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Introduction 

“There are no permanent jobs anymore.” (Allen, 2000) 

Non-traditional, or “contingent,” workers currently represent a substantial portion of the U.S. workforce. These 
workers—commonly known as freelancers, independent professionals, temporary contract workers, or consultants—
provide valuable services in project-based work assignments that are understood not to be “permanent” positions. 
Individuals have been working in such “alternative employment arrangements” (BLS, 2005) for many years. 
According to a nationwide 2003 study, alternative workers now make up 28 percent of the U.S. labor force, a 25 
percent increase from 1998 (Kelly). 

According to the Journal of Labor Research, “The market for professional contingent workers (PCW) has evolved 
into one of the fastest growing segments of the temporary labor force in the so-called ‘new economy’” (Rassuli). 
The rise in popularity of contingent work engagements runs parallel to the recent dramatic shortening of the average 
worker’s job tenure. According to the U.S. Department of Labor’s Bureau of Labor Statistics (BLS), between 1983 
and the most recent BLS study in 2004, the average employment tenure has dropped annually (BLS, 2004). This 
trend is even more dramatic in highly skilled positions such as Information Technology, where estimates place 
tenure as low as 12 to 18 months (Snell). As a consequence of this trend, an estimated 30 million Americans change 
jobs every year (Snell). 

A wide variety of social and economic factors contribute to the dwindling life-span of today’s job, from the 
increased demand for knowledge workers to the ease of telecommuting. The most significant, however, has been the 
emergence of careers that are “skills-based” rather than “company-based.” Armed with an understanding that 
extreme market competitiveness and fickle economic conditions often limit companies’ loyalty to employees, 
individuals are now more likely than ever to build careers around their abilities instead of around their employers. 
Rather than rely on the once-formidable security of a full-time job, more and more individuals are exercising their 
career control by working contract-based assignments exclusively. They are loyal not to their employer, but to their 
resume. 

The emergence of “skills-based” careers helps explain not only the current popularity of contingent work, but also 
its anticipated growth in coming years. One study projects that by 2007, contingent workers will make up more than 
half of the U.S. workforce (Spherion), and an additional study by the U.S. Department of Labor states that 
employment in the professional and business services sector will increase 27.8 percent over the 2004-14 period 
(BLS, 2006). Despite the increase in alternative work arrangements, however, the processes by which clients find, 
engage, and administer independent individuals have only recently begun to catch up to the sweeping, revolutionary 
changes seen in most other business practices over the last decade. New practices and technologies now enable 
businesses and contract workers alike to re-evaluate their long-standing perception of the “traditional” contractor-
client relationship, as well as their relationships with staffing and placement organizations. “They embody the U.S. 
economic system's flexibility, which allows our business and entrepreneurial sector to be the most dynamic, 
productive and innovative in the world. The independent contractor model is an effectual path to wealth creation 
through business start-up and growth” (Kerrigan).  As a result, U.S. businesses—and even government agencies—
now stand at the forefront of a significant transformation in how services are purchased and managed. 

This paper discusses the seeds of this transformation by looking at today’s evolving state of career independence 
from the perspective of large businesses and the individual contract workers they engage. 

Career Independence: Corporate Perspective 

“Every major civilization, government, military power, industry, vendor and distributor that failed to adapt to 
changing conditions ended up on the garbage heap of history.” (Chiricotti) 
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For American businesses, the extraordinary competitiveness of today’s economic climate has brought the ability to 
react to quickly fluctuating market conditions into sharp focus.  According to an article in the Journal of Labor 
Research, “within the structural framework established by client firms and staffing groups, [the Professional 
Contingent Workforce creates] value and scale economies for all parties” (Rassuli).   Corporate agility, states HR 
columnist, Susan M. Heathfield, is the key to a business thriving, regardless of the market forces encountered: “An 
agile organization is able to quickly adapt to changing circumstances; it is ready for anything” (Heathfield). Per 
Business for Social Responsibility, in seeking corporate agility “businesses increasingly place greater emphasis on 
… flexible or nonstandard staffing arrangements (BSR). 

Compelled to align their organizations with marketplace dynamics, most large businesses are continually looking for 
new ways to benefit from the flexibility of converting fixed cost structures to variable ones. One way businesses 
accomplish this is to reduce their number of full-time hires in favor of shorter-term contingent work engagements. In 
fact, over 90% of U.S. businesses currently rely on contingent workers and 81% of these “cite labor force flexibility 
as the overriding reason for employing contingent and temporary workers” (ASA, 2003). Because contingent 
workers are easier to engage and disengage than full-time staff, their use promotes a more “liquid” workforce—one 
that conforms fluidly to the specific dynamics of a business’s operational and strategic needs at any given time. By 
relying more heavily on contingent workers, businesses can quickly and consistently deploy precisely the right talent 
in virtually any situation. As a result, contingent workers can be a critical tool as businesses attempt to maximize 
their agility and competitiveness in an ever-changing marketplace. 

While operational flexibility represents a primary motivation for using contingent workers, the cost savings that can 
be derived makes it an even more compelling model. Professional contract-based workers, though often earning 
more money than their full-time counterparts, generally incur less cost on the part of their clients. This is because 
businesses engaging contingent workers pay only their hourly rate or deliverable fee—they are spared the 30% to 
100% load associated with hiring and administering full-time staff. 

The Use of Contingent Workers in an Unstable Economy 

The use of contingent workers is certainly not a new business concept. Staff augmentation services have been a 
prominent fixture in U.S. businesses for decades, and a U.S. Department of Labor report to the Commission on the 
Future of Worker-Management Relations detected their impact on corporate agility over 10 years ago. “The growth 
of various forms of contingent work poses opportunities for good job matches between workers with differing labor 
force attachments and employers needing flexibility in response to changing market conditions.” (DOL) 

However, the economic instability of the last several years has, in the eyes of many businesses, vaulted the use of 
contingent workers from a convenient benefit to an indispensable strategic necessity. Market uncertainty drives 
businesses toward more conservative hiring practices and makes them less likely to want to commit work to full-
time staff. Instead, they seek to bring on labor that produces immediate, measurable results. The U.S. staffing 
augmentation industry, which facilitates the majority of contingent work engagements, generated over $231 billion 
in sales during the unstable economic climate between 2000 and 2003, an average of nearly $58 billion per year. 
This nearly triples the $20 billion annual average generated during the same four-year period a decade earlier (ASA, 
2004).  

In addition to reacting to market forces, businesses are also leveraging contingent workforce practices to adapt to 
shifting worker preferences. Rather than pursue worker relationships with the expectation of permanence, businesses 
are adjusting to the transience of the modern worker. “The late 1990s created greater career ownership and job 
mobility among employees,” stated Marc Pramuk, a senior analyst at International Data Corp. in the American 
Staffing Association’s 2003 Economic Analysis of the Staffing Industry (2004). “…as the economy picks up, the 
fear is that large numbers of dissatisfied workers who were unable to leave will do so as soon as the opportunity 
presents itself.”  

Clearly, American businesses have embraced the adoption of contingent workforce practices into their operations. 
The trend toward the increased use of contingent workers is expected to continue, as the BLS expects the use of 
white collar contingent labor to increase 68% over the next ten years (MPS). One reason for this surge is the 
acceptance of alternative work styles among the U.S. population. “By the year 2010,” believes President and CEO of 
CDI Corporation Mitch Weinick, “the traditional, full-time, permanent employment model will likely be more the 
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exception than the norm” (Allen).  Cornelius Eason, president of Priority Staffing USA in Las Vegas, said that he 
believes the increase in demand for contingent workers is enduring and that “independents will only increase as a 
percentage of all workers in the future” (Robinson). 

Ease of Finding Contract Workers Adds to Their Appeal 

As the use of contingent workers has matured over the last few years, tools and processes businesses use to supply 
and administer them are also maturing for the first time in decades. Consequently, the traditional supply chain for 
acquiring businesses’ services is currently being reconsidered and reapplied within businesses all over the country. 

Technology is the driving force. The advent of the Internet is dissolving corporate America’s de facto practice of 
using staffing and placement organizations almost exclusively to fill open contingent requirements. Until recently, 
though, U.S. businesses had little motivation to alter this supply chain. Staffing companies represented the deepest 
troves of contingent talent, as individuals attempting career independence had fewer means of finding assignments 
and commonly defaulted to staffing companies for their placement. Further, engaging contractors without the 
staffing intermediary carried significant risks, as the IRS could levy damaging penalties against companies that 
classified individuals as contractors when they should have been considered employees.  

Today, however, emerging contingent workforce practices are driving businesses to find more efficient and 
streamlined alternatives. While staffing companies still broker a huge percentage of client-contractor relationships, 
many modern businesses are exploring ways of engaging contingent workers directly (i.e., without staffing 
intermediaries). This is made possible by the advancement of two simultaneous trends: 1) the Internet and other 
technologies now give businesses the means to find talented contract workers as efficiently—or even more so—than 
staffing companies, and 2) the emergence of “Portable Employer of Record” (PER) services now enable businesses 
to engage internally located contractors inexpensively and without risk of IRS reclassification. These two trends are 
discussed further below. 

Technology Drives Streamlined Talent Procurement Alternatives 

In addition to simply scouring the countless job and contract matching boards on the Internet, many of today’s large 
businesses have implemented Applicant Tracking Systems (ATS)—software packages designed to simplify and 
accelerate the hiring process—into their HR environment. These systems help businesses standardize hiring 
practices and improve internal collaboration, which shortens hiring cycles and reduces costs. Recognizing that one-
third of all Fortune 1000 companies are expected to implement services-procurement applications by 2007 (Gartner 
Group, cited by Klaff, 2003), some ATS providers have recently gained a competitive advantage by expanding their 
offerings to accommodate for contingent workers as well as full-timers. This gives clients a convenient means of 
better managing services spend while creating a “talent database” of engageable contingent workers. By referencing 
this database before searching elsewhere, businesses can often locate ideal candidates instantly and without the 
added cost of using staffing companies’ recruiting capabilities. 

“Portable Employer of Record” Services Hit the Scene 

In and of itself, recruiting contingent workers internally is of negligible value. (In fact, it is common practice in 
many U.S. businesses to channel internally recruited contractors through staffing companies at full mark-up, thus 
negating the potential cost savings achieved by locating the worker internally.) And engaging contractors directly is 
also problematic, as the IRS may deem such relationships unacceptable and demand payment of back payroll taxes 
(and potentially other penalties). A third alternative has emerged, however, that enables businesses to capture real 
value from internal contractor recruitment. PER services offer an engagement channel for internally recruited 
contractors that is significantly less expensive than staffing companies and shelters clients from IRS reclassification 
risk. 

Together, these practices usher in the age of Direct Contractor Engagement—a modern workforce standard that 
helps contingent workforce administration emerge from over three decades of virtual stagnation. 
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The Immediate Value of Direct Contractor Engagement 

By enabling Direct Contractor Engagement practices within their organizations, businesses can see immediate 
rewards. 

Cost savings. As explained above, engaging contractors directly can be much less expensive than channeling the 
same contractors through staffing intermediaries. 

Streamlined services supply chain. Minimizing the need for staffing companies is just one way that businesses can 
make their services supply chains more efficient. The contingent workers whom businesses commonly use are often 
at the bottom of an expensive, many-linked chain of consulting companies that serve as sub-contractors to a prime 
vendor. In eliminating this chain by engaging contractors directly, businesses can cut costs by 50% to 70% 
(MyBizOffice, 2003) without sacrificing quality of talent. 

Rapid talent deployment. Direct Contractor Engagement enables contingent workforce recruitment strategies that 
minimize time-to-productivity by shortening recruitment cycles. 

HR involvement. Many corporate HR departments have traditionally shied away from contingent workforce issues, 
leaving them instead to Procurement, Hiring Managers, and other functions that are less equipped to handle 
personnel-related issues. Direct Contractor Engagement more closely resembles full-time personnel engagement and 
is therefore more appropriate to be handled by HR. 

Security of personnel. Many businesses are so detached from their contingent workforce practices that they don’t 
even know who’s walking their halls. Eliminating intermediaries and engaging directly—combined with the 
improved integration of HR into their administration—helps mitigate the risk of engaging unknown and potentially 
unwanted personnel. 

Visibility and control. Business leaders and decision makers in companies everywhere commonly have little or no 
idea how many contingent workers their business engages or how much is spent on them. A corporate commitment 
to Direct Contractor Engagement promotes enterprise-wide consistency of processes, which in turn leads to much 
improved visibility into services spend. 

Reducing IRS Risk While Engaging Contractors Directly  

While the items above are certainly valuable reasons to adopt a Direct Contractor Engagement program, the ability 
to engage contingent workers directly without fear of IRS reclassification penalties may be the most beneficial of 
all. “The common law rules for classifying workers are unclear and subject to conflicting interpretations,” states 
Natwar M. Gandhi, Associate Director, Tax Policy and Administration Issues, General Government Division of the 
U.S. General Accounting Office. “Employers cannot be certain that their classification decisions will withstand 
challenges by IRS. If not upheld, they risk large retroactive tax assessments” (GAO). Moreover, the decentralized, 
unstructured nature of contingent workforce administration common within U.S. businesses does little to alleviate 
the mystery. 

As mentioned above, businesses can channel directly engaged contractors through a PER service, which would 
either verify the contractor’s compliance with IRS standards for independence, or provide the contractor with W-2 
employment. As W-2 employees, workers’ employer-side taxes (Social Security and unemployment) are withheld 
automatically from their pay, and the threat of IRS reclassification is eliminated. 

As beneficial as contingent workers can be for businesses that use them—especially in an unstable economy and 
even more so with modern tools and processes for reducing associated costs and improving administration—
leveraging a contingent workforce would be impossible if it weren’t likewise attractive and beneficial for the 
individual contractors themselves. The following section discusses career independence from the individual’s point 
of view. 
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Career Independence: Individual Perspective 

"Today's employees are quickly adapting to a changing work environment and are more receptive to working 
outside conventional employment structures through alternatives such as contract, temporary, or consulting 

arrangements." (ASA, 2004) 

From the individual worker’s point of view, the merits of career independence are well understood. The 
empowering, romantic concept of “being one’s own boss” is woven into the fabric of the American dream, where 
entrepreneurialism and hard work can combine to deliver astounding personal wealth, prestige, and power.  

While these ideals hold true in most economic conditions, today’s uncertain economic climate re-colors the picture 
to a degree. Studies show that 54 percent of workers indicate a “growing confidence in their ability to earn a stable 
income” through alternative work arrangements (ASA, 2004). Clearly, many of today’s independent professionals 
do not necessarily have aspirations of riches for their careers; rather, many now look at independence as a solid, 
sensible way to make a very good living while asserting a desirable level of career control and direction. These 
factors, to a large degree, account for why the “number of self-employed Americans… grew by 330,000 [in 2003]” 
(Rice) and why 83% of independent contractors prefer their arrangement over a “traditional” job (BLS, 2001).  The 
sections below explain why many professionals find periods of economic uncertainty ideal for launching or 
expanding an independent career.  

A Wider Variety of Skills Drives Career Resiliency 

By their nature, contract-based careers engender a more widely diversified portfolio of skills than traditional work 
arrangements. According to Robinson-Humphrey, “changing jobs is a good way to put together a better tool bag” 
(Allen). This is a major reason why today’s average 32-year-old worker has already had nine jobs with the 
expectation of 11 more looming in their future (Allen). Professionals can leverage the breadth of their skill set to 
build a “go-to” network of clients and colleagues while maintaining an infrastructure that generates a reliable influx 
of opportunities. All of this leads to a better assurance of steady work, even in a challenging economic climate.  

Improving Economic Conditions Drive Better Compensation Control 

Independent careers are the most controllable and adjustable in terms of income. While the threat of being laid off 
hangs over many full-time workers during a down economy, independent workers can more easily avoid a total 
cessation of income simply by adjusting their rates downward. Their affluence may be compromised for a time, but 
the flexibility of their rates can serve as an insurance policy against major financial setbacks. They can also use 
slowdowns to hone skills and experiences that they anticipate will be in demand later, which improves their career-
long marketability. And as the economic climate recovers, independents are more equipped to reap significant 
rewards. Recognizing economic improvement, they can adjust their rates upward with each assignment—thus 
rapidly re-attaining their desired income. 

Flexibility Drives Better Work / Life Balance 

Without the traditional shackles of employment limiting their life-styles, independent workers can better control 
their balance of career and family. Independent individuals usually select their own projects, working only where 
and when they want. Many exploit this flexibility to maximize their income by working multiple assignments 
simultaneously, while others turn to contracting because they wish to enjoy longer periods of non-work time while 
still earning a respectable living (Silverthorn). In addition, many independents are able to establish fully functional 
home offices from which they deliver their work. This minimizes time lost to commuting and enables independent 
workers to be more readily available in family emergencies. 

Direct Contractor Engagement and the Independent Individual 

As discussed above, the Internet and the emergence of web-based project matching technologies have made finding 
new assignments easier than ever. But the Internet’s universal connectivity and instant opportunity access represent 
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only a small subset of the tools and methods today’s independent worker can exploit in attempting to secure direct 
contracts with major businesses.  

Marketing Directly to Organizations 

Long-time staffing company contractors—and individuals who have never before worked as contractors—may at 
first be uncomfortable with the concept of marketing themselves directly to end-clients. Those who have contracting 
experience are likely accustomed to getting calls from staffing recruiters who believe their skills are a match for a 
newly opened assignment. Despite its convenience, the recruiting layer is expensive for both the client and the 
individual. However, its convenience can be replicated and its costs readily circumvented with only minimal 
legwork. 

After choosing and engaging with a PER (without which many companies will refuse to work with independents 
directly), contractors can pursue engagements by leveraging their network of friends, former employers, and 
colleagues. It is wise to build this network by joining appropriate associations, attending trade shows and seminars, 
etc. In time, and with successful execution of assignments, this network will likely expand and become a convenient 
means of keeping the pipeline of direct opportunities full.  

Many successful contractors who rely on direct engagements also pursue certain prominent companies specifically. 
For example, a contractor who wishes to be part of the innovation taking place at a particular leading-edge 
technology company may use the Internet to look for possible ways in. This may include searching the company’s 
web site and external online job boards for full-time positions, but applying as a contractor. It can also include 
investigating the company’s personnel and history to understand what projects it is working on and even which 
managers are responsible for their execution.  

It is important to recognize that the decision to pursue direct contracts in no way restricts contractors from resorting 
to staffing company-sourced assignments when necessary. There are times when independent individuals, especially 
those with specialized skills, may be unable to find contracts on their own and can benefit from the recruiting 
expertise of a staffing vendor. The occasional use of staffing companies also does not necessarily preclude the 
continuation of the PER relationship, which is important for reasons of benefits continuity (see below). PERs and 
staffing companies commonly work cooperatively together; staffing companies can still receive a commission for 
making the placement, while the individual can remain in the employment of a single PER. 

Employment Portability Is Critical 

The emergence of PERs enables contractors not only to receive group benefits and employment services on par with 
those of major corporations, but also to bring them along from assignment to assignment and from client to client. 
The concept of “portable” employment is growing in acceptance and importance as workers find they have a greater 
need to control and personalize their benefits program. This has become especially important over the last few years, 
as skyrocketing health insurance costs are being passed from companies to their employees. The existence of PERs 
allows contract workers to choose the employer with the benefits plans most appropriate for their situation and to 
maintain these benefits indefinitely throughout their careers. 

Continuity of employment and benefits has various other benefits as well. The ability to maintain an uninterrupted 
401(k) plan, for example, can help an independent individual “generate five times more money at retirement than the 
traditional succession of retirement plans offered by the collection of employers that most Americans work for over 
the years” (Butler). Also, contract professionals working through PERs are much more likely to be approved for 
mortgages and other major loans because they show a long period of time with a single employer, rather than a 
disjointed history of scattered project work. 

Handling the Financial Aspects of an Independent Business 

Regardless of what work style an independent worker chooses for his career, one thing is certain: working as a 
contractor is tantamount to running your own business. New contractors must consider their options carefully, as the 
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various ways of running your own business offer widely varying degrees of financial management and 
administration. 

The tables that follow (MyBizOffice, 2004) depict the pros and cons associated with the four most common styles of 
working as a contractor. 

Individual “1099” Self-Incorporation 
Pro Con  Pro Con 

Keep your entire bill rate 

Simple – do not have to 
incorporate 

Flexible – market yourself 
independently 

Claim business expense 
deductions 

Most clients will not engage 
1099s 

Personal risk and liability 

Self-administer invoicing, 
collections, and payroll 

Only get paid when client 
pays 

Must get individual business 
and health insurances 
(generally more expensive 
individually) 

Maximized retirement 
programs difficult to 
assemble and administer 

Tax complications, including 
self employment tax 

Must estimate and pay taxes 
quarterly 

Accounting and legal costs 

Difficult to obtain credit  

 Keep your entire bill rate 

Remove personal liability 

Flexibility – market yourself 
independently 

Claim business expense 
deductions 

Most clients will not engage 
self-incorporated individuals 

Self-administer invoicing, 
collections, and payroll 

Only get paid when client 
pays 

Must secure Workman's 
Compensation, Professional 
Liability, and General 
Liability insurances 

Must get individual health 
insurances (generally more 
expensive individually) 

Tax complications, including 
employer side tax and 
corporate tax 

Must estimate and pay taxes 
quarterly 

Accounting and legal costs 

Difficult to obtain credit 

 

Working through a Staffing Company “Portable Employer of Record” (PER) 
Pro Con  Pro Con 

Convenient W-2 tax status 

Assignments found for you 

Employer taxes covered  

Access to discounted group 
health insurance plans 

Business insurance carried 
by employer 

No need to invoice – just 
send in timesheet 

You do not wait for 
customer to pay 

Agency keeps 25% - 60% of 
your client’s billing rate 

Usually have non-compete 
restrictions 

Unable to deduct business 
expenses 

Limited access to qualified 
retirement plans 

Medical and retirement plans 
may be of minimum quality, 
have limited access, and 
usually have waiting periods 

No stable employer of record 

Staffing company benefits 
when you hit tax caps 

 Convenient W-2 tax status 

You keep vast majority of 
bill rate (PER fees generally 
4% - 8%) 

Access to discounted group 
health insurance plans 

Business insurance carried 
by employer 

Work directly, without 
restriction 

Tax and legal issues 
handled for you 

No need to invoice – just 
send in timesheet 

Deduct business expenses 
just like a traditional 
independent worker 

Access to rich retirement 

Get paid when client pays 

You market yourself 

You are responsible for 
employer-side taxes… but you 
benefit when you hit tax caps 
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plans 

Often access a network of 
clients 
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