
Furthermore, we thank Satish Lalchand for excellent research assistance.

! Economic theory suggests that for any firm which has a clearcut objective, there exists an appro-
nate level of benefits which is consistent with its stated objectives. Hence the terms "“over- and

p . - J . .
under-provide’” would refer to benefit levels that are higher or lower than this theoretical optimum.
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WORK-FAMILY BENEFITS 29

work force increasingly comprised of
women with families (Hammonds,
1996). The increased participation of
women in the labor force occurred
not only for all women (56% in 1996
versus 51% in 1980), but was espe-
cially dramatic (a jump from 45% in
1980 to 63% in 1996) for married
women with children under the age
of six (U.S. Department of Com-
merce, 1998). Consequently, there
was a substantial rise in the number
of dual-earner families. For instance,
in 1996, in over half of the 53 million
married couples both husband and
wife worked outside the home. These
dual-earner families significantly out-
numbered the 10.1 million “‘tradi-
tional”” married couple families in
which the husband worked for pay and
the wife did not (Bureau of Labor Sta-
tistics and Bureau of the Census,
1997). These trends contribute to the
fact that currently only 16 percent of
full-time workers go home to a non-
employed spouse (Barker, 1995). The
stress of having another full-time job
waiting at home after a full day at the
office has both professional and per-
sonal effects (Johnson, 1993). These
stresses are likely to lower the effective-
ness of workers, as indicated by nu-
merous studies (Auerbach, 1988; Axel,
1996; Bailyn, 1993; Ferber and
O’Farrell, 1991; Gonyea and Googins,
1992; Magid, 1983; Zigler and Frank,
1988).

With the changing demographics
of their work force, many companies
began to revamp their work-family
programs. Anecdotal evidence sug-
gests that this was done in part to ac-
commodate the needs of a work force
increasingly comprised of women
with families (Hammonds, 1996). For
instance, the rise of dual income fam-
ilies made certain traditional bene-
fits, such as family medical care, re-

dundant. Whereas in 1993, 82
percent of full-time employees in me-
dium and large private establish-
ments were covered by the firms’
medical care plans, by 1997 that fig-
ure dropped to 77 percent (Bureau
of Labor Statistics, 1997a). Concur-
rently, other new benefits became in-
creasingly relevant for employees
such as the ability to take a day off to
care for a sick child, a flexible sched-
ule to attend a parent-teacher confer-
ence, extended family leave to accom-
modate long-term family illnesses,
child-care subsidies, and onsite day-
care. The net effect is that total bene-
fits have mushroomed into a major ex-
pense for firms, comprising around 28
percent of the total cost of compen-
sation (Bureau of Labor Statistics,
1997b).

Has the expansion of programs
helped worker productivity? To date,
studies about work-family programs
and productivity have either relied on
anecdotal evidence to examine a
range of programs or have used sta-
tistical analysis to look at only one
specific type of work-family program.
Focusing first on studies in the for-
mer category, surveys indicate that
many employers have been experi-
menting with new or enhanced work-
family benefits to increase worker
productivity by reducing absenteeism
and turnover (Hammonds, 1996).
Numerous studies use anecdotal evi-
dence gathered through interviews
with managers, workers and CEOs to
support the claim that the implemen-
tation of work-family programs radi-
cally improves productivity (Barker,
1995; Capowski, 1996; Galinsky et al,
1991; Hammonds, 1996; Johnson,
1995; Lawlor, 1996; Osterman, 1995;
Soloman, 1994). Other studies use
nation-wide, multi-firm surveys to
confirm the belief of managers that
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30 MEYER, MUKERJEE AND SESTERO

such programs lead to improved re-
cruitment, morale, public image, ab-
senteeism and turnover (Burud et al.,
1984; Magid, 1983; Perry, 1982). In
addition, there are case studies of
particular firms that have imple-
mented such programs; these bring
out the disparity between the man-
agers’ and the workers’ estimates of
the effect on productivity (Friedman,
1991). Consistently, the workers’ es-
timate of the effect is greater than
that of managers. Furthermore, these
case studies point to significant vari-
ation in the success of these programs
across firms, which suggests that the
corporate culture and the structure
of the work have a substantial impact
on how successful these programs
are. For example, the proportion of
managers who perceived an increase
in productivity from a subsidized on-
site child-care center ranged from
32% to 72% depending on the study,
while the proportion of employees
who perceived such an increase
ranged from 47% to 73%.

In contrast to studies relying on an-
ecdotal evidence, Shepard et al
(1996) use statistics to analyze pro-
ductivity. Their study, however, fo-
cuses on the pharmaceutical industry
and only considers the effect of one
particular benefit: flex-time. Using a
random effects model, they conclude
that the effect of flex-time on produc-
tivity was positive and both statistically
and economically significant.

Our study departs from earlier
work in both scope and methodology.
What makes our study unique is that
we apply statistical analysis to a broad
range of work-family programs across
many firms and industries. This ena-
bles us to draw policy conclusions
based on a careful study of actual data
rather than on casual empiricism.

The remainder of this article is as
follows. The empirical model which
underlies our statistical analysis is de-
veloped in the next section. There-
after, we discuss the data used in the
study and present selected descriptive
statistics. Our empirical results which
follow indicate that programs vary sig-
nificantly with regard to their impact
on firm profitability. Finally, we con-
clude, give policy recommendations,
acknowledge limitations of the study,
and suggest avenues for further re-
search.

Empirical Model of Firm
Profitability and Work-Family
Programs

An important determinant of a
firm’s profit function is compensa-
tion to its employees. In this section
we build a simple model of a profit
function which seeks to answer the
question, ‘‘Which work-family pro-
grams affect the profitability of the
firm and what is the magnitude and
direction of this effect?”” The theo-
retical underpinning of our model is
the efficiency compensation theory
whereby employers pay above-market
compensation — be it in terms of
wages, benefits or both — to increase
worker productivity. This productivity
boost can come from several sources:
by the higher quality of workers that
are attracted, by an improvement in
efficiency of existing workers, and by
a reduction in employee turnover.
Workers who are being paid above-
market compensation are assumed to
be less likely to quit, feel more com-
mitted to the firm, and be more in-
dustrious. To the extent that this is
the case, the firm can also invest more
in training and push workers harder,
perhaps by asking for longer hours.
The combined effect will allow the
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WORK-FAMILY BENEFITS 31

firm to increase profits (Yellen,
1991).2

Though the efficiency wage theory
implies that higher compensation
leads to increased profits through a
productivity stimulus, the theory is
too general to be used by firms as a
practical guideline. To a firm strug-
gling with problems of budget allo-
cation, specific information identify-
ing those benefits yielding highest
returns and determining their opti-
mal level is crucial. We seek to pro-
vide this information by focusing on
a selected subset of benefits.

Assuming that a firm’s goal is to
maximize profits, the profit function
may be expressed as follows:

m™=R(p,q)-C(c) (1

where 7 is the profit function, R and
C are the total revenue and total cost
functions, respectively, p is the prod-
uct price, q is a vector of all factors
affecting output (including capital,
labor, productivity and demand fac-
tors), and c is a vector of factors af-
fecting costs (including wages and
benefits).

According to the theory of effi-
ciency compensation, there will be
both direct and indirect effects of
benefits on a firm’s profits. Higher
benefits directly increase a firm’s
costs. Indirect effects stem from two
separate mechanisms as described in
the efficiency compensation litera-
ture (e.g., Campbell, 1993, Cappelli
and Chauvin, 1991). First, productiv-
ity goes up, ceteris paribus, as better
workers are attracted and existing
workers are induced to reduce shirk-
ing. Second, turnover costs decrease

as relatively higher compensation
tends to inhibit potential quitters.

The profit-maximizing firm will
choose the level of each work-family
benefit it provides by equating the
marginal revenue of that benefit with
its marginal cost. In other words, the
firm will continue to raise the level of
the work-family benefit as long as the
increased revenue exceeds the addi-
tional cost. Assuming that the mar-
ginal effect of an increase in a work-
family benefit on productivity is
positive but diminishing and that the
marginal cost does not decrease, the
firm can fall into one of three cate-
gories, as shown in Figure I. First, a
firm can offer exactly the optimal
amount of the work-family benefit, in
which case the marginal impact on
profit of an increase in the benefit is
neutral. Second, it could be under-
providing the benefit, in which case
we should see a positive marginal ef-
fect of that benefit on profits. Lastly,
it could be over-providing the bene-
fit, in which case we expect to see a
negative marginal effect on profits.
Thus, the signs of the coefficients in
our model are important in inter-
preting the results of our model,
since they provide an indicator of
whether each benefit is over- or un-
der-provided in our sample of firms,
at least from the point of view of max-
imizing profits.

Our estimation employs a standard
statistical modeling technique called
reduced form estimation in which un-
derlying structural equations may be
combined into one multivariate re-
gression model (Greene, 1999). Our
reduced form model determining the

? A separate theory that attempts to explain why a firm offers generous benefits is the theory of
compensating wage differentials. According to this theory, a firm might offer generous benefits to
offset relatively low wages, perhaps because a firm finds this cost-effective. However, Johnson and
Provan (1995) do not find support for this theory in a random survey of women conducted in 1991.
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Figure I - The Effect of Work-Family Benefits on Profits

Profits
I |
W*=/omi'mal level of Work-Family Benefit
work-family benefit
Benefit is Benefit is

under-provided

profit rate thus incorporates factors
influencing both demand and supply
for the output of the firm. The profit
rate is considered a function of four
groups of variables. Two of them, cap-
ital intensity and work-family benefits,
represent the firm’s supply curve. In
addition there are two series of
dummy variables, one series for years
(representing changes in demand)
and a second series for firms, thus ac-
counting for industry differences, de-
mand factors and market structure.
Note that labor intensity is not in-
cluded as a regressor since this is a
reduced form model and labor inten-
sity is endogenous to the production

over-provided

decision. Since we have no reason to
believe that work-family programs
and the productivity enhancements
they may generate have an impact on
such costs as interest expenses or in-
come tax expenses, the measure of
profit rate chosen is operating in-
come divided by sales. Operating in-
come is defined as net sales from
which the cost of goods sold as well as
general and administrative expenses
have been deducted.?

The model which forms the basis of
our analysis therefore is:

[, = By + Bi(K/S;) + B (WFy,) +
Ban(DY,) + Bi(DF) + g, (2)

? There are different measures of profit in the literature, but for our purpose, based on our data, the
standard profit measure we use seemed most appropriate. One alternative measure, for instance,
uses cost per unit of capital, which is not recorded in accounting statements of firms. Imputing such

costs has its own hazards (Scherer, 1980).
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WORK-FAMILY BENEFITS 33

where i = firms 1 through n

t = time periods 1 through T

= specific work-family bene-

fits 1 through k

I = profit rate, which is cal-
culated as real operating
income as a fraction of
sales for firm i in time pe-
riod t

K/§ = capital intensity, which is
calculated as the value of
property, plants and
equipment as a fraction of
sales for firm i in period t

=
|

WF = a vector of work-family
benefits for the firm i in
period t

DY = a vector of dummy varia-
bles denoting years

DF = a vector of dummy varia-
bles denoting firms

&, = a classic error term

As it is necessary to control for firm-
specific variation in the profit rate
(Greene, 1999; Hsiao, 1986), two op-
tions are available: using a fixed ef-
fects or a random effects model. Both
models allow the researcher to ac-
count for unobservable factors (such
as corporate culture, the nature of
the industry, market structure and
demand for product) which contrib-
ute to differences in the profit rate
between firms. The fixed effects
model achieves this by allowing for
differences across firms in the con-
stant term of equation (2) as repre-
sented by our vector of dummy vari-
ables denoting firms (DY). On the
other hand, a random effects model
assumes a second error term which
varies by firm.

The fixed effects model was felt to
be appropriate for two reasons
(Hsiao, 1986). First, the fixed effects
model has the flexibility of not assum-
ing that the individual effects are un-

correlated with the other regressors
in the model. Such an assumption
would be restrictive in our case since
it is possible that individual effects
may in fact be picking up unobserved
productivity factors such as manage-
ment techniques and the integration
of technology into the workplace. If
so, one may conceive of firms, pro-
gressive in leadership styles and uses
of technology, also being progressive
with respect to work-family programs.
Second, the data do not come from a
random sample but rather from the
companies that provide the ‘‘best”
work-family programs in the country.
Random effects models are consid-
ered appropriate when the data are
drawn randomly from a large popu-
lation, an assumption that we did not
feel was warranted. However, for
completeness, we did attempt to esti-
mate a random effects model. We es-
timated the error term and the firm
disturbance term by using data from
the within-cell regression and the be-
tween-cell regression. The resulting
negative estimate for the firm distur-
bance term provided further evi-
dence that the random effects model
is inappropriate for these data
(Greene, 1999).

Data Used in the Analysis and
Descriptive Statistics

The data used in this study come
from Working Mother magazine’s an-
nual survey of ‘“The 100 Best Compa-
nies for Working Mothers” (Moskow-
itz and Townsend, 1991-1995). The
editors of Working Mother rank the top
100 companies based on their re-
sponses to questions on the various
programs they offer and the programs’
usage. As a result, these data are not
taken from a random sample of com-
panies but are derived from a sample
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34 MEYER, MUKERJEE AND SESTERO

of only those firms that have the most
extensive work-family programs in the
countrv. Clearly, the results of our
study may not he generalized to all
firms, but are, nevertheless, useful in
understanding companies  already
committed to offering such wide-rang-
ing work-family programs. Futhel—
more, while it is not appropriate to ap-
ply our point estimates to the entire
universe of firms, one generalization
may yet be possible. If a work-family
benefit is under-provided by a firm in
this sample consisting of firms highly
committed to providing such benetfits,
a reasonable inference is that such a
benefit is under-provided by firms in
general.

The Working Mother survey covers a
wide variety of programs such as after-
school and holidavy programs, infor-
mation and referral services for child
and elder care, alternanve work
schedules, subsidized onsite child
care, family leave, and assistance to
parents adopting a child. Due to data
limitations, however, we are limited
to studying a subset of the full range
of benefits. As a result of a significant
increase in the variety of programs
since the beglnnmc of the Working
Mother surveys in 1986, we are con-
strained to examining the years 1991
through 1995 during which time we
can observe the same 9 programs for
all companies. We also limited the
analysis to publicly traded companies,
due to inadequate availability of fi-
nancial data for private firms. These
restrictions vield 245 observations
over five years (1991 through 1995)
for 95 different firms. This is, per-
force, an unbalanced panel since
every firm does not appear every year.

The work-family benefit programs
which are included are: paid leave for
a family member’s illness, maternity
leave beyond 12 weeks, adoption as-

sistance, subsidized onsite child care,
permitting work at home, job shar-
ing, flex-time, compressed workweek,
and part-time work. Instead of merely
indicating whether a program was of-
fered or not, our analysis is enriched
by the fact that, for several specific
work-family programs, our data allow
us to include a measure of the extent
to which each program is used. This
is of vital importance to an under-
standing of the effect of work-family
benefits on firms’ income given that
the cost to the company of an unused
service is expected to be small
Hence, a company whose culture dis-
courages the use of work-family pro-
grams can profitably offer a wide va-
riety of programs, knowing that few
employees will use those programs to
avoid the risk of being labeled as dis-
loval or non-career oriented (Ferber
and O’Farrell, 1991).

Table 1 contains the descriptive sta-
tistics of the variables used in the
analysis. It is useful to compare this
sample of firms to the experience of
workers in all firms, since the com-
panies represented in the Working
Mother survey are in the forefront of
implementing these work-family pro-
grams. For instance, the average firm
in our sample provides subsidized on-
site child care for 63 children, with
43% of employees eligible for this
benefit. Subsidized onsite child care
is far more prevalent in our survey
than in the economy as a whole,
where only 8% of full-time emplovees
are eligible for such childcare. Adop-
tion assistance is also more common
in the Working Mother sample than in
the populatlon overall, with 64% of
workers in the sample eligible for
such a benefit as compared with 11%
of employees economy-wide (Bureau
of Labor Statistics, 1997a).
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WORK-FAMILY BENEFITS 35
Table 1 - Descriptive Statistics
Variable Name Definition Mean Median
(Standard
Deviation)
Profit Rate Operating income before depreciation as a 0.203 0.183
fraction of sales. 0.117)
Profits Operating income before depreciation (in 2521.07 1057.19
millions). (3693.61)
Sales Net sales (in millions). 14112.19 6369.14
(22966.68)
Capital Intensity ~ Value of plants, property and equipment as 0.361 0.284
a fraction of sales. (0.375)
Paid sick days--  Number of paid days specifically for 7.60 2
family \yorkers to use when a family member is (14.85)
sick.
Additional Number of weeks beyond 12 that firm 14.27 6
maternity leave offers for maternity leave. (25.06)
Adoption Amount of financial assistance, in real 1065.49 1349.32
assistance terms, which the firm provides to workers (951.92)
adopting children.
Child care Number of children in a subsidized onsite 62.93 0
facility. (220.79)
Work at home Percent of work force that works at home. 0.0121 0
(0.0754)
Job share Percent of work force that job share. 0.0108 0
(0.0906)
Flex-time Percent of work force that work flex-time. 0.1009 0
(0.2431)
Compressed Percent of work force that work a 0.0064 0
week compressed workweek. (0.0298)
Part-time Percent of work force that work part-time. 0.0063 0
(0.0447)

This table is based on 245 observations.
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We next examine the extent to
which emplovees use alternative work
schedules such as working at home,
job sharing, flex-time, compressed
workweeks and part-time work. Al-
though media coverage of such pro-
grams has been extensive, the typical
firm in this survey has no employees
using these alternative schedules.
The most popular of the alternative
scheduling programs is flex-time,
with an average firm participatory
rate of 10% of the work force. The
compressed workweek and part-time
scheduling are the least common,
with a usage by approximately 0.6%
of the work force.

The average extent of participa-
tion, however, masks the nonuniform
distribution of the use of these pro-
grams across firms. The large standard
deviations of some of the benefits (e.g.
adoption assistance, subsidized onsite
child care, paid sick days) emphasize
the sizeable degree of variability be-
tween firms. Since mean values are
sensitive to extreme values, median val-
ues are also presented. Though the
firms in this survey have the greatest
number of programs in the country?,
in the majority of them only a few em-
ployees participate in these programs.
For instance, 31 out of 51 firms sam-
pled in 1995 offered some flex-time
benefits. For these 31 firms, on the
whole, 37% of employees reported tak-
ing advantage of this benefit, butin 8
firms, over 75% of the work force re-
ported working flexible hours.

Empirical Results

Table 2 reports results from two
different fixed effects models. In

Model 1, the work-family benefits
were entered as dummy variables
equaling 17" if the firm had any par-
ticipation in that program and “0”
otherwise. Onc interpretation is that
work-family benefits have a positive
impact on income through a labor
market reputation effect. This im-
plies that the very presence, rather
than the actual use, of such programs
attracts better employees and de-
creases worker stress, thereby increas-
ing productivity. Model 2 specifies
the extent to which each program is
used or offered. This model recog-
nizes that a firm may formally offer a
program, yet subtly discourage its use.
Ideally, we would have measures of
program participation for all work-
family benefits in our study. Data lim-
itations, however, allow us to test the
hypothesis that work-family benefits
must actually be used by employees to
improve their work performance only
for a selected subset of benefits. We
actually have data on program usage
for the following variables: subsidized
onsite child care, working at home,

job sharing, flex-time, compressed

workweeks and part-time work. For
the remaining benefits (paid sick
days, maternity leave and adoption as-
sistance) we can only observe the gen-
erosity of the firm’s benefit. Although
not a perfect proxy for usage (since a
firm could offer very generous bene-
fits and still discourage their use), we
feel that measuring the number of al-
lowable days of sick and maternity
leave and the amount of adoption as-
sistance available does provide some
sense of whether higher levels of ben-
efits affect productivity.

' Across all medium and large private establishments in 1995, only 2% of emplovecs were eligible for
any tvpe of Hexible workplace arrangement (Bureau of Labor Statistics, 1997a), as compared to

54% of employees in the sample.
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Table 2 - Estimation Results - Fixed Effects Model

37

Model 1: Availability

Model 2: Participation

Constant

Capital Intensity

Year = 1991
Year = 1992
Year = 1993
Year = 1994

Paid sick days--family

Additional matemity leave

Adoption assistance

Child care

Work at home

Job share

0.208 ** 0.243 **
(0.034) (0.034)
-0.015 -0.075
(0.080) (0.085)
-0.034 ** -0.034 **
(0.015) (0.011)
-0.035 ** -0.033 **
(0.012) (0.010)
-0.026 ** -0.016 *
(0.009) (0.009)
-0.003 -0.008
(0.010) (0.009)
0.025 ** 0.0001
(0.008) (0.0002)
-0.004 -0.0004
(0.012) (0.0003)

0.020 0.0000096*
(0.013) (0.0000054 )
-0.001 -0.00004 **
(0.008) (0.00002)

0.011 0.565 **
(0.012) (0.229)
-0.019 * -0.188 **
(0.011) (0.093)

Since regression analysis can estab-
lish correlation but not causality, we
cannot rule out that it is high profits
which is leading firms to establish
such work-family programs. However,
we doubt that this is the case since, as

our results show, certain types of

work-family benefits are associated

with lower profits. We are also aware
that there are important non-observ-
able influences on profit rates (such
as demand factors and managerial ef-
fectiveness) since our independent
variables only explain 27-28% of the
variation in profit rates (R-squared is
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38 MEYER, MUKERJEE AND SESTERO

Table 2 - Estimation Results - Fixed Effects Model (continued)

Flex-time -0.015 -0.014
(0.011) (0.016)
Compressed week 0.020 0.126
(0.013) (0.098)
Part-time 0.013 -0.023
(0.015) (0.069)
F-test for all work-family 215 1.87
benefits (p-value)® (0.0296) (0.0620)
R-squared 0.2822 0.2704

#This is an F-test with 9 and 136 degrees of freedom to test the null hypothesis that the

coefficients on all work-family benefits are all equal to zero.

Dependent variable: Profit Rate
All variables are unstandardized
Standard Errors in Parentheses
* Significant at the 10% level
** Significant at the 5% level

2822 in Model 1 and .2744 in Model
2).

In both Models 1 and 2, the
dummy variables denoting years in-
dicate whether profit rates for all
firms were significantly different in a
particular year than they were in 1995
(the year for which a dummy variable
was omitted). Significant and nega-
tive coefficients for 1991, 1992, and
1993 reveal that profits were lower in
these vears, a result of the economy-
wide recession. The insignificant co-
efficients for year 1994 indicate that
profit rates in that year were not sig-
nificantly different than they were in
1995.

Model 1 suggests that, in general,
work-family programs have a positive
effect on profit rates® (with an Fvalue
of 2.15 corresponding to a p-value of
0.0296). This lends support to the ef-
ficiency compensation theory which
states that by providing above-market
compensation packages, employers
are able to reduce turnover, absen-
teeism and tardiness and increase
productivity, and thereby increase
the profitability of the firm. Model 1
further indicates that, collectively,
work-family benefits are under-pro-
vided by firms in our sample. The co-
efficient on a benefit, often called the
marginal effect, indicates the degree

* A plot of residuals against the fitted value of the dependent variable from the fixed effects regres-
stons does not indicate the presence of heteroskedasticity, meaning that the vanation in profit rates
does not differ significantly by observable characteristics of the firm. The presence of heteroske-
dasticity would have rendered the usual tests of statistical significance, such as the tstatistic, invalid.
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WORK-FAMILY BENEFITS 39

to which the profit rate would rise if
the benefit were increased by one
unit. A positive marginal effect im-
plies that protits could be increased
further by expanding that benefit.
In examining the individual covar-
iates in Model 1, however, not all pro-
grams have a positive, uniform im-
pact on profits. Two programs, in
particular, are shown in this model to
affect productivity. First, offering
workers the option of taking time off
when a family member is sick affects
profits positively. Secondly, offering
job sharing has a negative impact on
profits (with a marginally significant
coefficient). The coefficient on fam-
ily sick days scems to be in contrast to
a previous {inding (Johnson and Pro-
van, 1995) that taking sick leave to
care for dependent children does not
enhance productivity. There are two
possible explanations for this dispar-
ity. First, it may be that offering sick
leave could allow a firm to pay lower
wages if workers view this benefit as
providing a compensating differen-
tial. In addition, it few employees ac-
tually use this benefit, higher profits
may result. A second, compatible ex-
planation is that employees’ produc-
tivity is not enhanced directly by the
taking of the sick leave itself (as
Model 2 will show). Rather, produc-
tivity is affected indirectly by reduced
stress and greater job contentment
flowing from the knowledge that the
option of taking sick lcave to care for
ill children is available when neces-
sary. The negative coefficient on job
sharing probably reflects diseconoin-
ies of scale when two workers are do-
ing a job usually performed by one.
Model 2 shows the impact on firms’
profits of both the degree of partici-
pation in work-family programs and
the generosity of benefits. An F-test
confirms that there is a marginally

significant effect (with a p-value of
0.0625) of work-family benefits on a
firm’s profitability. Some individual
benefits stand out in terms of their
potential impact on profits. For ex-
ample, an increase of $1,000 in adop-
tion benefits received increases the
profit rate by one additional percent.
For the average firm with sales of $14
billion, this translates into $140 mil-
lion in additional profits. This effect
scems to us to be very large consid-
ering that most workers do not avail
themselves of this benefit. It is possi-
ble that adoption benefits are acting
as a proxy for other, unobservable
firm and management attributes that
increase productivity. For instance,
the offering of these benefits may re-
flect a positive attitude of manage-
ment regarding accommodation of
the needs of working parents.

The collective results, however, ob-
scure important individual differ-
ences. Note that not all workfamily
benefits are cost-effective for the firm.
Subsidizing onsite child care, for ex-
ample, results in a significant loss of
profits to the firm, indicating that any
productivity gain received through
this program is more than offset by
the high cost of providing such a ben-
efit. Clearly, this suggests that, within
the Working Mother sample of firms,
subsidized onsite child care is an over-
provided benefit.

The fact that alternative scheduling
programs can have dramatically dif-
ferent effects on productivity can be
seen from the positive and significant
coefficient associated with the per-
centage of employees working at
home, in contrast to the negative and
significant coefficient associated with
the percentage of employees partici-
pating in job sharing. If the propor-
tion of employees working from
home increases by one percentage
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point, the firm’s profit rate increases
by an additional six-tenths of one per-
cent. For the average firm in the sam-
ple, this results in a rise in profits of
$84 million. The size of the impact is
rather dramatic, and the sign of the
coefficient is consistent with the effi-
ciency compensation theory. Per-
haps, people who work from home
realize that they are fortunate to be
able to do this and therefore work
harder to avoid losing this job. This
attitude would also result in lower
turnover and absenteeism for people
who work from home. Additionally,
employees who work from home may
work longer hours because they do
not have to commute to their place of
employment, and are constantly avail-
able for work. The results imply that
the firms sampled can profitably ex-
pand this benefit, as it is currently un-
der-provided.

In contrast, opportunities for job
sharing appear over-used and firms
could increase their profits by scaling
back in this regard. If the proportion
of employees that job share increases
by one percentage point, then the
firm’s profit rate declines by two-
tenths of one percent, resulting in a
loss of profits of $28 million for the
average firm in the sample. It is pos-
sible that job sharing is unprofitable
because having two people working at
one job may increase costs such as
medical insurance premiums or may
increase time spent on unproductive
activities such as writing memos,
meeting, or discussing how work will
be divided. Some benefits such as
flex-time, compressed workweeks and
part-time work, however, appear to be
used at the optimum level as they do
not significantly increase or decrease
the profit of the firms.

Discussion

This article focuses on the corpo-
rate financial impact of a subset of
benefits called work-family programs.
To our knowledge, the marginal ef-
tect of various work-family benetits on
profits of firms across industries has
not been studied, thus making it dif-
ficult for firms to assess whether they
are providing the right benefits at the
correct levels to maximize profitabil-
ity.

The impetus for the study came
from a number of factors indicating
that a careful analysis, rather than ca-
sual empiricism, was needed to un-
derstand this issue. First, demo-
graphic changes in the work force led
to mounting pressure on firms to pro-
vide these work-family benefits and
firms responded by increasing the
availability of such programs. Second,
evidence links work-family stress to
lower job productivity. Third, previ-
ous survey evidence points to the ef-
fectiveness of these programs. Both
managers and employees believe that
these work-family benefits improve
productivity

To analyze which work-family pro-
grams affect firms’ profits and to de-
termine the extent of this effect, two
variants of a reduced form model are
estimated, using a fixed effects
model. If the efficiency compensa-
tion theory is valid, and higher com-
pensation increases worker produc-
tivity, we would expect to see a
positive effect of work-family benefits
on a firm’s profits. Furthermore, if a
particular work-family benefit has a
positive impact on profits, then in-
creasing the scope or generosity of
that benefit will increase the firm’s
bottom line. We would therefore say
that this benefit is under-provided.
On the other hand, if the work-family
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programs do not enhance worker cf-
ficiency, or the marginal costs exceed
the additional revenue generated at
the current benefit level, we would
expect to see a negative cffect of such
benefits on firm’s profits. In either
case, the benefit is over-provided and
firms would increase profits by scal-
ing back or, in certain cases, elimi-
nating the benetit.

The first model we estimate takes
into account only the absence or
presence of the program; it does not
consider the extent of usage of each
program. The rationale behind this
model is that the very presence of
such programs can increase profits ei-
ther by enhancing the reputation of
the firm in the labor market and im-
proving the quality of new hires, or by
actually increasing worker productiv-
ity by reducing stress and/or raising
job contentment. The second model
takes into account the extent of usage
of each program. Clearly, the second
model implicitly recognizes the fact
that a firm’s offering of a program is
not synonymous with its actual use.
The results of both models need to
be seen together since positive effects
on profits can be due not only to ac-
tual usage, but can also be the result
of various positive effects (examples
of which were mentioned above) at-
tributable to the mere presence of a
program.

Results from both models show
that not all programs have the same,
or even a positive, impact on profits.
Depending on the direction of im-
pact, we may draw inferences about
the optimal level of benefits pro-
vided. For example, our results show
that a sick leave option has a signifi-
cant positive cffect on profits, while
the actual exercising of the sick leave
option does not affect profits. A plau-
sible explanation is that it is not the

actual availing of sick leave that seems
to be significant, but rather the
knowledge of its availability that may
increase productivity in various ways
— through increased job content
ment, reduced worker stress or en-
hanced labor market reputation.

The results also show that all forms
of alternative scheduling do not have
the same effect on profits. For exam-
ple, firms enjoy a significant positive
benefit if more employees work from
home, and yet increased job sharing
has a significant negative impact on
profits. The difference between the
two is, in fact, fairly dramatic and in-
dicates that whereas the firm should
expand one form of scheduling to
maximize profits, it should scale back
the other. Other forms of alternative
schedules, such as flex-time, com-
pressed workweeks and part-time
work, have no significant impact on
the firm’s profits. Similarly, while an
increase in adoption benefits raises
the profit rate of the firm, subsidizing
more dependents in onsite child care
actually reduces the company’s prof-
its, indicating that the costs of this
benefit cannot be justified in terms of
potential productivity gains, at least as
measured here.

The results of this study are signif-
icant since they indicate that al-
though addressing the needs of to-
day’s work force through the
implementation of work-family pro-
grams can be profitable for firms,
some programs are more beneficial
than others, and some actually lead to
losses. A firm therefore needs to have
more information on the magnitude
and direction of the impact of these
programs on its profits. This infor-
mation is crucial not only for choos-
ing the particular benefits it wishes to
offer, but also for deciding the degree
to which each benefit should be
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made available or its use be encowr-
aged. Even though further research is
needed, our study points to certain
programs which managers might find
particularly attractive. For example,
otfering paxd sick days if family mem-
bers are ill increases proﬁtskjust by vir-
tue of its being offered. On the other
hand, allowing employees to work at
home does not have a significant im-
pacton profits unless it is w1del\ used.
Job sharing, however, seems to re-
duce profitability. Again, further re-
search is needed to determine
whether job-share programs should
be avoided or whether they can be
modified to mitigate their negative
impact on profits.

This study has several limitations.
First, we do not have a random sam-
ple of companies, but rather a sample
of firms with the most extensive work-
family programs in the country. Thus,
though useful in analyzing the impact

of such programs on a selected group
of firms, clearly, our work cannot be
generalized to all firms. Additionally,
there may be other work-family ben-
efits not included in the data. This
opens up a rich possibility for future
research should a comprehensive
data set of all types of firms covering
the widest possible range of benefits
be available. An additional direction
for future research involves further
investigation of those programs
found by our study to reduce profit-
ability. Firms are likely to be inter-
ested in ascertaining whether pro-
grams such as job sharing and
subsidized onsite child care could be
modified to reduce their negative im-
pact on profits. This could help man-
agement reconcile possible conflicts
between the goals of increasing prof-
its and of demonstrating greater con-
cern for workers’ welfare by means of
work-family programs.
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