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Abstract

Researchers have spent considerable efforts to identify means of using human resource
management practices to effectively utilize human capital. At the same time, it has been well
recognized that leadership plays a critical role in effective management of employees [Burns, J. Z., &
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leadership style fit that matches leadership styles with the requirements of different employee groups.
Building on strategic human resource management, we recognize that different groups of employees
are managed differently and may require different leadership styles. Based on contingency approaches
to leadership, we explore leadership style most consistent with the underlying objectives and
psychological obligations underlying different groups of employees. Implications of this fit for
researchers and managers as well as directions for future research are discussed.
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1. Introduction

Researchers have made strides documenting the importance of human resource manage-
ment to a firm’s success. The nature of a firm’s human capital and the manner by which it is
managed can impact employee and firm performance (Wright, McMahan, & MacWilliams,
1994; Wright & Snell, 1998). Within this strategic human resource management literature,
researchers suggest that employees differ in the importance of their contribution to a firm’s
success (e.g., Delery, 1998; Delery & Shaw, in press). As a result, firms may adopt different
human resource management practices for different employment groups based on variations
in their levels of knowledge, skills, abilities, and expertise as well as expectations concerning
psychological contracts, organizational commitment, and the like (e.g., Lepak & Snell,
1999a; Rousseau, 1995; Tsui, Peace, Porter, & Hite, 1995; Tsui, Pearce, Porter, & Tripoli,
1997). Given the substantial variability in the composition of workers within organizations
and the differential objectives of human resource utilization underlying different employment
groups, the effectiveness of a leader in motivating and satisfying employees is likely to be
influenced by the degree to which they can adapt their leadership behaviors and styles to
match the characteristics of the employment groups. However, research that adopts an
employment group level of analysis in examining the effectiveness of leadership styles is
lacking.

The contingency approach to leadership (e.g., path—goal theory: House, 1971; Least
Preferred Coworker (LPC) contingency theory: Fiedler, 1967; leadership substitute theory:
Kerr & Jermier, 1978; normative decision theory: Vroom & Yetton, 1973; multiple linkage
model: Yukl, 1981) suggests that leader effectiveness depends on leader as well as situational
characteristics. For example, the contingency model of leadership effectiveness (Fiedler,
1964, 1971) posits that the effectiveness of leadership is contingent upon the interaction of
leadership style and situational favorableness, the degree to which the situation provides the
leader with the potential power and influence over the followers’ behaviors. Related, Vroom
and Yetton’s (1973) normative model suggests that leaders are more effective if they use
decision procedures that are appropriate in particular situation.

In addition, leader—member exchange (LMX) theory (e.g., Bauer & Green, 1996;
Dansereau, Graen, & Haga, 1975; Duchon, Green, & Taber, 1986; Graen, 1976; Graen &
Wakabayashi, 1994; Liden, Wayne, & Stilwell, 1993) suggests that leaders do not typically
interact with all followers (employees) in the same manner (Hughes, Ginnett, & Curphy,
1999; Sparrowe & Liden, 1997). Rather, leaders adopt different leadership styles depending
on particular circumstances. Similarly, situational leadership theory (Hersey & Blanchard,
1969, 1977) postulates that, because the effectiveness of leadership depends on the situational
variables, leaders adjust their tasks and/or relationship behaviors with followers to increase
the likelihood of success (House, 1971; Hughes et al., 1999; Reddin, 1967; Vecchio, 1987).
Finally, the path—goal theory of leadership posits that the essence of the theory is that
“leaders, to be effective, engage in behaviors that complement subordinates’ environment and
abilities in a manner that compensates for deficiencies and is instrumental to subordinates
satisfaction and individual and work unit performance” (emphasis added, House, 1996, p.
323). While the specific constructs of focus may vary, researchers adopting a contingency
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approach to leadership acknowledge that situational variables influence the relationships
among leader attributes and leader effectiveness (Yukl & Dan Fleet, 1992).

In addition, it has been noted that leadership is a multilevel construct that involves aspects
of the leader, the follower, and the relationship between them (Graen & Uhl-Bien, 1995;
Steers, Porter, & Bigley, 1996). As a result, the effectiveness of leadership depends on the
characteristics of the leader and the nature of the employees as well as the expected
interactions between the leader and the followers. For example, different dimensions of
leadership behavior—consideration and structure—resulted in different performance due to
different situational factors (Fleishman, 1973). However, research in leadership tends to focus
on individual performance, be it the leader or the subordinate performance.

Despite existing evidence suggesting that leadership is a critical component of the effective
management of employees (Burns & Otte, 1999; Graen, 1976; Katz & Kahn, 1966; Sims &
Manz, 1996), leadership research at the work unit level of analysis is rare (cited in Cogliser &
Schriesheim, 2000). In particular, theory that examines the effectiveness of different
leadership styles at the employment group level of analysis appears to be lacking. Examining
the effect of leadership at this level of analysis is also important because different employee
groups have different characteristics and expectations (e.g., Lepak & Snell, 1999a; Matusik &
Hill, 1998; Osterman, 1987; Rousseau, 1995; Tsui et al., 1997), and, accordingly, they should
be managed and motivated differently. In other words, to effectively manage these employ-
ees, it is important to investigate the varied effectiveness of different leadership styles across
employment groups.

The purpose of this article is to extend strategic human resource management research by
incorporating leadership literature in developing an integrated typology of employment mode
and leadership style fit that matches leadership styles with employment arrangements.
Building on strategic human resource management, contingency leadership theories, and
LMX theory, we suggest that certain leadership styles are more likely to be effective in
managing workers in some employment modes than in others. The main contribution of the
proposed typology, therefore, is to explicate the relationship between leadership style and
effectiveness at the employment group level of analysis. In the following sections, we begin
with a review of the four employment modes proposed by Lepak and Snell (1999a) and
typology of leadership styles proposed by Manz and Sims (1991), Pearce et al. (2000), and
Sims and Manz (1996). We then integrate these theoretical frameworks and examine the
appropriateness of different styles of leadership for employees within different employment
arrangements. Finally, implications and future research directions are discussed.

2. Theoretical review
2.1. Employment arrangements
Existing literature on employment relationships has suggested that multiple employment

arrangements coexist within firms (e.g., Davis-Blake & Uzzi, 1993; Osterman, 1987; Pfefter
& Baron, 1988; Pinfield & Berner, 1994). Osterman (1987) identified four employment
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subsystems—industrial, salaried, craft, and secondary models—associated with different
human resource systems and expectancies. As conceptualizations of the nature of employ-
ment arrangements vary, the underlying objectives and psychological obligations of each
employment arrangement likely require different approaches in managing and leading the
workforce. For instance, whereas workers employed under a craft system may be less loyal
to a firm and more mobile from one firm to another, workers employed under a salaried
model are encouraged to display greater commitment in return for heightened employment
security.

Within this line of research, different conceptualizations of employment systems have been
proposed previously. For example, Rousseau (1995) conceptualized four different types of
employment relationships based on two dimensions—the time frame of the relationship (short
vs. long term) and the embeddedness in the organization (internalization vs. externalization).
In a study of permanent employees, Tsui et al. (1997) found that the nature of employee—
organization relationship can be categorized into four different approaches—Ilong-term
balanced, short-term balanced, underinvestment, and overinvestment. Given our intended
focus on the employment group level of analysis, we build upon the human resource
architecture proposed by Lepak and Snell (1999a) for two reasons. First, their model provides
a comprehensive perspective of different aspects of employment groups that include different
employment modes, employment relationships, and human resource management practices
that provide a firm basis for matching leadership types with specific employee groups. It also
integrates Rousseau’s (1995) and Tsui et al.’s (1995, 1997) frameworks. This integration
provides a sound framework for the requirements of employer and expectations of employ-
ees, as well as respective ways to manage employees under each specific employment mode,
which lays out the theoretical basis for leadership requirements. Second, their categorization
of employment arrangements into four groups (contracting, acquisition or job-based, alliance/
partnership, and internal development or knowledge-based), using the value and uniqueness
of the human resource as criteria, has received empirical support (Lepak & Snell, 2002).
Lepak and Snell (2002) found that the categorization of employment modes proposed in their
model simultaneously exist in organizations that are distinct from each other.

Specifically, these authors argue that human resources differ in the strategic value and
uniqueness of their skills. The value of human capital, which depends on its potential to
contribute to the competitive advantage or core competence of the firm, determines whether
the firm should internalize or externalize the employment. The degree of uniqueness of the
human capital, on the other hand, influences the associated transactional cost, and thus,
further affects employment decisions on internalization vs. externalization, as well as on
short- vs. long-term contracts (Lepak & Snell, 1999a). The value and uniqueness of human
resources function as strategic determinants of alternative employment modes, and a four-
quadrant typology of employment modes is derived from the juxtaposition of these two
dimensions (Lepak & Snell, 2002).

According to their framework, firms tend to use contractual arrangements with short-term
jobs that make little contribution directly to their competitive positions. While focusing on
ensuring that the specified work is performed appropriately and in accordance with contract
terms, this employment mode tends to involve specific performance requirements and limited
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organizational involvement (Lepak & Snell, 1999a; Rousseau, 1995; Tsui et al., 1995).
Examples of jobs that companies may select to contract out include those performed by
administrative and support staff, janitorial workers, low-level clerical workers, and assem-
blers (Lepak & Snell, 1999b). When the human capital is directly related and important for
competitive advantage (i.e., valuable) but not unique to a firm, firms may rely on an
acquisition or job-based approach to secure skilled employees from the external job market.
For these workers, firms adopt a market or productivity-based human resource orientation,
emphasizing the recruitment and selection of employees possessing valuable skills while
limiting human capital investment related to training and development costs (Lepak & Snell,
1999a). Examples of jobs for job-based employment mode include those conducted by
administrative staff, sales personnel, engineers, and customer service agents (Lepak & Snell,
1999b).

A third form of employment arrangement is an alliance/partnership, which involves
human capital that is unique to a firm but does not add high strategic value to the firm
(Lepak & Snell, 1999a). Alliances are usually established when organizations collaborate
with external parties on co-specialized assets and contribute to a jointly shared outcome (see
Lepak & Snell, 1999a; Parkhe, 1993; Teece, 1982). As an external relationship that utilizes
unique human capital of partners to realize a synergistic value, the maintenance of
partnership relies on mutual trust, information sharing, and long-term reciprocity (Dyer,
1996; Lepak & Snell, 1999a). For instance, firms may choose to employ consultants,
software engineers, or executive development trainers under alliance/partnership (Lepak &
Snell, 1999b). Finally, firms tend to develop employees who possess valuable and unique
resources internally (Lepak & Snell, 1999a). Under this knowledge-based employment
arrangement, to ensure that firms are able to capitalize on investments in firm-specific
human capital over time as well as increase the ability to retain these valued contributors,
firms are likely to encourage a long-term employment relationship, nurture organizational
commitment, and invest in employee training and development of these employees. For
example, firms may use internal development or knowledge-based employment mode for
analysts, middle management, mechanical engineers, sales personnel, and research and
development employees (Lepak & Snell, 1999b). As indicated by some overlapping sample
jobs, the importance of specific positions depends on firm and industry characteristics that
each firm operates in.

2.2. Leadership styles

Just as researchers recognize that different workers exhibit a variety of perceived
obligations and expectations in their exchanges with their firm (Robinson, 1996; Rousseau,
1995), a similar distinction exists within the leadership literature. That is, the leadership
literature has a rich tradition of conceptualizing leadership typologies. In a typical typology,
leader behaviors are theoretically clustered into prominent types of styles of leadership. As
one early example, path—goal theory identified four distinct styles of leader behaviors—
supportive leadership, directive leadership, achievement-oriented leadership, and participative
leadership (House & Dressler, 1974). More recently, the dominant typology is that articulated
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by Bass (1981, 1997) and associates (e.g., Bass & Avolio, 1993; Bass, Avolio, & Goodheim,
1987) who suggest a transactional —transformational paradigm. In this article, we draw on this
tradition and use the rich historical leadership literature to conceptualize four major types or
styles of leadership to use in our contingency theory. Fundamentally, the typology is
consistent with the viewpoints of Bass, but is extended to include other views or types.
Our historical analysis is adapted from Cox (1994) and Pearce et al. (2000). For each style,
we draw from several theoretical roots of specific leader behaviors as well as broader
theoretical theories that can be related to leader behavior. These roots are summarized in
Table 1.

In an effort to integrate different perspectives on leadership, we suggest four styles of
leadership: directive, transactional, transformational, and empowering. Pearce et al. (2000)
have provided empirical evidence to support the notion that these four styles of leadership are
distinctly different from each other and represent distinguishable characteristics. This
framework not only builds on the literature on the well-established transactional—transforma-
tional paradigm, but also integrates two other distinct types of leadership styles that have
received considerable research attention-directive leadership (e.g., House, 1971; House &
Mitchell, 1974) and empowering leadership (e.g., Howard, 1998). Thus, we used this
typology of leadership styles as the basis of our integration. Due to their distinct character-
istics, these leadership styles are also likely to have varying consequences for leader
effectiveness.

Table 1

Theoretical and research bases of the historically derived model of leadership types
Leadership type Theoretical and research bases
Directive leadership Theory X leadership (McGregor, 1960)

Initiating structure from Ohio State studies (e.g., Fleishman, 1953)

Task-oriented behavior from Michigan studies (e.g., Katz, Maccoby,

& Morse, 1950)

Punishment research (e.g., Arvey & Ivancevitch, 1980)
Transactional leadership Expectancy theory (e.g., Vroom, 1964)

Path—goal theory (e.g., House, 1971)

Equity theory (e.g., Adams, 1963)

Exchange theory (e.g., Homans, 1961)

Reinforcement theory (e.g., Luthans & Kreitner, 1985; Sims, 1977;

Thorndike, 1911)

Reward research (Podsakoff, Todor, & Skov, 1982)
Transformational leadership Sociology of charisma (e.g., Weber, 1946)

Charismatic leadership theory (e.g., House, 1977)

Transformational leadership (e.g., Bass, 1985; Burns, 1978)
Empowering leadership Behavioral self-management (e.g., Thorenson & Mahoney, 1974)

Social cognitive theory (e.g., Bandura, 1986)

Cognitive behavior modification (e.g., Meichenbaum, 1977)

Participative management and participative goal-setting research

(e.g., Likert, 1961, 1967; Locke & Latham, 1990)

From Pearce et al. (2000).
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As the first type, directive leaders try to establish followers as compliant subordinates by
relying on such behaviors as command and direction, assigned goals, and punishments (Sims
& Manz, 1996). Followers have little discretion over the job and are rarely allowed to
participate in decision-making. Of course, this style is rooted in theory X management style
(McGregor, 1960), initiating structure behaviors as articulated by the Ohio State studies (e.g.,
Fleishman, 1953; Schriesheim, House, & Kerr, 1976) and punishment research (Arvey &
Ivancevitch, 1980).

In transactional leadership, ‘“‘leader—follower relationships are based on series of
exchanges or bargains between leaders and followers” (Howell & Avolio, 1993, p. 891).
The emphasis is put on the use of contingent rewards whereby appropriate economic and
social rewards are used depending on the extent of accomplishment of agreed-upon
objectives. Typically, the main focus of this leadership style is on setting goals, clarifying
the link between performance and rewards, and providing constructive feedback to keep
followers on task (Bass, 1985). The historical base of this type is expectancy theory (Vroom,
1964), path—goal theory (House, 1971), exchange/equity theory (Adams, 1963), and
reinforcement theory (Luthans & Kreitner, 1985).

In contrast, transformational leadership goes beyond exchanging inducements for desired
performance (Bass, 1985) and involves stimulating followers to transcend their own self-
interests for a higher collective purpose, mission, or vision (Bass, 1985; Howell & Avolio,
1993; Pearce et al., 2000; Sims & Manz, 1996). Transformational leaders concentrate their
effort on longer-term goals, emphasize the vision and inspire followers to pursue the vision,
and foster trust and commitment (Howell & Avolio, 1993; Jung & Avolio, 1999).
Transformational theory is drawn from such theoretical perspectives as the sociology of
charisma (Weber, 1924, 1946), charismatic leadership theory (House, 1977, 1999), and
transformational leadership (Avolio & Bass, 1988; Bass, 1985, 1990; Burns, 1978).

Finally, empowering leadership is a style of leadership where followers are targeted to
develop their own self-control, are encouraged to participate in decision-making, and, to a
large degree, charged to innovate and act on their own. The role of leaders is to foster greater
self-discipline, enjoyment, and motivation at work, as well as constructive thinking patterns
and habits. The historical roots of this style of leadership lie in behavior self-management
(Thorenson & Mahoney, 1974), social cognitive theory (Bandura, 1986), cognitive behavior
modification (Bandura, 1986; Meichenbaum, 1977), participative goal setting (Locke &
Latham, 1990), and self-leadership theory (Manz & Sims, 1980, 1990).

In summary, our conceptualization of leadership is derived from the historical leadership
and motivation literature and consists of the following four styles: directive, transactional,
transformational, and empowering. In the following sections, we integrate these leadership
styles with our classifications of employment modes to develop our theory.

3. Matching leadership styles and employment arrangements

To evaluate the effectiveness of leadership styles for workers in different employment
modes, it is first necessary to define effectiveness. It is posited that situational factors, such
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as the characteristics of the task, the leader and subordinates, and the environment,
determine both the motivational function of the leader and the manner in which the leader
must act to be effective (House, 1971; House & Dressler, 1974; Steers et al., 1996; Yukl,
1989). However, despite the variance associated with specific situations, the most commonly
used criteria to measure leader effectiveness are: (a) the degree to which the group or
organization successfully accomplishes its tasks or attains its goals and (b) how the leader
satisfies the followers’ needs and expectations such that they are willing to carry out the leader’s
requests (Yukl, 1989).

Given our focus on the employment group level of analysis, we consider leadership
effectiveness for the employment group as a whole. Hence, based on the commonly used
criteria for leadership effectiveness (e.g., Yukl, 1989) and the focus of our article, we define
leadership effectiveness as the degree to which the leader efficiently motivates the employees
to accomplish the tasks according to the organization’s requirements for the specific
employment group while fulfilling the expectations of the employees and the organization
under that employment mode.

Considering the variation in skills and expected employee behaviors for workers in
different employment modes, it seems logical that certain leadership styles would be more or
less effective depending on the employee group. Firms rely on different employee groups to
realize different objectives, and accomplish different tasks (Lepak & Snell, 1999a). To
achieve these tasks, firms use different human resource management practices/systems that
convey different exchange obligations between the employee and the firm (Tsui et al., 1995,
1997). To be most effective, leadership style should be consistent with the demands
underlying these employment exchanges.

Building on both contingency leadership perspective (e.g., LMX theory: Graen, 1976;
Graen & Uhl-Bien, 1995; path—goal theory: House & Dressler, 1974; situational
leadership theory: Hersey & Blanchard, 1969, 1977), and an human resource architecture
perspective (Lepak & Snell, 1999a), the effective management of human capital will
likely depend on the match between leadership style and the demands and expectations
conveyed in the employment exchange with employees. Specifically, we anticipate that
(1) directive leadership will be most effective for contract labor, (2) transactional
leadership will be most effective for the acquisition/job-based employment mode, (3)
transformational leadership will be most effective for alliance/partnership, and (4)
empowering leadership will be most effective for internal development/knowledge-based
employees. Fig. 1 depicts the proposed typology matching leadership styles with employ-
ment modes.

The focus of the proposed typology is at the employment group level of analysis rather
than the individual or dyadic level of analysis. Existing research suggests that at the
employment mode level of analysis, employees within a particular mode tend to possess
similar types of skills and tend to be managed in the same way by the organization (Lepak &
Snell, 2002; Tsui et al., 1995). And while it is possible that leaders might modify their
leadership style for every single employee, a focus on the employment level of analysis is an
attempt to provide a more generalizable framework for understanding leadership effective-
ness.
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Fig. 1. An integrative typology of employment modes and leadership style fit.

3.1. Contracting—directive leadership

As noted above, to be flexible and responsive to the fluctuations in labor market and
workload demands, many firms are increasing their use of contract workers (Davis-Blake &
Uzzi, 1993; Matusik & Hill, 1998; Pfeffer & Baron, 1988; Van Dyne & Ang, 1998). These
workers are typically employed for specific, and often, temporary jobs and possess skills that
are neither typically of high strategic value nor unique to a particular organization (Lepak &
Snell, 1999a). According to Rousseau (1995), the employment relationship for these types of
employees tends to be short-term oriented and the employee’s long-term commitment is
absent. The performance requirements are well specified and the employees’ involvement in
the organization is low (Pearce, 1993). Thus, contractual employees usually are not closely
attached to the organization for which they work. The nature of this relationship is
conceptually parallel to the “job-focused” relationship between the employer and the
employee proposed by Tsui et al. (1995). They note,

The job-focused relationship is concerned primarily with encouraging a high level of
task performance from employees, without requiring their commitment to, or concern for,
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the organizations’ overall success or survival. A contract, written or oral, explicitly defines
the expectations of the employer in terms of outputs required of the employee and
payments offered by the employer (p. 120).

With contract labor, firms do not typically expect emotional attachment or organizational
commitment from employees because their relationship is transactional and mainly depends
on the contract terms (Lepak & Snell, 1999a; Rousseau, 1995). Rather, the focus is likely to
be on the work that needs to be done without concerning the degree of commitment by the
employees to the firm. In order to complete task assignments, the leader may hire contract
workers, set their goals, and provide specific directions for their work. Thus, the nature of
contract work suggests that leaders need to mainly focus on securing compliance with the
contractual terms, rather than providing broader responsibilities (cf. Lepak & Snell, 1999a;
Rousseau & McLean-Parks, 1993). In these scenarios, employees know precisely the
expectations of the firm (Tsui et al., 1995) and failure to meet these expectations or
accomplish their assigned tasks is likely to result in deduction of rewards or even termination
of the contract. This is consistent with Etzioni’s (1961) view that employee compliance is
based on performance of a specific job with explicit rewards.

The emphasis on compliance and specified job requirements under the contract employ-
ment mode coincides with the characteristics of directive leadership. Directive leadership is
the process of commanding others to do what the leader wishes to be done (Sims & Manz,
1996). Under this style of leadership, the leader possesses full authority, is the source of
wisdom and direction (Sims & Manz, 1996), and employs mechanisms based on specific
instruction and command, assigned goals, as well as contingent reprimand and punishment to
encourage appropriate task performance (Pearce et al., 2000). The followers act as the
instruments of the leader’s thoughts on what should be done (Sims & Manz, 1996).

By assigning explicit goals and tasks, providing specific guidance and requirements, and
articulating rules of rewards and punishments, the directive leader makes the subordinates
explicitly aware of obligations to the firm (House & Mitchell, 1974). Although the workers
may not understand the underlying implications of their own work to the firm’s goals, they
know precisely what the expectations of the leader are, which is one demand of contract
employees (Tsui et al., 1995). With a clearly specified contract, employees can use their own
skills to finish the work assignments efficiently by following the directions.

Though directive leadership has been criticized for its incapability to foster employee
commitment (e.g., Sims & Manz, 1996), this may not be problematic for workers in
contractual employment arrangements. Considering the idea that fostering high commit-
ment from contract labor is not expected or required (Pearce, 1993), a lack of com-
mitment is not necessarily detrimental to organizational functioning. The clear description
of jobs also meets the expectation of contractual workers. Moreover, given that tasks
performed under contractual employment are neither valuable nor unique to a firm, other
leadership styles may be less effective. For instance, one major characteristic of trans-
actional leaders is interactive goal setting whereby the leader and the employees jointly
set the goals for performance, such as in management by objectives, to foster higher
employee commitment to the goals (Sims & Manz, 1996). Rather than simply being
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coerced and complying, the transactional approach gives a more active role to followers
such that they have more influence on the two-way exchange relationship (Hollander,
1964; Hollander & Julian, 1969). This is not consistent with the emphasis on compliance
placed by employers for contractual employment mode and narrowly defined jobs
typically positioned by contract workers. In addition, transactional leadership’s emphasis
on the transactional exchanges may make the contract workers realize what they are not
getting, which may lead to lower performance. Further, both transformational and em-
powering leadership focus more on nurturing employee commitment to the leader or the
job. Spending additional time and resources to foster higher commitment to achieve tasks
and objectives for jobs that have limited potential for contribution to the firm may be
wasteful and not expected by either the employee or the employer under contractual mode.
Moreover, these leadership styles may introduce role ambiguity to a job that is narrowly
defined, which may lead to contract workers performing less effectively (Schuler, 1975;
Sims & Szilagyi, 1975). Taken together, the characteristics of directive leadership, with its
emphasis on compliance, specific job descriptions, and low level of commitment, are
consistent with the leadership demands and the psychological expectations of the contract
employee group.

Proposition 1: Directive leadership will be more effective for contract workers than
transactional, transformational, or empowering leadership styles.

3.2. Job-based employment—transactional leadership

In the case of job-based employment, a transactional leadership style is likely to be most
effective. From a human resource management perspective, organizations may identify and
acquire employees from the open labor market who already possess specific skills and who
can perform immediately (Lepak & Snell, 1999a). Firms pay the value according to the
market price to realize the benefits created by these skilled workers (Becker, 1976). Lepak
and Snell (1999a) suggested that this employment relationship is “symbiotic” and reflects a
reciprocal relationship in which both the employees and the employer tend to continue the
relationship as long as both sides benefit from such an arrangement. Because the knowledge,
skills, and abilities of these workers are not firm-specific, firms may often choose from a wide
array of sources for labor with the requisite capabilities without significant risk of loss in
firm-specific human capital investments. At the same time, these employees are particularly
mobile and may transfer their skills to a myriad of organizations.

In such market-oriented relationships, the employment exchange is likely to be strongly
mediated by a price mechanism in which market competition reassures both parties that the
exchange terms are equitable (Lawler, 1988). As long as the benefits that this relationship
creates exceed the costs, both parties, the employer and the employees, tend to maintain the
relationship (Lepak & Snell, 1999a). Thus, the exchange relationship between the leader
and the employees tend to be dominated by economic exchanges and leaders who provide
equitable exchange for employees are likely to benefit from these valuable human
resources.
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The leadership demands of employees in this employment mode are most likely to be met
by leaders displaying a transactional style. Transactional leadership focuses on the rational
exchange of rewards for performance with a strong emphasis on motivating employees
through incentives (Bass, 1990; Burns, 1978; Pearce et al., 2000; Sims & Manz, 1996).
Within the social exchange relationship between a transactional leader and employees, the
leader, who fulfills expectations and achieves group goals by providing rewards to the
employees, is reciprocated by heightened responsiveness from the employees (Hollander &
Julian, 1969). The power of transactional leadership stems from providing appropriate
rewards to followers who perform the work (Sims & Manz, 1996). Sims and Manz (1996)
described the transactional leadership as follows:

Transactor leaders purchase work effort from subordinates with whatever material
incentives they have to offer. If the price is right, followers will normally comply with the
leader’s wishes. This enables Transactor leaders to exercise definite influence, but it can
also create the conditions for suboptimal subordinate employees because the process does
not engage the psychological ownership of the follower. Effort or desire to achieve might
stop once the conditions for the transaction have been fulfilled. (pp. 39—40).

The emphasis on relying on equitable rewards coincides with the characteristics of job-
based employment and meets the firm’s requirements to acquire and motivate this group of
employees. Transactional leaders may satisfy the expectations of employees acquired from
the labor market by providing equitable rewards for their inputs. A successful transactional
leader may also motivate them to perform better by providing contingent material and
personal rewards (Lawler, 1988). Thus, transactional leaders may be effective under job-
based employment mode in that it both meets the employees’ expectation for a fair reward
and efficiently achieves the organization’s objective.

In contrast, the other leadership styles are not likely to be as effective from the group
perspective in leading these employees. Considering that employees under job-based
employment mode are hired for their abilities to immediately contribute to a particular job
(Lepak & Snell, 1999a), it seems logical that they should have at least some degree of control,
albeit limited, in the process of their own work (Lawler, 1988). Consequently, directive
leadership, which emphasizes the power of command and gives little autonomy to employees
(Pearce et al., 2000), is not likely to be suitable for these employees. The constant use from
reprimand or punishment is also detrimental in acquiring and motivating high performance of
these employees, which means that the employers may not be able to effectively get the work
done either. Further, such characteristics of directive leadership may even be more likely to
cause these employees to leave as well. At the same time, both transformational and
empowering leadership emphasizes employees’ commitment and attachment to the leader
or the organization that require additional resources from the organization. The additional
resources and effort necessary to facilitate this commitment is likely to be beyond the
requirements for job-based employment arrangement, which focuses primarily on performing
a relatively specific job well. For example, Tsui et al. (1997) found that overinvestment in
workers, where the employer expects less from the employees while providing more
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inducements, was not associated with a significant difference in performance level of these
workers than that of workers in mutual investment, where expected contribution from the
employees and inducements offered by the employer are balanced. It follows that trans-
formational and empowering leadership may be less efficient in achieving the organization’s
goals with the least resources necessary. Based on this logic, we would argue that a
transactional leadership style is likely to be most effective in acquiring and utilizing the
human resources that are valuable but not unique to the organizations.

Proposition 2: Transactional leadership style will be more effective for job-based employee
group than directive, transformational, and empowering leadership styles.

3.3. Alliance/partnership—transformational leadership

When human capital is unique but not directly instrumental for value creation, internaliz-
ing this unique human capital would likely lower transaction costs but the limited potential of
these employees to directly create customer value provides little benefit relative to the costs
incurred (Lepak & Snell, 1999a). One employment option that might be utilized for this
group of employees is an alliance/partnership employment mode that emphasizes extracting
benefits associated with internalization and externalization while minimizing the costs of
each. Alliances may be typically characterized as a firm’s use of external workers on an
ongoing basis to perform some task/activity in a customized capacity. Employment alliances
are often performed when each party lacks the total ability to perform a task or an activity
independently (cf. Chung, Singh, & Lee, 2000; Nohria & Garcia-Pont, 1991). Rather,
individuals in an alliance are interdependent and their joint efforts are necessary to realize
the common goal of the parties, while each party receives its own benefits. The use of
alliances enables firms to capitalize on the partner’s knowledge and skills while saving the
entire costs of internal development (Lepak & Snell, 1999a). By maintaining the alliance over
time, firms diminish the risks of opportunism related to investing in the firm-specific
application of the partner’s skills (Matusik & Hill, 1998) while the alliance partner diminishes
the risks associated with incurring firm-specific investments or application of skills without
provisions of job security.

To form and lead alliances, leaders must be visionary enough to realize the necessity and
benefits of joint efforts. That is, leaders of alliances need to understand that collaborative
utilization of human capital can facilitate the realization of a synergistic value that exceeds the
value generated independently (Lepak & Snell, 1999a). Once established, leaders need to
build commitment toward the alliance itself and motivate the information sharing, mutual
trust, reciprocity, and cooperation necessary for success (Dyer, 1996). To accomplish these
tasks, leaders of alliances should have the capacity to inspire the partners to create a true
partnership and engage in collaborative actions. These requirements for vision and strong
influence can be met by leaders who exhibit transformational styles that can instill the vision
into the followers and persuade them to accept the central value the leader advocates (e.g.,
Sims & Manz, 1996). Effective transformational leaders are also capable of articulating
ideological goals, communicating high expectations and confidence in subordinates, as well
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as transforming followers to seek higher levels of needs such as self-actualization (Burns,
1978; House & Shamir, 1993; Pearce et al., 2000). As Bass (1999) noted, transformational
leaders can achieve alignment with the leader’s vision through consensus, inspiration,
identification, and individualization.

Due to these merits of transformational leadership style, transformational leaders might be
most able to encourage alliance partners to realize that each of them has a stake in the alliance
and joint efforts are not only necessary, but also worthwhile, through emphasizing the
common goals and mission as well as long-term benefits. With the capacity to shape, express,
and mediate conflict among groups of people (Burns, 1978), transformational leaders may
also ameliorate the potential incongruent interests of different parties in alliance. In addition,
by instilling vision into employees’ ideological values transformational leaders may encour-
age alliance partners to fully utilize their own talents and cooperate with each other to achieve
common goals rather than focusing on their own interests. When done effectively, trans-
formational leadership satisfies the needs of the alliance employment mode for vision, trust,
cooperation, and motivation to share and transfer information, a requisite for alliance success.

In contrast, other types of leadership styles are less likely to meet the leadership demands
of alliances. A directive leadership style, with its emphasis on compliance and suppression of
creativity, is less likely to satisfy the expectations of employees in alliance/partnership. Nor is
it appropriate for fostering cooperation and achieving synergy between parties. While
transactional leadership might be able to develop a mutually beneficial relationship by
providing equitable rewards to each side, its pure emphasis on the transactional nature is
incapable of building an indispensable component of alliances—mutual trust and cooperative
relationship between the parties. In addition, the employees in alliance who possess unique
skills or knowledge might also expect from the leaders more than just economic transaction.
Although empowering leadership might improve the commitment of the employees in an
alliance/partnership arrangement, it might require too much investment on the employing
organization’s part and provide too much autonomy to employees under alliances who may
astray from the main objectives or tasks at hand. The employees are also less likely to intend
to make as strong commitment or take as much initiative as required by empowering
leadership. Thus, we believe these leadership styles are not likely to be as effective in leading
alliances as transformational leadership style.

Proposition 3: Transformational leadership style will be more effective for alliances
employee group than directive, transactional, or empowering leadership styles.

3.4. Knowledge-based employment—empowering leadership

As presented by Lepak and Snell (1999a), firms are likely to rely on an internally oriented,
knowledge-based employment mode for human capital that is highly valuable and unique.
These employees possess skills that are not easily transferable to other firms, so they provide
potential source of competitive advantage to the firm (Barney, 1991; Rousseau, 1995). In
addition, the benefits that they create in the long run exceed the costs of internal development
and deployment (Lepak & Snell, 1999a). In this sense, firms are likely to internally develop
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this kind of human resources for both financial and strategic considerations (Prahalad &
Hamel, 1990; Reed & DeFillippi, 1990). While firms can potentially motivate employees by
extrinsic rewards, they are more likely to obtain higher organizational commitment and
improvement in performance by investing in employee development and encouraging
employee participation in decision-making (Arthur, 1992; Lawler, 1988; Lawler, Mohrman,
& Ledford, 1995).

The management of these workers finds theoretical basis in Arthur’s (1992) commitment
maximizing system, Lawler’s (1988) high involvement approach, Ouchi and Johnson’s (1978)
type Z organization, Rousseau’s (1995) long-term insiders, and Walton’s (1986) commitment
strategy. In what Ouchi and Johnson (1978) called type Z organization, the employer
emphasizes long term employment, collective decision-making, individual responsibility,
implicit and informal evaluation, and holistic concern for people. The underlying nature of
a high involvement approach is that it requires that managers believe in the capabilities, sense
of responsibility, and commitment of people throughout the organization (Lawler, 1988).
Moreover, employees are encouraged to be more involved in decision-making in their own
work activities as well as participate in organizational decisions concerning competitive
strategies, investment choices, and other important decision-making areas.

Walton (1986) argued that under a commitment strategy, managers emphasize continuous
improvement, give employees assurance of security, offer them training and retraining
opportunities, and guarantee their participation in issues such as production methods,
problems solving, and human resource practices. Similarly, Arthur (1992) posits that in a
commitment maximizing systems of industrial relations, employees are involved in broadly
defined jobs and have higher level of participation. Rousseau (1995) also maintains that core
employees who constitute a distinctive competitive advantage for the organizations should be
entitled to participate in management, rewarded for both what they produce and how they
work, ensured of stability and continuity, and offered the opportunity of learning. In return,
employees are expected to have higher involvement and interest in their work, to be more
loyal to the organization, adopt a more relational or organization-focused relationship, and
undertake firm-specific human capital investments.

These expectations for workers in knowledge-based employment are consistent with the
logic of empowering leadership, which emphasizes the development of subordinates’ self-
management skills (Pearce et al., 2000). The mission of empowering leaders is to lead
followers to discover the potentials within them and for them to develop the necessary
capabilities to fully contribute to the organization (Sims & Manz, 1996). Typical behaviors of
empowering leadership style include (1) encouraging opportunity thinking, (2) emphasizing
self-leadership, (3) employing participative goal setting, (4) fostering teamwork, and (5)
facilitating the transition of followers to self-leaders (Pearce et al., 2000; Sims & Manz,
1996). Employees, in turn, have more discretion at their work, participate more in decision-
making, and become a source of competence in the organization. Thus, they develop a spirit
of continuous improvement, have a strong sense of ownership and responsibility in their
work, and are highly committed to the organization (Sims & Manz, 1996).

These functions of empowering leadership facilitate management of internally developed
workforce in several ways. First, through empowering leadership, the employees are provided



Table 2

Summary descriptions of employment modes and leadership demands

Employment mode

Contract

Acquisition/job-based

Alliance/partnership

Internal development/
knowledge-based

Sample jobs (from
Lepak & Snell, 1999b)

Underlying objectives

Leadership demands

Leadership styles (from
Sims & Manz, 1996)

Administrative positions,
technical jobs, assemblers,
low level clerical,
programmers, consultants,
drafting support, janitorial,
maintenance, general labor,
support staff, temporary
workers

Temporary jobs/specific
tasks, generic skills, cost
benefits, flexibility,
short-term focus

Provide specific instructions,
ensure compliance, provide
hourly or job-based rewards,
no emotional attachment or
long-term commitment

Directive

Accountants, administrative
positions, engineers,
salespersons, graphic
designers, customer service
agents, drivers/delivery
representatives, account
managers, human resource
professionals, lawyers,
trainers

Exchange between valuable
skills/knowledge and
market-based rewards,
immediately perform tasks
requiring expertise, low
commitment

Ensure performance quality
to attain company goals,
save investment in training
and development, provide
appropriate rewards and
maintain balanced
exchange relationship

Transactional

Actuarial consulting,
architectural services,
consultants, executive
development trainers,
human resource consultants,
benefits administration,
management consultants,
organizational development,
software engineers,
psychologists

Accomplish common goals
through cooperation, mutual
benefits, capitalize the other
party’s specialized
knowledge or skill

Vision in the necessity of
alliance, utilize valuable
human resource, build
mutual trust, ensure
relatively high commitment
to the alliance

Transformational

Analysts, artists, strategic

planning, middle management,

design engineers, mechanical

engineers, functional managers,
exempt engineers, salespersons,

professional employees,
research and development
employees, research scientists

Internally develop valuable
and firm-specific human
resources, obtain high
commitment and long-term
relationship, unique
competitive advantage
Investment in internal
development, entitle
employees with more
autonomy, participative
decision-making, encourage
creativity and initiative,
ensure high organizational
commitment

Empowering

(44!
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with more control and autonomy (Keller & Dansereau, 1995), which may help them become
more interested and more intrinsically motivated in their work. A spirit of continuous
improvement permeates the workforce such that employees tend to voluntarily improve their
skills and knowledge and seek higher efficiency and performance (Sims & Manz, 1996), and
accordingly, potentially more value is created for the organization. Second, empowering
leadership can cultivate an organizational culture of self-leadership (Sims & Manz, 1996).
The culture facilitates a set of generally agreed upon values, beliefs, and norms that
encourage initiative, responsibility-taking, and self-improvement, which tend be so unique
that it is relatively resistant to imitation or transfer. Third, an empowering leadership style
emphasizes employee participation in decision-making, ensures high commitment and
involvement at work (Keller & Dansereau, 1995), and facilitates the growth of followers’
ability to manage themselves (Sims & Manz, 1996), which are consistent with the underlying
requirements of internally developed employee group.

Building on these arguments, we propose that empowering leadership is the most effective
leadership style for this employment mode. In contrast, both directive and transactional
leaderships, with their primary focus on compliance seeking and calculative transactions
(Sims & Manz, 1996), are incapable of fostering high employee commitment required for
internally developed human resource. Employees may also request more autonomy and
participation than those provided by directive or transactional leaders. While transformational
leaders provide the vision that is needed, power still resides in the leader and the employees
are not allowed to participate in creating the vision itself (Sims & Manz, 1996). Therefore,
transformational leaders may discourage the followers from developing a sense of ownership
in their tasks and strong motivation for continuous self-enhancement. Without the strong
sense of ownership from or empowerment of the employees, the organization may also lose
the highest degree of commitment, creativity, and initiative that is required for efficiently
utilizing the internally developed employees. Thus, we anticipate that directive, transactional,
and transformational leadership styles are less likely to be able to accomplish the goals of
internally developing the human resources as effectively as empowering leadership style.

Proposition 4: Empowering leadership will be more effective for managing knowledge-based
employee group than directive, transactional, or transformational leadership styles.

In summary, the typology of employment modes and leadership styles advanced in the
current research highlights the different and often divergent objectives sought for a particular
employment arrangement and associated demands placed on the leaders. Table 2 provides a
summary description of the typical jobs, underlying objectives, leadership demands, and
leadership styles considered most effective for each employment arrangement.

4. Discussion

In this article, we propose a framework that matches leadership styles with the underlying
requirements and demands of employees in different employment arrangements. The argu-



144 W. Liu et al. / Human Resource Management Review 13 (2003) 127-152

ments and propositions are based on two general underlying assumptions: (a) different
employment modes are associated with different underlying objectives and psychological
obligations between employees and organizations (Lepak & Snell, 1999a, 1999b; Rousseau,
1995; Tsui et al., 1995) and (b) leadership styles that are more consistent with these
characteristics of each employment mode are likely to be most effective. Accordingly, we
outlined the leadership requirements under various employment arrangements and how
certain leadership style would likely fit the requirements for each employment mode from
the firm perspective. This article has the potential to contribute to both strategic human
resource management and leadership literature.

First, although there has been considerable research on the important contingency variables
related to the strategic management of human capital (Delery & Doty, 1996; Huselid, 1995;
Youndt, Snell, Dean, & Lepak, 1996), this stream of research has not typically focused on the
role of leadership. Yet, existing research focusing on the role of leadership style and employee
behavior, productivity, and attitudes (e.g., Avolio & Bass, 1988; Dorfman & Howell, 1997;
Howell & Frost, 1988) has provided considerable evidence of its importance. A higher degree
of consistency in the manner by which employees are led and the human resource practices
used to manage employees would logically be related to attaining the behaviors and attitudes
expected for employees in different employment modes. As the theory of organizational
alignment holds, the alignment between human resource management and effective lead-
ership can help increase the performance of individuals, processes, and the organization
(Semler, 1997). We would encourage research to empirically examine the implications related
to the fit (or misfit) between employed leadership styles and human resource practices for
different groups of workers.

Second, in the leadership literature, although researchers have developed multiple
contingent theories of leadership, such as the contingency model of leadership effectiveness
(Fiedler, 1964, 1967, 1971), situational leadership theory (Hersey & Blanchard, 1969, 1977),
and path—goal theory (House, 1971), none of the extant research has considered the role of
employment relationship as a contingent factor affecting leadership behaviors and effective-
ness. As shown in the strategic human resource literature, employees under different
employment modes have different expectations and characteristics, such that employment
group may constitute an important “middle range” (e.g., Card, 1997; Mossholder & Bedeian,
1983) contingency factor between individual- and organizational-level factors for leadership
effectiveness. This article, by integrating the contingent theories of leadership with strategic
human resource research, is the first attempt to apply contingent leadership theory to
management of different employment groups.

While we proposed a model linking specific leadership styles with the underlying
objectives and psychological obligations of four distinct employment modes, it is also
possible that a combination of multiple leadership styles is effective for certain employment
group. For example, based on its capacity in visioning common goals, developing high levels
of mutual trust, and bridging potentially conflicting interests, transformational leadership is
likely to be the most effective leadership for alliances, in which unique human capital is
utilized to obtain shared outcomes. At the same time, however, transactional leadership might
also be utilized to emphasize the reciprocal benefits each party may gain, especially when the
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firm is pursuing a cost—leadership strategy (cf. Szilagyi & Schweiger, 1984). Research is
clearly needed to further explore this issue to provide further insights into these potential
differences in effectiveness, as well as other contingent factors that may affect the differential
effectiveness.

One future research direction is to examine leader effectiveness from a multilevel
theoretical perspective (Klein & Kozlowski, 2000; Kozlowski & Klein, 2000). While each
leadership style may be more effective for a particular group of employees, at the dyadic
level of analysis (e.g., LMX theory: Graen & Uhl-Bien, 1995), there may be different
implications for leaders based on their LMX. For instance, leaders having a higher quality
LMX may be more effective than leaders having a lower quality LMX. Extending the
logic further, individual difference variables, such as personality may interact with quality
of LMX within an employment mode to affect leadership effectiveness at the employment
group level (cf. Hogan, Curphy, & Hogan, 1994; House, Spangler, & Woycke, 1991;
Smith, Carson, & Alexander, 1984). For example, Hogan and Hogan (2002) suggested
that sociopolitical intelligence (SPIQ), which involves the possession of social skills and
how critical they are for leadership effectiveness, may be critical for mobilizing group
effort to achieve superior performance. Perhaps, for knowledge-based workers, empower-
ing leaders with higher amount of SPIQ may be more effective than the ones with lower
amount of it.

As it is quite common for firms to adopt a variety of employment arrangements
simultaneously to utilize human capital (Davis-Blake & Uzzi, 1993), this reality constitutes
an important context for leadership effectiveness. Although Hersey and Blanchard’s (1969,
1977) situational leadership theory highlights the influence that differences in subordinates
may have on leadership effectiveness, the variables are essentially limited to individual
level of analysis (leader behavior [task and relationship] and subordinate maturity
[psychological and job]). This article offers the first framework to look at the contingencies
of leadership effectiveness from the perspective of employment systems. Leaders must
realize the underlying differences of various employment modes, and adjust their behaviors
to the expectations and demands of different employment groups.

An additional area for future research focuses on the need to better understand the
implications that may stem from using different styles of leadership to lead different groups of
employees. Specifically, research is needed that examines the degree to which managers can
effectively adjust their leadership styles to reflect the concerns of employee groups who may
have different demands and expectations. It may be the case that effective leaders are able to
essentially turn on or off different leadership styles depending on the circumstances, but the
extent of this flexibility needs to be addressed by future research. Related, when managers do
adjust their leadership styles for different groups of employees, there may be implications for
employee concerns of equity and fairness. For example, if a leader uses an empowering
approach for one group but a directive style for another group, employees may view the
leadership as inequitable and unfair. Moreover, switching styles may impact the amount of
credibility that leaders maintain among their followers. We would encourage research that
examines the reactions of followers when leaders adopt multiple styles for different employee
groups within the same organization.
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Only by acknowledging the situational aspects of leadership can leaders effectively
motivate employees who expect different psychological obligations, utilize their skills of
different uniqueness and value, and appropriately distribute training and development costs.
Although the situational theory of leadership has evolved for over 30 years, little advice has
been offered to students or practicing managers on the utility of this theory (Vecchio, 1987).
The framework presented in this article opens the door to such utilization by illustrating how
leaders should vary their behaviors according to the nature of the employment mode.

One implication of this point is that while our framework is an attempt to integrate
leadership and strategic human resource management, there are other factors that might
influence the proposed relationships that are beyond the scope of this article. From the
leadership literature, employee personal characteristics (Jung & Avolio, 2000), leader
personality (Lord & Hall, 1992), quality of LMX (Graen & Scandura, 1987; Wayne, Shore,
& Liden, 1997), nature of the job (Hackman & Oldham, 1980; Herzberg, 1966), and the like
might affect the leadership effectiveness for managing different employment groups. For
example, the path—goal theory of leadership called for attention to such situational
moderators as the characteristics of the task and the environment, as well as of the employees
(Yukl, 1989). Similarly, from the strategic human resource management literature, the human
resource system in place (Huselid, 1995), the strategic orientation of the firm (Miles & Snow,
1984), environmental characteristics (Devereaux-Jennings, 1994), labor market conditions
(Jackson & Schuler, 1995), and technology (Snell & Dean, 1992) are likely to influence the
appropriateness and effectiveness of certain leadership styles for different groups of employ-
ees. More broadly, Szilagyi and Schweiger (1984) proposed an integrative model that
matched leaders with strategies, suggesting certain leadership characteristics, such as
personality traits, skills, and behaviors, might be best suited for certain strategies.

While these factors are not exhaustive, they highlight the clear need for research to better
understand the relationships between leadership and employment as well as the role that
contextual factors play in these relationships. Further, these factors are likely to interact in a
multiplicative fashion such that different combinations of factors are likely to influence the
choices and effectiveness of different leadership types for different employee groups. We
believe that the model highlights the potential value that results from integrating these
seemingly disparate streams of research while the proposed model of these relationships
warrant empirical investigation. Although it is beyond the scope of this article to explore all
possible iterations of potentially important factors, we hope the proposed typology provides a
useful starting point for research integrating the leadership of employee groups with the
manner by which they are managed.
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