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ABSTRACT
Despite substantial evidence for the negative effect of turnover on performance,
several studies also note offsetting positive effects hereby recognizing an optimal
rate of turnover. These mixed results stress the need to examine under which
conditions turnover is more harmful or beneficial to the organization. Using panel
data from 30 divisions of the same agency, this study examines the impact of process
conformance – the extent to which there are prescribed standards and rules related
to the task. Results support a non-linear, inverted U-shaped relationship for those
tasks with a high process conformance.

KEYWORDS Employee turnover; performance; System-GMM

Introduction

Staff turnover is a core theme in organization and management studies (see the meta
reviews of Griffeth and Hom (2000), Park and Shaw (2013), and Heavy, Holwerda
and Hausknecht (2013). Much of the attention has however been focused on under-
standing its causes. Hereby, many studies make the implicit assumption that
employee turnover is something bad, which should be avoided. The question whether
turnover affects performance, the underlying assumption of many studies, is only
recently getting attention in public management research (e.g. Moon 2017; Lee, 2017;
Wynen et al, 2017; Ryu et al., 2013; Meier and Hicklin 2008). The recent research
however has offered mixed conclusions (e.g. turnover has a negative effect on
performance: Wynen & Kleizen (2017); a negative & non-linear effect Meier and
Hicklin (2008); a positive & non-linear effect (Lee, 2017)). Hence, our understanding
of whether and how turnover rates within public sector organizations are linked to
performance, remains limited (Moon 2017; Lee, 2017). In order to make sense of the
mixed research findings so far, we need to further elaborate on the specific contextual
conditions in which turnover occurs. Such an understanding is essential to assess the
necessity of measures to reduce or prevent turnover (Hancock et al. 2013).

This article empirically examines the impact of turnover on performance. Our case
is a study of 30 regional divisions of the Belgian organization in charge of
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unemployment benefits. Hereby, we focus on its two core tasks and examine how
differences in task characteristics affect the turnover–performance relationship. The
first task, admissibility, assesses whether a newly unemployed is entitled to an
unemployment benefit and thus, can be admitted to the system. The admissibility
procedure also establishes the amount of the monthly entitlement. The second task,
litigation, deals with cases where the unemployed lodge an appeal to the decisions
made by the unemployment agency. The nature of the task being performed is one of
the most commonly noted moderators affecting the impact of turnover on perfor-
mance (e.g. March, 1991; Argote et al., 1995; Ton et al., but also Meier and Hicklin
(2008) for a public-sector study, who focus on task difficulty). Although both tasks
within our case study show strong similarities, both depend on the repetition of
existing procedures, they strongly differ in the degree of process conformance.

Process conformance is a concept from organization studies (e.g. Adler et al., 1999;
Levitt, 1972; Adler and Cole, 1993; Bowen and Lawler, 1995; Ton and Huckman, 2008)
and can be defined as the extent to which there are prescribed standards and rules
related to the task. Within private sector studies (Ton & Huckman, 2008), process
conformance has been found to have a strong moderating role on the turnover–
performance relationship within an environment of knowledge exploitation. In case
of a high process conformance, knowledge resides in rules and procedures instead of in
employees, making the transfer of knowledge easier and the negative effects of turnover
smaller.

The main goal of this paper is to examine the effect of process conformance on the
turnover–performance relationship within a public-sector context. Our study design
allows examining this specific question. First, the organization has a detailed mon-
itoring system of its performance. As such, objective, workforce-related performance
data is available on a monthly basis for its two core tasks and this over a period of
5 years. Second, both tasks are focused on knowledge utilization, but they strongly
differ in the degree of process conformance. This setting thus allows examining the
precise impact of differences in process conformance on the turnover–performance
relationship. Thirdly, both tasks are performed within the same organization leading
to homogeneity across a multitude of organizational covariates such as agency
policies, performance standards, overall work design, digitization of services and
HRM practices. Finally, both tasks are conducted by the same employees. Effects of
employee characteristics such as age, gender, skills and tenure are consequently equal
across both tasks.

The nature of the data allows employing a dynamic panel estimator. Dynamic
panel estimators are increasingly used (Roodman, 2009) since they allow for situa-
tions where: (a) panels have a ‘small t, large n’ structure, meaning few time periods
and many individuals. This is in line with our data which consists of thirty regional
divisions (n = 30) across nine-time periods (t = 9); (b) the dependent variable is
expected to be dynamic or in other words to depend on its own past values. This is
not unrealistic in our case. Performance in the period t-1 will have an effect on
performance in period t; (c) the independent variables are not strictly exogenous
(they are thus allowed to correlate with past and possibly current values of the error);
and (d) fixed individual effects are allowed to exist (e.g. the existence of specific
organizational cultures within regional divisions). Given the nature of our data,
employing a dynamic estimator allows improving the efficiency of our model con-
siderably. A dynamic estimator should yield more robust estimations compared to
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the more traditional approaches such as fixed effects estimators (Arellano and Bover
1995; Blundell and Bond 2000).

The remainder of this paper is organized as follows: Section 2 describes the
existing theoretical perspectives on the effects of turnover. The data, descriptive
statistics as well as the research design are discussed in Section 3. The main findings
are discussed in Section 4, which is followed by some concluding remarks.

Theoretical perspectives on the turnover and performance relationship

Linking turnover to performance

Turnover triggers a complex chain of events within organizations (Hausknecht and
Holwerda 2013). To understand the impact of turnover on organizational performance,
we need theories that study this chain of events when people leave or enter the workplace.
Conceptually, two theoretical perspectives are particularly interesting from a public sector
perspective (Dess and Shaw 2001; Hancock et al. 2013): Human capital theory, and social
capital theory. For these two perspectives, arguments for both a positive and a negative
relationship between turnover and performance can be made (Abbasi and Hollman 2000;
G. Lee and Jimenez 2011; K. J. Meier and Hicklin 2008).

First, the human capital perspective suggests that turnover negatively affects
organizational performance because of a loss of organizational memory as well as a
loss of the knowledge, skills and abilities that employees have developed through
experience and training (Ployhart et al. 2014; Pollitt 2000). Second, following social
capital theory, we can expect high turnover rates to disrupt the social ties and to
negatively affect trust amongst colleagues. Stable job tenure and high-quality profes-
sional networks on the contrary have a positive impact on performance (Leana and
Van Buren 1999). Siciliano (2015) for instance found that the performance of public
school teachers is shaped by the social networks in which the individual teacher is
embedded. Lee and Kim (2011) found that network characteristics shape affective
organizational commitment, which in turn may have an impact on performance.
Moynihan and Pandey (2008) found that strong intra-organizational networks reduce
turnover intentions. In addition to the disrupted social networks, turnover may have
a negative impact on morale of those employees that chose to stay (Felps e.a., 2009).

The theoretical perspectives however have also been used to argue for positive
impacts of turnover (Hancock e.a., 2013). First, turnover may increase human capital
when incoming employees bring new ideas that challenge engrained practices and
routines (Abelson & Baysinger, 1984). Also, when turnover depletes the worst
performers, human capital is reinforced rather than exhausted. Staff mobility may
in addition be an opportunity for employees to seek a better fit between personal
aspirations, competences and the organization they work for (Moynihan and Pandey
2008; Steijn 2008). Second, social capital perspectives may argue that more staff
mobility can be a means to foster cooperation between different units, departments,
or agencies. Job mobility has the potential to break patterns of group thinking.
Personal networks of a mobile staff may complement formal communication between
organizations, adding extra-organizational networks to the organization’s social
capital.

These conflicting arguments suggest that the impact of turnover is contingent on
the context (Ton et al, 2008). The question then moves from turnover having a
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positive or negative effect on performance towards the conditions under which it is
more harmful or beneficial to the organization (Osterman 1987). One of the most
commonly noted moderators is the nature of the task being performed (Ton et al.,
2008). Hereby March’s (1991) distinction, or variations hereof, between ‘the explora-
tion of new possibilities and the exploitation of old certainties’ (p.71) is most
commonly used. Within situations of exploration the effect of skill levels and
creativity of employees becomes more crucial making differences in quality and
experience of employees to become more important to performance. Many private
sector studies have found support for the benefits of turnover in settings of explora-
tion. Within the public sector only few studies have been conducted, yet one of them
(Meier and Hicklin 2008) also finds support for this hypothesis. Using Texan school
district data, Meier and Hicklin (2008) came to the finding that turnover is negatively
related to performance for output characterized by a lower task difficulty while a
higher task difficulty will result in a non-linear, inverted u-shaped relationship. They
attribute this difference in turnover’s effect to the fact that the performance of
difficult tasks requires greater creativity (i.e. exploration) than simpler tasks requiring
repetition (i.e. exploitation).

Performance for the two tasks within the organization under study, are more
accurately characterized as requiring exploitation (e.g. refinement, production, effi-
ciency, implementation, execution) than exploration (e.g. search, variation, risk
taking, experimentation, discovery, innovation). Both tasks are based on the imple-
mentation of legal provisions leaving little room for variation, risk taking, experi-
mentation, discovery or innovation. As such the performance of both tasks is highly
dependent on the successful execution of known activities.

Following the literature, this kind of environment is expected to lead to a negative
relationship between turnover and organizational performance (Meier & Hicklin,
2008). In other words, the negative impact of turnover can be expected to outweigh
its positive effects. For instance, new ideas to perform these tasks more efficiently are
expected to only bring about small increases in performance. The improvements are
too small to outweigh the costs associated with turnover. The turnover–performance
relationship for these kinds of tasks can therefore be expected to be purely linear and
negative. Consequently, we formulate the following hypothesis:

Hypothesis 1. In a setting of knowledge exploitation, turnover will negatively affect
the performance of both tasks.

The moderating role of process conformance

Within private sector studies (e.g. Ton & Huckman, 2008), process conformance –
the degree to which managers aim to reduce variation in accordance with a set of
prescribed standards for task performance- has been found to have a strong moder-
ating role on the turnover–performance relationship. As discussed in the literature
(Nelson & Winter, 1982, Argote, 1999, Ton et al., 2008), a high process conformance
leads to a consistent approach to task performance which in turn will make knowl-
edge reside in existing routines. Transfer of knowledge to new employees will hence
be easier and less burdensome, reducing the negative consequences of losing employ-
ees. A low process conformance on the other hand will have the opposite effect.
Knowledge will reside in employees and not in routines. When the organization loses
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employees, regardless of the reason why they leave, specific knowledge of these
employees will also be lost to the organization.

In our setting, we compare two different tasks within a context of knowledge
exploitation. Although both procedures are fairly complicated while depending on
the successful execution of known activities, they strongly differ in the amount of
process conformance. Admissibility, the assessment whether a newly unemployed is
entitled to an unemployment benefit and, can be admitted to the system and for what
amount, is strongly procedure-based requiring little value judgement. Operational
uncertainty is thus minimized by the existence of these prescribed procedures. Across
regional divisions, these tasks are conducted in exactly the same way, leading to a
strong process conformance. Litigation on the other hand deals with cases where the
unemployed lodge an appeal to the decisions made by the unemployment agency and
although procedure based requires more value judgement leaving more room for
subjective evaluations per case. This in turn reduces process conformance across the
regional divisions.

Based on the above, we assume that the impact of turnover will be different for
both tasks. For admissibility, we expect that knowledge concerning task performance
will more easily transferred to new employees (i.e. the negative effects of turnover will
be reduced when employees leave the organization). The leads to the second
hypothesis;

Hypothesis 2. In a setting of knowledge exploitation, a higher process conformance
will positively affect the relationship between turnover and performance.

Data, measures & methods

Data

To empirically test the above hypotheses, we rely on data from the Belgian organiza-
tion in charge of unemployment benefits. In 2013, this organization had an overall
staff of 4091fte (Rijksdienst voor Arbeidsvoorziening 2015). Belgium has a unique
system where the actual payment of the employment benefits to the unemployed is
mainly done by the trade unions. The budget for unemployment benefits however
comes from the state, which runs the compulsory social security system. State
agencies such as the organization under study manage the social security system.
For unemployment, the organization establishes whether people are entitled to an
unemployment benefit and verifies whether payments by trade unions are made
correctly. It is organized in 30 regional field offices. All offices have a standardized
portfolio of processes whereby admissibility and litigation constitute the two princi-
pal activities. In this study, we compare these two processes for those 30 field offices.
Within these field offices, the same employees will carry out both tasks. Hence,
possible differences in the effect of turnover on performance across both tasks cannot
be attributed to differences in the skills of employees.

One of the main strengths of the data is the homogeneity of the sample of field
offices. The processes of litigation and admissibility are standardized for all offices.
The central office in Brussels has a detailed monitoring system of those processes.
The processes are also driven by one ICT system that is maintained at the central
office. The regulatory framework for the field offices is set for the whole country.
During the period under study, there was no regional variation in rights and duties in
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the context of unemployment benefits. The hiring of new staff is also centrally
organized. The managerial autonomy of the field offices mainly concerns the daily
management and the direct supervision of the employees. Precisely in the daily
management, the disruption or dynamics caused by turnover will be felt. The
homogeneity of the sample allows for studying the effect of turnover more clearly.

The data is drawn from the management information system of the organization
assessing the productivity of each of their 30 regional field offices as well as the quality
of the work done. Our performance indicators are generated from an automated data
collection process. In this way, precise performance information is available for a set of
30 field offices. Our data ranges from 2008 to 2013. Due to a reorganization of the
agency, more recent data is difficult to interpret. Performance data is available on a
monthly basis. Turnover data is only available per semester. Data on turnover was
missing for the periods March-August 2012 and September-February 2012–2013. We
can therefore use data across 9 different time periods (Table 1).

Measuring turnover

Turnover is calculated as the percentage of employees who have left the office during
the covered 6-month period. The data is not perfect. We do not have information on
the reasons why people decide to leave or enter the office. We thus do not know
whether turnover is voluntary or not. We do not have information on the new
employees either; some of them are entirely new to the organization, others are
transferred from other field offices. Note that during the time period under study, the
agency only replaced one out of two retirees. However, for all the information that is
lacking, the data does provide us with the basic observation that new people enter the
work environment in the field offices. This potential disruption of the workplace
through new arrivals of employees (whatever the background or motives) may have a
positive or negative impact on performance.

Measuring performance

The dependent variable in our research is performance. Performance in the public
sector can be conceptualized in many different ways (Boyne et al. 2005; Van Dooren
e.a., 2015). An often-used distinction is between performance as output and perfor-
mance as outcome. Output is about the products and/or services provided. Outcome
is about goal attainment. Measures of outcome are often seen as the performance

Table 1. Available data.

N Covered 6-Month Periods Number of Offices

1 March–August 2008 30
2 September–February 2008–2009 30
3 March–August 2009 30
4 September–February 2009–2010 30
5 March–August 2010 30
6 September–February 2010–2011 30
7 March–August 2011 30
8 September–February 2012–2013 30
9 March–August 2013 30
Total 270
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indicators that really matter (Hatry 1999). Yet, outcome indicators also have dis-
advantages. Outcome indicators are typically influenced by external factors beyond
reach of the organization. Labour markets for instance are influenced by factors such
as economic distress, migration or policy change in other policy fields. Output
indicators on the contrary are more closely tied to the functioning of the
organization.

Private sector turnover research makes a related distinction in types of perfor-
mance. This literature categorizes performance into proximal performance (work-
force-related outcomes) and distal performance (financial, market, and shareholder
returns) (Park and Shaw 2013). Private sector turnover research has mostly examined
workforce-related performance measures such as productivity because proximal,
efficiency outcomes can be attributed more directly to the workplace. In the public
sector, the causal chain between public service provision and societal outcomes is
even more distal than the relation between private service provision and profits. If we
want to single out the effects of turnover on performance, proximal indicators seem
to be most promising.

Our study therefore uses measures of output to assess performance and relate the
output to the input in full-time equivalents. These productivity indicators were
generated by dividing the volume of cases processed during the 6-month period by
the time spent in budgetary units (BU) during this period. A BU represents one
average month of work for a full-time employee. I.e. our performance data represent
the number of files treated by employees over the course of the 6-month period,
divided by the share of employee-time spent on treatment for that activity. Hereby it
is important to note that offices are confronted with a perpetual backlog of applica-
tions. The average monthly (across offices) number of admissibility applications
equals 6541 while the average number of treated admissibility applications was
5703. For litigation, the number equals 566 applications to be treated and 317
applications which have been treated.

We have selected the two core processes of the field offices, which are also the most
time-consuming. According to the organization, employees invest on average 30% of their
time on both tasks (roughly 20% for admissibility and 10% for litigation). In our setting,
both tasks are highly standardized across the regional divisions. Still, both tasks differ in
their degree of process conformance. This difference is not caused by a different approach
by management, but is triggered by the nature of the task at hand. Admissibility is more
procedure-based and requires less value judgement compared to litigation. Not surpris-
ingly, given the fact that the existence of prescribed procedures are regarded a necessary
condition for complexity, admissibility is also considered as a less complex task compared
to litigation (Krueathep, Riccucci, and Suwanmala 2010; Rijksdienst voor
Arbeidsvoorziening 2015). Even though the task of litigation is based on the implementa-
tion of legal provisions it requires, contrary to admissibility, more judgement. The com-
parison of tasks allows examining the impact of differences in process conformance on the
turnover–performance relationship within an environment of knowledge exploitation.

Summary statistics

Table 2 provides some descriptive statistics. We can see from the table that offices
treat significantly more files on admissibility compared to litigation. The average
productivity per BU equals 275 for admissibility and 46 for litigation. The average
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turnover in the studies period (2008–2013) equals 1.5% (per 6 months) with a
standard deviation of 0.02.

Methods

We use a System-GMM model to estimate the causal impact of employee turnover on
organizational performance. This approach allows accounting for both simultaneity
as well as issues of endogeneity coming from unobservable office-specific fixed-
effects. For instance, managerial ability is difficult to observe, likely to differ per
office, and very likely not to vary over time (at least over our short panel).
Nonetheless, managerial ability can be expected to have an impact on both perfor-
mance and turnover. Offices with better managers are likely to reach better results
while they will also be more likely to motivate their workforce, leading in turn to
lower turnover rates. If such unobservable office-specific effects are ignored, standard
OLS results will tend to overestimate the impact of turnover on performance. This
endogeneity issue can be solved with a fixed effect estimator. Yet, as also discussed by
Meier and Hicklin (2008) and Grinza (2014), the relationship between employee
turnover and performance is likely to suffer from a simultaneity issue. Employee
turnover will have an impact on organizational performance but at the same time
employee turnover itself will also be influenced by organizational performance. For
instance, job-search theory has highlighted that turnover is higher for low produc-
tivity firms, and correspondingly lower for high-productivity ones (Grinza 2014).
Hence, simultaneity would be an issue, invalidating the consistency of the fixed-effect
estimator.

The procedure proposed by Arellano and Bond (1991) addresses issues of
simultaneity and endogeneity. We estimate the causal relation between employee
turnover and organizational performance as follows. Office-specific effects are
removed by the method of first differencing (similar procedure as running a
fixed-effects regression). Next, these first differenced inputs are instrumented
with suitable lags of their levels. This procedure should offer a solution for both
the possible endogeneity problems as well as the issue of simultaneity.
Unfortunately, this strategy suffers from a weak instrument problem (Arellano
and Bover 1995). More precisely, the lagged instruments become weak as the
autoregressive process becomes stronger (approaching a random walk).
Therefore, in addition to the level instruments for the differenced equation,
we use lagged differences as instruments for the level equation. This approach
is also called the System-GMM estimator. This estimator is thus able to deal

Table 2. Descriptive statistics.

Variable Description Mean SD

Admissibility Number of admissibility cases treated per budgetary unit (average over the
6-month period)

275,086 47,015

Litigation Number of litigation cases treated per budgetary unit (average over the 6-
month period)

46,572 9,670

Leaving % of employees leaving the office (total sum of employees who have left
the office during the 6-month period, divided by the mean sum of
employees working at the office during the 6- month period)

0,015 0,020
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with endogeneity and simultaneity while it has can solve the issue of weak
instruments, leading to a better performance of the model (Blundell and Bond
2000; Roodman 2009).

Results

The regression results on the link between employee turnover and organizational
performance are presented in Table 3 and Table 4. Table 3 presents the results of the
relationship between turnover and performance for admissibility (task with a high
process conformance) while Table 4 presents the results for litigation (task with a low
process conformance). Each table provides results of a fixed effect estimator and
those of the system-GMM approach. Column one and three estimate a purely linear
relationship while column two and four include a quadratic term for turnover. The
literature has highlighted that the turnover–performance relationship can follow a
non-linear pattern (e.g. Meier and Hicklin 2008; Glebbeeck and Bax, 2004; Moon
2017; Lee, 2017). To determine whether the effect of turnover depends on the level of
turnover at the regional divisions, we also estimate models (columns 2 and 4)
whereby we square the turnover variable. In order to deal with cultural differences
across the regions in Belgium, region dummies have been included in the subsequent

Table 3. Regression results for turnover-performance (Admissibility).

Fixed Effects One step System-GMM

Variables (1)
Linear

(2)
Non-linear

(3)
Linear

(4)
Non-linear

0.366* (0.204) 0.418** (0.167)
Leaving 0.391 1.238* 1.147 5.473*

(0.341) (0.610) (0.801) (2.835)
Leaving^2 −11.84* −45.61*

(6.203) (23.55)
Time dummies Included Included Included Included
Region dummies Included Included Included Included
R-square 0.433 0.443
F test 26,25*** 27,21***
N 270 270 210 210
Number of instruments 29 39
Hansen-J test ᵪ²(18) = 19,6 ᵪ²(27) = 20,72
ART(1) −2,04** −2,14**
ART (2) 0,76 −0,46

Source: NEO dataset
Time & region dummies are included in FE and SYSTEM-GMM estimates; robust standard errors are used for FE
and SYSTEM-GMM (making them consistent in the presence of any pattern of heteroskedasticity and
autocorrelation within panels); p-values in parenthesis; *, **, *** denote statistical significance at the 10%,
5% and 1% levels, respectively; Hansen J-test tests the validity of the overidentifying restrictions (robust to
heteroskedasticity); ART(1) and ART(2) items show the p-value associated with the Arellano/ Bond test for
(respectively) first and second order autocorrelation in the first-differenced residuals. The lagged dependent
variables as well as Leaving are treated as endogenous while the time and region dummies are treated as
strictly exogenous. The second lag of the endogenous variables is used as instruments. Small sample
correction has been done to the covariance estimate, resulting in t instead of z statistics for the coefficients
and an F instead of Wald test for overall fit. Two robustness checks on the results of column 4 have been
carried out (1) Given the high number of instruments, the GMM-style instruments are replaced with their
principal components in order to reduce the instrument count in a minimally arbitrary way (see Kapetanios
and Marcellino 2010; Bai and Ng 2010; Mehrhoff 2009). This reduced the number of instruments to 22.
Results were similar (2) by applying a two step approach with a Windmeijer correction for the standard
errors. Again results remain the same, supporting the robustness of our findings.
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regression analyses. Moreover, time dummies have been employed to account for
seasonality.

The robust estimator of the covariance matrix of the parameter estimates has
been calculated. The resulting standard error estimates are consistent, even in the
presence of any pattern of heteroskedasticity and autocorrelation within panels.
Both tables also report on System-GMM diagnostics. These include the Hansen J
statistic, which tests for the validity of the over-identifying restrictions imposed by
the model, and includes test statistics for first- and second-order serial correlation
of the first differenced residuals. The GMM diagnostics reveal, for all models, that
our instruments are valid, furthermore the test statistic for the first-order serial
correlation (m1) strongly rejects the null hypothesis while the test statistic for the
second-order serial correlation (m2) supports the null hypothesis of no serial
correlation.

When examining column (1) and (3) for both tables, we notice different effects of
turnover; a positive effect for admissibility and a negative effect for litigation.
Regardless of these differences, both effects are not significant; losing employees

Table 4. Regression results for turnover-performance (Litigation).

Fixed Effects One step System-GMM

(1) (2) (3) (4)

Variables Linear Non-linear Linear Non-linear

0.628*** 0.750***
(0.135) (0.107)

Leaving −0.481 −0.914 2.253 1.889
(0.405) (0.676) (1.528) (2.056)

Leaving^2 6.058 0.0971
(5.514) (15.25)

Time dummies Included Included Included Included
Region dummies Included Included Included Included
R-square 0.339 0.341
F test 61,19*** 99,95***
N 270 270 210 210
Number of instruments 29 39
Hansen-J test ᵪ2(18) = 13,31 ᵪ2(27) = 18,52
ART(1) −4,16*** −4,17***
ART (2) 0,5 0,72
Source: NEO dataset

Time & region dummies are included in FE and SYSTEM-GMM estimates; robust standard errors are used for FE
and SYSTEM-GMM (making them consistent in the presence of any pattern of heteroskedasticity and
autocorrelation within panels); p-values in parenthesis; *, **, *** denote statistical significance at the 10%,
5% and 1% levels, respectively; Hansen J-test tests the validity of the overidentifying restrictions (robust to
heteroskedasticity); ART(1) and ART(2) items show the p-value associated with the Arellano/Bond test for
(respectively) first and second order autocorrelation in the first-differenced residuals. The lagged dependent
variables as well as Leaving are treated as endogenous while the time and region dummies are treated as
strictly exogenous. The second lag of the endogenous variables is used as instruments. Small sample
correction has been done to the covariance estimate, resulting in t instead of z statistics for the coefficients
and an F instead of Wald test for overall fit. Two robustness checks on the results of column 4 have been
carried out (1) Given the high number of instruments, the GMM-style instruments are replaced with their
principal components in order to reduce the instrument count in a minimally arbitrary way (see Kapetanios
and Marcellino 2010; Bai and Ng 2010; Mehrhoff 2009). This reduced the number of instruments to 22.
Results were similar (2) by applying a two step approach with a Windmeijer correction for the standard
errors. Again results remain the same, supporting the robustness of our findings
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thus appears to have no effect on the performance of both tasks. Hypothesis 1, which
expected a purely negative relationship, is not confirmed.

Yet, for admissibility (task with a high process conformance) we find an inverted-
U relationship between turnover and performance (Table 3, both columns 2 & 4).
Low levels of turnover have a positive effect on performance up to a certain level,
after which performance declines with turnover. These results can be used to estimate
the optimal level of turnover (all other things being equal) by taking the first
derivative of the equation and setting it equal to zero. This leads to a percentage of
roughly 6% over a six-month period.1 This is higher than the mean turnover of 2.6%
for the period 2000–2014, suggesting that the average office is operating on the left
side of the inverted U-shaped relationship. When examining Table 5 (litigation, low
process conformance), we note that both the fixed effect and system GMM estimator
do not support the existence of a non-linear relationship. Turnover appears to have
no effect on its performance whatsoever. The relationship between turnover and
performance consequently differs over the kind of task. More precisely, it appears
that process conformance positively influences this relationship. Hypothesis 2 is thus
confirmed.

Tables 3 and 4 illustrate the immediate impacts of turnover in the first six months
after the month in which turnover occurred. However, effects of turnover may only
show in the longer term. As discussed by Meier and Hicklin (2008) turnover in a
given year might be too low or too high for idiosyncratic reasons leading to a biased
picture. Moreover, side effects of turnover may cumulate over time leading to larger
problems in the longer term. Hence, Table 5 offers an overview of the long-term
effects of turnover for both Admissibility and Litigation. Long-term impacts are

Table 5. Long-term effects of turnover.

Variable

Dependent variable

Admissibility Litigation

Turnover 1.305 2.019
(0.903) (1.596)

Turnover prior 6-Months −0.492 0.673
(0.882) (0.864)

Turnover prior 12-Months −0.304 0.253
(0.785) (0.808)

Constant 3.347** 1.379**
(1.421) (0.560)

F test 23,66*** 39,06***
N 150 150
Number of instruments 25 25
Hansen-J test ᵪ2(14) = 12,76 ᵪ2(14) = 14,73
ART(1) −3,85*** −2,02**
ART (2) 0,55 0,34

Source: NEO dataset
all equations control for a lagged dependent, time and region dummies.
Robust standard errors are used in the one step SYSTEM-GMM (making them consistent in the presence of any
pattern of heteroskedasticity and autocorrelation within panels); p-values in parenthesis; *, **, *** denote
statistical significance at the 10%, 5% and 1% levels, respectively; Hansen J-test tests the validity of the
overidentifying restrictions (robust to heteroskedasticity); ART(1) and ART(2) items show the p-value
associated with the Arellano/Bond test for (respectively) first- and second-order autocorrelation in the
first-differenced residuals. The lagged dependent variables as well as Leaving are treated as endogenous
while the time and region dummies are treated as strictly exogenous. The second lag of the endogenous
variables is used as instruments. Small sample correction has been done to the covariance estimate, resulting
in t instead of z statistics for the coefficients and an F instead of Wald test for overall fit.
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studied by doing regressions with the current value of turnover, the previous six
months and turnover of one year earlier in the same equation along with all controls.

As Table 5 shows, no direct effect for employee turnover can be found in the long
term. This pattern is consistent with the non-linear relationship between turnover
and performance (with admissibility) as found in Table 3 and the absence of a
significant effect of turnover on performance (with litigation) as found in Table 4.

Discussion & conclusion

The main goal of this article is to examine whether process conformance affects the
relationship between employee turnover and organizational performance. To achieve
this goal, this study relies on a longitudinal cross-unit dataset, which allows studying
the impact of turnover on objective performance data for two similar tasks with a
different process conformance. By performing System-GMM estimation, with turn-
over as the regressor of interest, we take into account endogeneity coming from
unobservable organization-specific fixed effects as well as simultaneity issues con-
cerning the relationship turnover-performance.

Our results indicate that turnover has no linear negative effect on performance
within our setting of knowledge exploitation. This is surprising, given that especially
private sector literature (e.g. Ton et al., 2008; Winter and Szulanski, 2001; March,
1991) has found support for a negative linear effect in such contexts. A possible
explanation for this non-finding can be found in our specific public sector setting.
Within our organization, and this holds for Belgian public sector organizations in
general (Wynen and Op de Beeck, 2014), turnover rates are modest and relatively
stable. The disruptive effects of turnover are consequently likely to be smaller within
our setting than those in the private sector. Another explanation can be the fact that a
setting of knowledge exploitation is broadly defined. For instance, studies focusing on
the retail sector, an often-used environment for private sector studies (e.g. Glebbeek
and Bax 2004; Ton et al., 2008) are also clear examples of knowledge exploitation.
Yet, the nature of the tasks (e.g. shelving products) differs strongly from the tasks
examined in our study (the implementation of legal provisions). The degree of
knowledge exploitation is consequently different across studies. This in turn can
explain the absence of a negative effect of turnover on performance within our
public-sector context. The positive effects of turnover (e.g. higher motivation) can,
given the specific nature of the studied tasks, neutralise the negative effect of
turnover.

Regardless of the absence of a negative effect of turnover on performance, this
relationship was found to be affected by the degree of process conformance. A higher
process conformance has a (limited) positive effect on the relationship of turnover
and performance. More precisely, an inverted u-shaped relationship between turn-
over and performance was found for the task with a high process conformance. The
effect of process conformance on the turnover–performance relationship proved to
have a similar trend as the one found by Ton et al. (2008). For litigation (task with a
low process conformance), no such effect could be observed. Hence, a clear difference
between both tasks with different levels of process conformance could be observed. In
Figure 1, the non-linear effect of turnover on performance can be observed for
admissibility (task with a high process conformance). Turnover has a positive effect
on performance up to 6%. Higher levels of turnover have a negative impact on
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performance. The negative influences of turnover prevail over the positive influences
at the threshold of 6% (Abelson & Baysinger, 1984).

The difference in the effect of turnover on performance across levels of process
conformance can be explained by the fact that knowledge is more easily transferred to
new employees for the task with a high process conformance. Since rules and
procedures are available for every step of the task, knowledge does not reside in
employees but rather in those rules and procedures. When employees leave the
organization, the loss of knowledge is less pronounced. This in turn reduces the
negative effects of turnover on performance, making it more likely that the positive
effect of turnover will outweigh these reduced negative effects (e.g. loss of
experience).

Positive effects of turnover may be attributed to mechanisms of re-socialization of
existing staff. Training of new employees confronts the staff with routines that may
be unduly taken-for-granted. Moreover, showing how the work is done may reinstall
a sense of duty and pride. Bauer et al. (2007) find that socialization provides role
clarity, self-efficacy and social acceptance for newcomers. For employees that are
already in the job, socialization of others may also reconfirm roles they play, install a
sense of self-efficacy and redefine their place in the social networks on the work floor.
Finally, higher persistence and effort of newcomers may also be at play. These
positive effects would at least up to a certain point outweigh the negative conse-
quences of turnover.

These negative consequences of turnover are expected to play out more strongly at
higher levels of turnover. From a human capital perspective, the loss of skills and
organizational memory will increase proportionally with increasing turnover rates.
When only a limited number of employees need to be trained, skills and memory can
be transferred more easily. When turnover is high, however, no time is left for
socialization and newcomers may be seen as outsiders. Finally, based on social capital
theories, we can expect that higher levels of turnover have a disproportionate impact
on morale. As increasingly more people leave the organization, the remaining
employees may put their decision to stay into question. High turnover may trigger
a bandwagon effect.

Figure 1. Illustrative Inverted-U-shape curve for turnover on performance.
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Taking the above into consideration, it is possible to derive some tentative,
practical implications. Turnover has been and still is regarded as a critical issue in
the management of an organization by many managers. As discussed by Grinza
(2014), most managers appear to fear it; a Google search of ‘employee turnover’
mainly yields HR sites offering guidelines on how to retain employees and conse-
quently reduce turnover. The main practical implication of this study is however that
turnover does not necessarily have to be detrimental to the organization. On the
contrary, some degree of turnover can even, under specific circumstances, be bene-
ficial. Second, and following this first point, turnover is a process which should be
carefully managed. Process conformance is an interesting concept in this sense.
Although in our study setting process conformance was the result of the nature of
the task, it can in other contexts be a task characteristic that can be managed. Public
sector managers, can mitigate the effect of turnover on performance by introducing
clear, prescribed standards and procedures for specific tasks. By introducing and
enforcing these standards, the impact of turnover can clearly be managed.

Like most studies, ours is not without its caveats. First, the reasons why employees
leave the organization can, as discussed by Moon (2017) also affect the relation under
study. Our data did however not allow taking these motivations into account. Second,
the strength of this study also proves to be its major limitation. Only one specific
organization has been examined, this means that generalizing findings across differ-
ent contexts in not possible. For instance, it is not unthinkable that the turnover–
performance relationship is, in line with Grinza (2014) also strongly dependent on
contextual factors such as the rigidity of the labour market. Moreover, tasks can more
easily be compared across similar sectors (e.g. across different schools), yet even
within those similar sectors, different organizational characteristics will affect the
performance hereof. Within a public sector setting, it is in addition notoriously
difficult to measure and compare performance across organizations. Yet the way
one measures performance will also influence the effect of turnover hereon. This even
holds for organizations within the same sector. Hence, to understand the precise
effect of turnover on performance, studies focussing on one specific organization
(cross-unit samples) appear to be desirable. Yet, and as discussed above, this in turn
affects the generalizability of empirical studies to the effect of turnover on perfor-
mance and stresses the need for more organization-specific studies. A wider knowl-
edge base, across different sectors and countries, would in turn allow making more
general predictions for the effect of turnover on performance.

Furthermore, future research into the long run effect of process conformance on
the turnover-performance relationship seems necessary. In particular, it would be
worth examining, for tasks with different levels of process conformance, if new
entrants perform less well in the complex decisions they will be forced to make
several months into their tenure in the new organization, once the framework
provided by their predecessors upon entry into the organization no longer suffices
– an aspect which has been scarcely explored in the literature. Moreover, given that
little is known about how a wide range of other organizational factors influence the
relationship examined in this study, other factors such as organizational slack and
size growth should be integrated in the turnover-performance agenda. Finally, it is
worth exploring the mitigating effect of the length of vacancies. If organizations are
quick in hiring new people, the potential damage of turnover is reduced. However, if
vacancies take months to fill, the negative of turnover is more likely to be larger.
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Future studies to the effect of turnover should consequently control for such a
possible effect.

Note

1. As discussed by Lind & Mehlum (2010), when trying to identify U-shapes, the usual approach
exists of adding a quadratic term in an otherwise standard regression model. Yet to test
properly for the presence of an inverted U-shaped relationship, on some intervals of values,
one needs to test if the relationship is increasing at low values within this interval and
decreasing at high values within the interval. One therefore must test the null hypothesis that
the relationship is decreasing at the left-hand side of the interval and/or is increasing at the
right-hand side (see Lind & Mehlum (2010) for more information). Standard testing metho-
dology is not suitable for testing this composite null hypothesis. Fortunately, Sasabuschi (1980)
developed a framework for testing the presence of an inverted u-shaped relationship. In our
case, the Sasabuchi test for inverse U shape equals 1.92 with a p-value of 0.032, confirming the
existence of an inverted U-shaped relationship. Hereby the extreme point equals 0.0608.
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