“Remuneration and reward systems during an economic crisis: case study from

Attica region, Greece”

AUTHORS

ARTICLE INFO

DOI
RELEASED ON
RECEIVED ON
ACCEPTED ON

LICENSE

JOURNAL
ISSN PRINT
ISSN ONLINE

PUBLISHER
FOUNDER

61

Stamatios Ntanos @ https://orcid.org/0000-0001-7718-1223
I http://www.researcherid.com/rid/J-2732-2019
Georgios Sidiropoulos @ https://orcid.org/0000-0003-4305-3893

Evangelia Triantafyllou
Miltiadis Chalikias @@ https://orcid.org/0000-0003-1482-0926

Grigorios L. Kyriakopoulos @) https://orcid.org/0000-0003-4875-8534
I3 hitp://www.researcherid.com/rid/A-5933-2008

Stamatios Ntanos, Georgios Sidiropoulos, Evangelia Triantafyllou, Miltiadis
Chalikias and Grigorios L. Kyriakopoulos (2020). Remuneration and reward
systems during an economic crisis: case study from Attica region, Greece.
Problems and Perspectives in Management, 18(2), 261-276.
doi:10.21511/ppm.18(2).2020.22

http://dx.doi.org/10.21511/ppm.18(2).2020.22
Friday, 19 June 2020

Monday, 06 April 2020

Thursday, 04 June 2020

@) ev |
This work is licensed under a Creative Commons Attribution 4.0 International
License

"Problems and Perspectives in Management"
1727-7051

1810-5467

LLC “Consulting Publishing Company “Business Perspectives”

LLC “Consulting Publishing Company “Business Perspectives”

© The author(s) 2024. This publication is an open access article.

<//~[| BUSINESS
m  PERSPECTIVES

businessperspectives.org



®®

</ -
7l

BUSINESS PERSPECTIVES

LLC “CPC “Business Perspectives”
Hryhorii Skovoroda lane, 10,
Sumy, 40022, Ukraine

www.businessperspectives.org

Received on: 6t of April, 2020
Accepted on: 4t of June, 2020
Published on: 19t of June, 2020

© Stamatios Ntanos, Georgios
Sidiropoulos, Evangelia Triantafyllou,
Miltiadis Chalikias, Grigorios L.
Kyriakopoulos, 2020

Stamatios Ntanos, Special and
Laboratory Teaching Staff, Department
of Business Administration, School

of Business, Economics and Social
Sciences, University of West Attica,
Greece.

Georgios Sidiropoulos, M.Sc.
Graduate, Department of Business
Administration, School of Business,
Economics and Social Sciences,
University of West Attica, Greece.

Evangelia Triantafyllou, M.Sc.
Graduate, Department of Business
Administration, School of Business,
Economics and Social Sciences,
University of West Attica, Greece.

Miltiadis Chalikias, Associate
Professor, Department of Accounting
and Finance, School of Business and
Economics, University of West Attica,
Greece.

Grigorios L. Kyriakopoulos, Dr.,
Chemical Engineer, Teaching and
Research Associate, School of
Electrical and Computer Engineering,
Electric Power Division, Photometry
Laboratory, National Technical
University of Athens, Greece.
(Corresponding author)

This is an Open Access article,
distributed under the terms of the
Creative Commons Attribution 4.0
International license, which permits
unrestricted re-use, distribution, and
reproduction in any medium, provided
the original work is properly cited.

Conflict of interest statement:
Author(s) reported no conflict of interest

http://dx.doi.org/10.21511/ppm.18(2).2020.22

Problems and Perspectives in Management, Volume 18, Issue 2, 2020

Stamatios Ntanos (Greece), Georgios Sidiropoulos (Greece),
Evangelia Triantafyllou (Greece), Miltiadis Chalikias (Greece),
Grigorios L. Kyriakopoulos (Greece)

REMUNERATION

AND REWARD SYSTEMS
DURING AN ECONOMIC CRISIS:
CASE STUDY FROM ATTICA
REGION, GREECE

Abstract

This study investigated the structure of employees’ remuneration and rewards systems,
focusing on medium- and large-sized firms in the region of Attica in Greece during
the economic crisis. Data were collected using a structured questionnaire based on
relevant literature. A sample of 150 companies filled out a total of 500 questionnaires.
The results revealed that medium- and large-sized companies applied various remu-
neration systems, including the base wage, performance-related bonuses, and a com-
bination of additional non-wage benefits. Greek firms did not avoid wage cut in times
of low turnover, although hypotheses testing revealed no relationship between firm
size and the use of flexible remuneration systems. However, a positive relationship
between the unions” engagement and the use of non-wage cutting strategies was con-
firmed. Furthermore, a positive correlation between wage rigidity, labor market legis-
lation, and collective agreements for setting minimum wage levels was found. Finally,
a hypothesis test regarding the association between the firm, the business sector, and
wages cut over the last seven years was accepted. The study concludes that wages cut
should be the final choice by firms since remuneration is a source to satisfy, engage,
and attract employees.

Keywords economic crisis, labor costs, remuneration, rewards

systems, wage rigidity

JEL Classification E24, M52, M54

INTRODUCTION

The economic crisis in Greece has been the most severe in its modern
history due to exogenous and endogenous factors (Psycharis, Kallioras,
& Pantazis, 2014). During 2008, the year which marked the beginning
of the global financial crisis for all European countries, Greece has
experienced the worst economic crisis in its history. The economy was
heavily affected after the financial crisis (Gonzalez-Pernia, Guerrero,
Jung, & Pena-Legazkue, 2018), left with a severe debt crisis (Nelson,
Belkin, & Jackson, 2017), in a spiraling fiscal deficit. During the last
decade, to receive economic aid, Greece signed three consecutive
agreements. Those agreements were the so-called memorandums of
2010, 2012, and 2015, with three international creditors, the European
Central Bank, the European Union, and the IMF (International
Monetary Fund), including binding agreements, regarding fiscal ad-
justment and structural changes, especially in the area of the labor
market (Mavridis, 2018). The prolonged and intensifying international
economic downturn in recent years was characterized by low inflation
rates and high unemployment, combined with labor and fiscal adjust-
ment policies. The strict economic measures started to lift off during
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2019. Those policies led to constant changes, such as wage-setting mechanisms, the abolition of collec-
tive agreements, and the promotion of flexible forms of employment and working time arrangements.

Labor is the primary factor of production that directly affects the total cost of production through its
components: direct wage costs (nominal wage) and non-wage costs (cash and non-cash benefits, em-
ployer’s contributions). In international research, there is a wealth of theoretical and empirical evidence
on the behavior of medium- and large-sized companies during economic crises in terms of reducing
labor costs, especially on stable wage (Babecky, Du Caju, Kosma, Lawless, Messina, & Ro6m, 2010; Agell
& Lundborg, 2003; Campbell & Kamlani, 1997). On the other hand, research related to strategic HRM
(Human Resources Management) and wage systems during the economic crisis is relatively limited in
Greece.

In times of general financial downturn and low firm turnover, a well-designed remuneration system can
counter external pressures. Remuneration and reward systems are a tool for more efficient management
and company resource allocation (Fey, Bjorkman, & Pavlovskaya, 2000; Dowling, Welch, & Schuler,
1999). According to Aswathappa (2017), the study of the structure of applied remuneration systems is of
particular interest, especially in times of recession, as these are related to companies’ specific character-
istics (e.g., years of activity and workforce composition).

The present study focuses on investigating the aspects of remuneration and reward systems and record-
ing and assessment of changes observed in employment and labor policies from medium- and large-
sized firms (MLEs) in the region of Attica, Greece, amid a protracted economic downturn.

1. LITERATURE REVIEW
AND HYPOTHESES

DEVELOPMENT

ployees and arising from their employment”. The
primary purpose of compensation is the attrac-
tion, retention, and motivation of employees
(Mondy & Martocchio, 2016). Compensation
has a significant impact on job satisfaction
and performance (Siahaan, 2017; Papasotiriou,

1.1. Remuneration and reward

systems

In modern literature, remuneration is no longer a
cost through which a company acquires the nec-
essary labor to achieve its purposes. It is also an
aligning tool for employees associated with the
company’s strategy to gain a competitive advan-
tage against its competitors (Trevor, 2008).

In the field of Human Resource Management, var-
ious definitions of salary and bonus have been sug-
gested in the literature. Kessler (2015) defined remu-
neration as a “way in which organizations reward
their employees for work performed”. The remu-
neration aims to give compensation to employees
for their services to the company (Andrews, 1988).
Harisson and Liska (2008) pointed out that remuner-
ation is the main reason motivating people to work.

Compensation, as defined by Dessler (2017), in-
cludes “all forms of pay or rewards going to em-
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Skordoulis, Chalikias, & Sidiropoulos, 2019).
Aswathappa (2017) proposed a different defini-
tion for remuneration, which is described as the
received compensation for employees’ contribu-
tions to the company. Aswathappa (2017) report-
ed that internal and external factors influence
the amount and the type of remuneration. The
internal factors include the business strategy,
performance appraisal, and employee. The exter-
nal factors include the labor market, the cost of
living, the labor unions, the labor laws, the socie-
ty, and the economy.

According to Kessler (2015) and Dessler (2017), a
remuneration system consists of two main com-
ponents: direct financial benefits (wages, salaries,
incentives, profits, commissions, and bonuses)
and indirect financial benefits. Pynes (2013) noted
that the remuneration system should be designed
to attract, motivate, and retain proficient em-
ployees. Stachova, Stacho, and Bartakova (2015)

http://dx.doi.org/10.21511/ppm.18(2).2020.22



concluded that creating a suitable remuneration
system depends on the understanding that it
will support employees to accomplish both their
personal and the company goals. Therefore, the
starting point for a remuneration system should
be the strategic agenda, mission, and vision of a
company (Lawler, 1990). Aswathappa (2017) stat-
ed that the remuneration strategy should be in
line with the company’s overall policy.

Reward systems are used as a tool for more effi-
cient management and disposal of company re-
sources. Maloney and McCarthy (2013) defined
a reward system as “the combination of financial
and non-financial elements used by an organiza-
tion to compensate employees for their time, ef-
fort and commitment at work”. Also, these sys-
tems play a major role in the relationship of em-
ployer-employee and have a significant impact on
the company’s finance (Franco-Santos & Gomez-
Mejia, 2015). The following definition of reward
management has been given by Armstrong and
Taylor (2017): “concerned with the formulation
and implementation of strategies and policies in
order to reward people fairly, equitably and con-
sistently in accordance with their value to the
organization”.

Concerning wage reduction, the concept of
“downward wage rigidity” is at the heart of
Keynes’ labor market model. In this model, the
notion of downward nominal wage rigidity dis-
tinctly affects the existence of unemployment and
the rationalization to clear the failure of the labor
market (Christofides & Nearchou, 2015). Avouyi-
Dovi, Fougeére, and Gautier (2010) defined down-
ward wage rigidity as “the inability for firms to
cut wages in nominal or real terms”. Babecky
et al. (2010) concluded that workforce compo-
sition is related to wage rigidity. Previous stud-
ies indicate that the nature and consequences of
wage rigidity differ across countries (Messina &
Sanz-de-Galdeano, 2014), while the importance
and negative consequences of wage rigidity are
increased after an economic recession (Doris,
O’Neill, & Sweetman, 2013). In their review study,
Campbell and Kamlani (1997) explain why com-
panies refrain from cutting wages in economic
recessions, especially when unemployment is
high. They conclude that this is a decision to ad-
just salaries to meet labor market conditions.

http://dx.doi.org/10.21511/ppm.18(2).2020.22
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1.2. Development of hypotheses

Firm size and age are related to various aspects
of the management and organization of com-
panies (Taymaz, 2005; De Kok, Fris, & Brouwer,
2006). Furthermore, the studies of Van Praag and
Versloot (2007) and Brown and Medoff (2003)
suggested that firm size and age are positively re-
lated to the firm’s provided benefits to employees.
Keeney and Lawless (2010) concluded that larger
firms have more complex pay systems than smaller
firms. Babecky, Du Caju, Kosma, Lawless, Messina,
and Room (2009) also reported that the size and
extent of benefits offered by a company beyond the
base wage are related to firm size and workforce
composition. Thus, the first null hypothesis that
the authors set for this study is:

HI:  'There is no relationship between the firm size
and use of flexible remuneration systems.

Dias, Marques, and Martins (2013) noted that
small firms use labor cost-cutting strategies to
a greater extent than larger firms. The adop-
tion of a cost-cutting strategy depends on the
firm’s characteristics (Montornés & Suner-Leroy,
2009). Kwapil (2010) observed that firms affect-
ed by a crisis chose to reduce non-labor costs
as the primary compensatory measure. Keeney
and Lawless (2010) found that larger firms have
a more complex pay system than smaller ones,
giving them greater flexibility regarding the use
of non-wage cost-cutting strategies. According
to Babecky et al. (2009), firms often prefer more
than one cost-reduction strategies. A similar pos-
itive correlation was observed with trade unions,
which confirms the findings of Kwapil (2010).
Babecky et al. (2009) agreed with Keeney and
Lawless (2010) that there is a positive correla-
tion between firm size and the use of non-wage
methods to reduce labor costs. Hence, the second,
third, and fourth hypotheses that have been de-
veloped by the authors are:

H2:  'There is no correlation between the firm size
and use of non-wage methods for labor costs
reduction.

H3: The impact of economic crisis on a firm is

not related to the use of labor cost-cutting
strategies.

263



Problems and Perspectives in Management, Volume 18, Issue 2, 2020

H4: There is no correlation between unions
and the use of non-wage cost-cutting
strategies.

However, a review of international empirical stud-
ies showed that even amid the grim times of a pro-
tracted recession, which is characterized by high
unemployment rates, firms did not adjust wages
solely based on labor market conditions (Campbell
& Kamlani, 1997; Agell & Lundborg 1995, 2003;
Agell & Bennmarker, 2002). The reasons for the
rigidity of nominal or real wages varied and are
related to companies’ specific characteristics
(e.g., size, employee composition, trade unions).
Summarizing the above, research concluded that
companies avoid cutting wages, even in times of
economic recession (Agell & Bennmarker, 2002;
Kwapil, 2010). Hence, the fifth hypothesis of this
study is:

H5:  Firms avoid wage cuts even in times of low
turnover.

Fabiani, Kwapil, Ro6m, Galuscak, and Lamo
(2010) found that labor market regulations and
collective wage agreements may prevent compa-
nies from cutting wages. Holden’s (2002) theoreti-
cal model showed that employment protection leg-
islation (EPL) increases wage rigidity, and the mu-
tual consent of employers and employees is needed
for wage cuts in the case of collectively negotiat-
ed wage agreements. Since the early 1980s, a se-
ries of surveys have been conducted to investigate
and understand the mechanisms of wage rigidity
(Kaufman, 1984; Blinder & Choi, 1990; Agell &
Lundborg, 1995; Campbell & Kamlani, 1997; Agell
& Bennmarker, 2002). As noted by Bewley (1999),
the causes of wage rigidity may be related to firm
heterogeneity. The reasons for wage rigidity signif-
icantly differ across firms, concerning the exist-
ence of trade union, firm size (Agell & Bennmaker,
2006; Dias, Marques, & Martins, 2013), workforce
composition, firm’s object of activity, and regional
location (Franz & Pfeiffer, 2006).

Campbell and Kamlani (1997) highlighted that
size is related to the mechanism that relates wage
cuts with the firm’s reputation. In a survey con-
ducted in Sweden, Agell and Lundborg (1995, 2003)
concluded that smaller companies refused to cut
wages because this is negatively associated with

264

recruitment costs, especially in the case of high-
skilled management staff. Agell and Bennmarker
(2002) analyzed the ways that rigidity mecha-
nisms differ between labor market segments. They
discovered that these mechanisms differ between
small and large firms. In larger companies, the im-
pact on employees’ morale and work performance
is a critical deterrent to wage reductions. Bewley
(2004), summarizing the results of Kaufman
(1984), Blinder and Choi (1990), Campbell and
Kamlani (1997), Bewley (1999), Levine (1993), and
Agell and Lundborg (1995, 2003), showed that the-
ories interpreting wage rigidity are more related to
morale and loyalty issues than cost issues. Hence,
the authors in this research applied the following
null hypotheses:

H6: There is no correlation between wage rigid-
ity, labor market legislation, and collective
agreements for setting minimum wage levels.

H7:  There is no relationship between rigidity
mechanisms and firm heterogeneity.

HS8: There is no correlation between firm size,
sector, and wage cut over the last seven years.

2. AIM

The paper aims to examine how the economic
crisis affected the structure of employees’ remu-
neration and rewards systems, focusing on medi-
um- and large-sized firms for the region of Attica,
Greece.

3. DATA AND METHODS

The study adopted the survey method as a re-
search tool (Creswell, 2014) through sampling.
Therefore, the research was mainly based on pri-
mary data collection. Secondary data were collect-
ed from various studies to support the theoretical
framework. Primary data were collected using a
structured questionnaire, which is based on the
studies of Campbell and Kamlani (1997), Agell
and Lundborg (1995, 2003), and on the question-
naire that was used by Wage Dynamic Network
in 2008 (Keeney & Lawless, 2010). The questions
were translated and adapted to the local context.

http://dx.doi.org/10.21511/ppm.18(2).2020.22
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The final questionnaire consisted of three sec-
tions with sixteen closed-ended questions. This
study’s sample consisted of medium- and large-
sized companies in the central Attica region from
the ICAP Hellas Group database. The total num-
ber of firms that composed the sample was 1,750
medium-sized and 312 large-sized companies.
However, only 500 employees from 112 medi-
um-sized and 38 large-sized companies respond-
ed to the survey, giving a response rate of about
6.4% and 12.18%, respectively. The questionnaires
were sent via email, and a total of 500 question-
naires were collected. Respondents were executive
managers and professionals from economic and
human resources departments of the 112 medi-
um-sized and 38 large-sized companies included
in the final sample.

The data were analyzed wusing SPSS 22.0.
Descriptive statistical analysis was used to analyze
firms’ characteristics. The normality of the data
was checked by using the Kolmogorov-Smirnov
test and the Shapiro-Wilk test. Parametric and
non-parametric tests have been used with 5% sta-
tistical significance to test the research hypothe-
ses (Mann-Whitney, Kruskal-Wallis, Chi-square
test, One-Way ANOVA, Pearson and Spearman

Table 1. Demographic characteristics of firms

correlation coefficients). Factor Analysis was ap-
plied to analyze the correlations between the var-
iables and grouping them into factors. Besides,
a Principal Component Analysis method with
Varimax Rotation was used. The Varimax method
was chosen because it is one of the most popular
ways of orthogonal rotation (Sharma, 1996; Hair,
Anderson, Tatham, & Black, 1998). Subsequently,
Exploratory Factor Analysis and Reliability
Analysis were performed to investigate structur-
al validity, based on Cronbach’s alpha statistical
measure.

4. RESULTS

4.1. Descriptive statistics

Table 1 summarizes the general characteristics
of the sample firms based on the respondents’
answers.

Concerning labor costs reductions according
to the descriptive analysis, most firms reported
that they use two flexible remuneration systems
(33.8%), while 27.6% of the firms reported that
they use three systems, and 22.6% use one sys-

Source: Own research.

Firm size (number of employees)
Items Variables Medium-sized (50-250) ' Large-sized (Above 250)
Frequencies ' Percentages Frequencies : Percentages
Manufacturing 63 20% : 5 :
S
S TS - T D R
nications 32 10.16% 6
Sector B —-—-
56
Ve of e s R
iy . oot SRS SO
parental TS SOOI o= SOOI SO
Employee leave [
benefits Pensionplan 253
leave 104
Sl msuranceprogram e oo
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tem. The remaining 16% of the firms do not use
flexible remuneration systems at all. Concerning
the number of strategies to reduce labor costs over
the last seven years, firms mostly used almost three
different strategies (20%), followed by one strategy
(19.8%), four strategies (19.4%), and a lower percent-
age with no strategy (15.8%). In multiple response
questions concerning the preferred strategies, the
strategy that is mostly preferred by firms is the
“Recruitment of new employees at a lower wage level
than those who voluntarily left” (34.6%). The other
strategies that were selected are “Reduced or elim-
inated bonus payments” (30.8%), “Encouraging

early retirement to replace high wage employees”

(28.8%), “Reduction or elimination of other non-
salary benefits” (24.6%), “Never tried to reduce
labor costs” (15.8%), “Never tried to reduce labor
costs” (11%) and “Changes shift assignments or
shift premia” (9.6%). Most firms also reported that
their turnover is now lower (45.8%), followed by
“about the same” (21.8%) and “much lower” (19%),

while “higher” and “much higher” were reported at
11.4% and 2%, respectively. Also, most respondents
(56.2%) confirmed their firms’ participation in an
employer organization. Finally, about half of the
respondents (50.6%) confirmed the existence of an
employees’ union in the company.

Table 2 demonstrates the answers of respondents
to a question about the various reasons that retain
firms to apply a wage cut.

According to Table 2, the most important reasons
not to apply a wage cut are the negative impact on
employee’s morale and the lack of recognition of
the employee’s effort.

Table 3 presents the flexible benefits to employees
per professional category. As expected, highly qual-
ified employees and management are most likely
to receive a bonus element to their remuneration,
while low-skilled workers are likely to be reward-

Table 2. Reasons that refrain firms from cutting wages to reduce labor costs

Source: Own research.

T s,

Items Not at all Slightl i Moderately | Very : Extremely : Mean : -
ghtly ; v y : y : i deviation

'cto'ﬁe'rcnhpvzd::rszrf::trsreg“'am”/ 18.4% 27.2% 15.4% 20.4% 1.379

It would ha,ve a negative impact on 12.2% 24.6% 1012

employees’morale e, s

It would have a negative impact on

employees’ efforts, resulting in less 6.4% 12.2% 1.168

output

It unldlhave a nggahve impacton 19.8% 28.4% 1190

the firm’s reputation as an employer | . o

It would mean that the best _ 27.4% 24% 1027

employees would leave the firm

Denial of permanent employees who

will be replaced to cooperate with 18.6% 27.6% 30.6% 1.040

new and low-paid employees

A wage cut would increase the

humbelr of employees vyho quit, 10.6% 159% 34.2% 3.06

increasing the cost of hiring and

training new workers

In presence of a wage cut the most

productive employees might leave 6.6% 32% 1.152

the firm G

It woulq create difficulties in 25 8% 192% 1217

attracting new workers & e S

Workers dislike unpredictable

reductions in income. They prefer a 10.2% 21.6% 1.191

stable wage system

Employees are concerned with how

their wage compares to that of 5.4% 24% 28.8% 38.4% 3.4% 3.10 983

similar workers in other firms in the
same market
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Table 3. Flexible benefits to employees per professional category

Source: Own research.

Individual Grou e
‘ ‘ P Employee stock : Participationin
Items i performance-related |  performance- . : .
‘ ‘ options profits
bonus related bonus
,,,,,,,, 8% 16%
"""" 314% 35@%
Techm;allyfquallﬁed workers and 55 6% 33%
..§‘QP'Q‘FVISOFV staff """"""""""" .
Highly-qualified employees and 85% 26.2% 32.6% 6.2%

management

Table 4. Percentage of employees in a company who have experienced wage cut over the last seven years

Source: Own research.

. : Std. : .
N i Range : Min. Max. Mean .. : Skewness Kurtosis
: : ¢ deviation :
Item ; ; ; ; ; ; ” ; ”
e s s s s T ... Std. . .. Std.
Statistic: Statistic : Statistic : Statistic : Statistic | Statistic : Statistic : : Statistic :
: : : i i : :error : i error
Percentage of
employees who have 500 86.00 14.00 100.00 50.7078 31.82035 556 i .195 -1.423 i .389

experienced wage cut

ed with individual and company performance or
choose a stock option program. Table 3 illustrates
that highly qualified employees receive the highest
bonuses in individual and company-related perfor-
mance bonuses, employee stock options, and prof-
it-sharing when payable. Furthermore, 442 firms
(288 medium-sized and 154 large-sized) considered
that individual performance-related bonus is a key
tool to reward employees, while company-related
performance bonus is applied by 291 firms (212
medium-sized and 79 large-sized). Employee stock
options is used as a bonus by 163 firms (101 medi-
um-sized and 62 large-sized), while only 31 firms
(22 medium-sized and 9 large-sized) apply the prof-
it-sharing only to highly qualified staff.

Based on the respondents’ answers, it is more com-
fortable over the last seven years to reduce labor
costs. According to the results presented in Table
4, companies cut employees’ wages, on average, to
50.71% of their personnel (mean: 50.7078% - std.
deviation: 31.82).

Based on the results of Table 5, large-sized firms
(53.5%) have cut wages more than medium-sized
firms (41.6%). Most of the firms that cut wages
were in the construction sector. The lowest wage
cuts occurred in energy sector (19.4%), and very
few were reported in the retailing and wholesaling
sectors (12.4%).

http://dx.doi.org/10.21511/ppm.18(2).2020.22

Table 5. Incidence of wage cuts

Source: Own research.

Wage cut
over the
Items
last seven
years
o ‘ Medium-sized 41.6%
Flrm size s
Large-sized L535%
Manufacturing L 529%
ENCTY T
Construction _100.0%
Information and communications 73.7%
Sector ool AR E2TTNE L2
Retailing and wholesaling 12.4%
Transport and storage L Asa%
Services . LLEO6%
: Other 52.6%

The results of Table 6 indicate that firms prefer to
reduce “other costs” to react to an unanticipated
slowdown in demand (M = 3.56, SD = 0.968).

Table 7 demonstrates the means and standard devia-
tions of the followed strategies that firms selected to
reduce labor costs. It has been found that the most
important measure is the “Recruitment of new em-
ployees at lower wage level than those who left vol-
untarily” (M = 3.44, SD = 1.151). From this table, the
means of the other items were above the default arith-
metic mean (2.5), except the item which reported the
lowest mean and standard deviation “Changes shift
assignments or shift premia” (M = 2.42, SD = 1.040).

267



Problems and Perspectives in Management, Volume 18, Issue 2, 20

Table 6. Firms’ reaction to an unanticipated slowd

20

own in demand

Source: Own research.

. Notat : Std.
Items : i Slightl Moderately : Ver Extremely | Mean : .
all ghtly : y : y : v i deviation
Reduce selling prices . 5.8% ¢ 234% 33% ©292% | 8.6% 311
Reduce profit margins T 288% . 458% . 104% . 15% . 312

_Reduce output

2% 2%
Co1a%

Reduce other costs

2.72
3.56

17.4%
29.2%

20.4%. RS

36.4%

Table 7. Descriptive statistics for the strategies that firms select to reduce labor costs

Source: Own research.

Std.
Items iNotatall: Slightl Moderatel Ver Extremel Mean .
: : gntly v : v y : deviation
Reduce base wages AL 324% 356% . .98% A 276 LA
eDr';g‘liszlezf permanent 12.2% 40.2% 29.6% 6.8% 2.60 1.057
_General reduction of firm’s staff : % . 348% 352% . 134% GLL98% 284 108
Use of company’s “temporary 15.6% 32% 25% 25.2% 2.2% 2.66 1.083
employment services” TS OO N
Convert full-time to part-
time work (flexible forms of 16.8% 25.8% 27% 25.6% 4.8% 2.76 1.150
_employment) SO SO S
Encouraged early retirement to
replace high wage employees by 12% 22.2% 32% 28.8% 5% 2.93 1.089
_entrants with lowerwages &
Recruited new employees at lower
wage level than those who left 4.8% 20.6% 19.4% 36.4% 18.8% 3.44 1.151
voluntarily
Reduced or eliminated bonus 11.6% 25.6% 36% 21% 5.8% 2.84 1.067
payments S SO R R
S:Sigz;tor elimination of non- 18.2% 35% 17.8% 25.8% 3.2% 261 1.146
;E:Qf:s shift assignments or shift ), 28.2% 30% 17.8% - 2.42 1.040
Slow or freeze rate at which 10.8% 41.4% 31.2% 16.6% - 2.54 893
promotions are filled

4.2. Factor analysis

To test the reliability, Cronbach’s alpha test was
used for internal consistency, while the results
above 0.7 are satisfactory and acceptable (Burns
& Grove, 2001). The Cronbach’s Alpha for the
first set of questions (11 items) was 0.833, indi-
cating a high internal consistency. Among the
several approaches of factor analysis, the meth-
od of Principal Component Analysis was chosen.
Tabachnick and Fidell (2013) proposed 0.6 as the
minimum value of KMO index. Also, for factor
analysis to be appropriate, Bartlett’s test is signif-
icant when p < 0.05 (Bartlett, 1950). The Kaiser-
Meyer-Olkin (KMO) measure of sampling ade-
quacy and Bartlett’s test were performed for the
11 items (measures for labor costs reduction). As
shown in Table 8, the Kaiser-Meyer Olkin meas-
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ure of sampling adequacy (KMO) was 0.667 > 0.50
(Hair et al., 2006), indicating that the data were
suitable for factor analysis and Bartlett’s test of
sphericity was significant, with p = .000 < 0.001
(Field, 2013), showed that Principal Components
Analysis (PCA) is appropriate.

Table 8. KMO and Bartlett’s test

Source: Own research (SPSS 22).

Kaiser-Meyer-Olkin measure of sampling

.667
adequacy :
{ Approx. Chi-square i 3126.822
Bartletts test of el NRARANR L2000
- df 55
5pher|c|t\/ ....................................................................
Sig. .000

Four factors (Table 9) with an eigenvalue greater
than one, explaining approximately 76.83% of
the variance, were derived from the analysis. The
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Table 9. Factor analysis of the strategies to reduce labor costs
Source: Own research (SPSS 22).
Variables Factor 1 Factor 2 Factor 3 Factor4
Factor 1: Direct interventions
Reduce base wages ; 0.900 - - -
Oismissl of permansr sioress Yo R I
General reduction of firm’s staff 0.855 - - -
0.603 - -
Convert full-time to part-time work (flexible forms of employment) 0.507 - - -
Factor 2: Flexible strategies
Changes shift assignments or shift premi ; - 0.882 -
; — 0.831 -
Factor 3: Supplementary fees
f - - 0.941 -
Reduction or elimination of non-pay benefits ; - - 0.793 -
Factor 4: Additional flexible strategies
Use of company’s “temporary employment services” T - I SR 72
Encouraged early retirement to replace high wage employees by entrants with B B B 0761
lower wages
Total variance explained
Initial eigenvalues (Total) i 4.236 1.854 1.357 ~loos
Initial eigenvalues (% of variance) 38.51 16.85 1233 913
Initial eigenvalues (cumulative%) 38.51% 55.36% 67.7% 76.83%
Reliability Alpha coefficients 0.846 0.854 0.816 0.617

factor “Direct interventions” has the highest ei-
genvalue (4.236), representing 38.51% of the ex-
plained variance. The second highest eigenvalue
was the “Flexible strategies” factor. This value
of 1.854 represented 16.85% of the explained
variance in the sample. The “Supplementary
fees” factor had 1.357 eigenvalues, representing
12.34% of the explained variance followed by the
“Additional Flexible Strategies” factor, which had
an eigenvalue of 1.005, representing 9.14% of the
explained variance. Therefore, reliability coefhi-
cients (Cronbach’s alpha) were calculated for the
items of each factor. The reliability coefficients for

the 4 factors (strategies) were 0.846, 0.854, 0.816,
and 0.617, respectively. The results show that the
reliability coefficients for these factors exceeded
the recommended level of 0.50.

Figure 1 shows the scree plot for the first 11 fac-
tors. There are four eigenvalues greater than 1, and
the plot levels off after the fourth factor, indicating
that four factors should be rotated.

Moreover, KMO index for sample adequacy
(KMO = 0.557 > 0.50) showed that the data of the
second set of questions (11 items) were suitable for

Source: Own research (SPSS 22).

Scree plot
5
4
o 3
=)
S 2
e
&
|
1 2 3 4 5 6 7 8 9 10 11
Component number
Figure 1. Scree plot
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factor analysis, and the Bartlett’s test of sphericity
(Bartlett’s sign 0.000 < 0.01) showed that Principal
Components Analysis (PCA) is appropriate and
one factor was extracted: Internal Reasons:
Employees Reaction.

4.3.Hypotheses testing

The non-parametric Mann-Whitney test was ap-
plied to test statistical differences between firm
size and the use of flexible remuneration systems.
The results showed that firms use flexible remu-
neration systems to a moderate degree (M = 2.47,
SD = .166), and there is no difference in the use
of flexible remuneration systems between medi-
um- and large-sized companies (p = 0.288 > 0.05).
Therefore, the first hypothesis (HI) is accepted;
thus, there is no statistically significant relation-
ship between firm size and the use of flexible re-
muneration systems.

To investigate the second hypothesis (H2),
Spearman’s rho was used to examine the relationship
between firm size and use of non-wage methods for
labor costs reduction since the examined variables
do not follow the normal distribution. According
to the results in Table 10, it is found that there is no
statistically significant relationship between firm
size three of four cost-cutting strategies (pI = 0.728
> 0.05; p2 = 0.104 > 0.05; p3 = 0.739 > 0.05). On the
other hand, there is a statistically significant positive
relationship between the number of employees and
the use of flexible-non wage strategies (pI = 0.002 <
0.05). As the number of employees is bigger, flexible
strategies are often selected. Hence, the second hy-
pothesis (H2) is partially accepted.

To test H3, whether significant differences exist be-
tween a firm’s turnover and the number of strate-
gies that firms used to reduce labor costs over the

Table 10. Correlations between firm size and use of

last seven years, the Kruskal-Wallis non-parametric
test was applied. The results showed statistically sig-
nificant difference among the examined variables
(p=0.001 > 0.000; x2(4) = 123.327); thus, the third
hypothesis is rejected. Therefore, there is a relation-
ship between the economic crisis and the use of labor
cost-cutting strategies.

To test H4 the Mann-Whitney U-test was used to ver-
ify the existence of a statistical relationship between
unions and the usage of non-wage cost-cutting strat-
egies. As presented in Table 11, there is a statistically
significant difference between unions and four non-
wage cost-cutting strategies (pl, p2, p3, p4 = 0.000 <
0.05). Hence, the fourth hypothesis is rejected.

Concerning H5, Pearson correlation coeflicient test
was used to assess the correlation between firm’s
turnover and wage cut. A statistically significant cor-
relation existed between wage cuts over the last sev-
en years and firms reporting turnover lower than in
the previous year (p = 0.000 < 0.05; x2(4) = 112.163).
Thus, the fifth hypothesis is rejected. It is concluded
that firms cut wages, and it is based on the effects of
economic crisis on firm’s turnover.

Concerning H6, Pearson correlation coeflicient test
was used to evaluate the relationship between wage
rigidity, labor market legislation, and collective agree-
ments. According to the results (p=0.05> 0.000;
x2(4) = 78.989), there is a statistically significant rela-
tionship between the aforementioned variables. The
same correlation results are obtained between wage
rigidity and the presence of trade unions and their
involvement in wage-setting agreements (p = 0.000 <
0.05; x2(1) = 72.309).

Furthermore, Analysis of Variance (ANOVA)
F-test was applied to test H7 about the correlation
between the new factor that measures the extent

non-wage methods

Source: Own research (SPSS 22).

Strategy_1: @ Strategy_2: Strategy_3: Strategy_4:
. Number of . . N
Correlations emplovees Immediate Flexible Complementary Flexible

ploy interventions : strategies_1 | remunerations : strategies_2

: Correlation 1.000 -016 073 015
e b coefficient

Spearman’s | Number of FEOS OO OO OO AT OO OUE SO TOON HOTOOON
rho i employees g. (2-tailed) 739
' : N ¢ 500 500 500 500

Note: **. Correlation is significant at the 0.01 level (2-tailed).
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Table 11. Test statistics® for the presence of unions and non-wage cost-cutting strategies

Source: Own research (SPSS 22).

Strategy_1: ., | Strategy_3: .
- gy_ : Strategy_2: Flexible : BY_ : Strategy_4: Flexible
Test statistics Immediate : . :  Complementary .
. . strategies_1 . strategies_2
interventions - remunerations -
I\/Iann—WhltneyU ; 23647.000 21871.500 19734.500 19009{.?90
55778.000 54002.500 51865.500 51140.500
~4733 o888 ~/.226 ATES
Asymp. Sig. (2-tailed) .000 .000 .000 .000

Note: a. Grouping variable: union.

Table 12. ANOVA results

Source: Own research (SPSS 22).

Internal_Reasons: Employees’ reaction

Sum of squares df Mean square F Sig.
Between groups 36.695 7 5.242 10.432
Within groups 247228 492 502 - -
Total 283.923 499 - - -

to which employees’ morale, performance, and en-
gagement (Internal_Reasons) will be affected after
a wage cut and the variables of firm’s sector, size,
and workforce composition. Table 12 and Figure 2
present the output of the ANOVA analysis to ex-
amine if there is a statistically significant differ-
ence between a firm’s sector and the new factor
(Internal_Reasons). The results indicate that the
significance value is p = 0.000 (F = 10.432), which
is below 0.05; therefore, there is a statistically sig-
nificant difference between these variables.

Spearman’s correlation coeflicient results (rho
-0.255; p = 0.000 < 0.05) showed a low neg-
ative significant correlation between firm size
(based on the number of employees) and new fac-

“n
(0]
(0]
>
o 4,00
o
£
[WE}
e 3,50
o c
@ O
<5
|
='o 3,00
£
()
=
= 2,50
@]
c
O
(0]
= 2,00

tor (Internal_Reasons). Also, similar results were
observed in Table 13, as Spearman’s correlation
coefficient results showed a low statistical sig-
nificant correlation (rhol = -0.112 - pI = 0.013;
rho2 = -0.326 - p2 = 0.000; rho3 = -0.181 - p3 =
0.000; rho4 = -0.193 - p4 = 0.000) between em-
ployees who are distributed across four occupa-
tional groups and new factor (Internal_Reasons).
Summarizing the results above, the seventh hy-
pothesis is partially accepted.

Finally, HO is rejected showing that there is a sta-
tistical significant relationship between firm size,
sector (p = 0.000 < 0.05; x2(7) = 109.649), and
wage cut (p = 0.010 < 0.05; x2(1) = 6.674) over the
years of the economic crisis.

Source: Own research (SPSS 22).

Transport and Other

storage

Information and
communications

Energy

Sector

Figure 2. ANOVA means plot
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Table 13. Correlations between firm size and internal reasons

Source: Own research (SPSS 22).

. Technically- |  Highly-
Internal_  qulified  qualificd
. Reasons: Low-skilled | Administrative/ q 4
Correlations , . workers and employees
Employees staff clerical staff .
. i supervisory and
reaction : :
: staff { management
: Internal _ Correlation 1.000 —112* —326%* —181%* —193**
Spearman’s { Reasons: coefficient S N
rho {Employees’ : Sig. (2-tailed) : o3 .000 ~.000 ~.000
i reaction N 500 500 500 500 500

Note: *. Correlation is significant at the 0.05 level (2-tailed); **.
5. DISCUSSION

In times of prolonged economic downturn, the
study of remuneration systems presents a particu-
lar interest, reflecting the overall business strategy
and culture and the ability of companies to face
economic and social shocks (Babecky et al., 2009).
It is undoubtedly true that remuneration systems
play a critical role for company’s organizational
design (Lawler, 1995). Data analysis in this study
between the impact of the economic downturn on
firm’s performance and the use of strategies to re-
duce non-wage costs revealed a statistically signifi-
cant relationship. Firms with low turnover during
the economic crisis made wider use of the meth-
ods and strategies to reduce labor costs. Keeney
and Lawless (2010) and de Kok (2012) suggest a
positive correlation between firm size and flexi-
ble wage components. This finding is in line with
the results of Kwapil (2010), Keeney and Lawless
(2010) who reported that companies with active
trade unions can use non-wage labor cost reduc-
tion methods. It has also been found that these
unions have the power to prevent staff reduction
and wage cuts.

The respondents reported that during the last sev-
en years of the crisis, most of the firms have used
at least one strategy to reduce their costs. These
results are in line with the empirical findings of
Martins (2011) and Babecky et al. (2009). It is also
noted that there is a difference between firm’s em-
ployees across the occupational groups. This result
is in line with Keeney and Lawless (2010) findings,
according to which administrative employees and
technically qualified staff can receive a perfor-
mance-related bonus. Furthermore, the method of
using outsourcing human resources firms for em-
ployee assignment is a way to reduce labor costs.
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Correlation is significant at the 0.01 level (2-tailed).

The companies benefit from such methods from
the lower administrative costs since employees do
not belong to them (e.g., insurance contributions,
money cost, tax on employees’ wages). Moreover,
cutting an employee’s wage based on performance
is an equally satisfactory and “easy” solution since
there is no legal limitation to reduce these benefits.
The findings of this research about the develop-
ment of wage rigidity are consistent with Bewley
(2004).

Furthermore, it was concluded that there is no
statistically significant relationship between firm
size and use of non-wage methods, a result which
is possibly related to the composition of the sam-
ple (limited number of large-sized companies).
The results also showed a statistically significant
correlation between firm size, sector, and wage
cut over the last seven years. The results showed
a statistically significant correlation between firm
size, sector, and wage cut over the last seven years.
The findings revealed a correlation between firm’s
turnover and wage cuts and a significant relation-
ship between wage rigidity, labor market legisla-
tion, and collective agreements. Greek firms con-
sider that labor regulation is one of the factors that
prevent wage cuts. These conclusions are consist-
ent with other studies (Fabiani et al., 2010; Kwapil,
2010; Agell & Bennmarker, 2002; Franz & Pfeiffer,
2006).

In the same line, the adverse selection model ex-
plains the wage rigidity to a great degree since em-
ployees who left voluntarily and the negative im-
pact on the firm’s reputation have received a high
acceptance from firms. That is coincident with
the conclusions of previous studies on the rigidity
(Kaufman, 1984; Blinder & Choi, 1990; Campbell
& Kamlani, 1997).
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CONCLUSION

According to the results of the research, the firms of the sample have been significantly affected
by the crisis since most of the respondents (64.8%) reported a turnover reduction in their firms.
Medium- and large-sized firms in Greece applied complex remuneration systems, with a range of
rewards beyond the base wage. 88.4% of firms consider individual performance-related bonus the
key tool for rewarding employees. Furthermore, company performance-related bonus is applied by
58.2% of firms, while the employee stock options and participation in profits is applied by 32.6%
and 6.2% of firms, respectively.

Besides, it was found that there is no statistically significant relationship between firm size and
the extent to which firms apply flexible wage policies (e.g., bonuses, benefits). Regarding the extra
benefits, most firms (98%) provide their employees with at least one non-wage benefit. The main
non-wage offered benefits were private health insurance programs (76.8%) and maternity, paterni-
ty, and parental work permits (62.8%). Concerning firm’s reaction to an unanticipated slowdown
in demand, it was concluded that they would reduce external costs (86%), profit margins (71.2%),
and selling prices (70.8%). Among the most popular strategies to reduce labor costs, firms pre-
ferred the use of company’s “temporary employment services” (38.2%), recruiting new employees
at a lower salary than those who left voluntarily (34.6%), reducing basic wage (33.8%), and reducing
or eliminating bonuses (30.8%). Besides, more than 90.4% of the respondents considered that it is
easier to adjust wages to reduce labor costs over the last seven years, as labor is cheaper and more
employees are available on the market (56.4%), and employment protection has become less tight
(31.4%). Also, only 46% of firms cut wages during the economic crisis; this measure was applied to
50.71% of their employees.

Summing up the results, it can be concluded that most firms in the sample experienced reduced
turnover during the period 2009-2019 of the economic recession in Greece. On the other hand,
there is a denial or reluctance of firms to cut employees’ wages as a result of their belief that this
decision will harm employees’ efforts, resulting in less output and quality of their work and a re-
duction of their morale. The companies that participated in the survey agreed that cutting wages
comes in contrast with the “informal” agreement between firms and employees to maintain a stable
wage system, even in case of an undesirable turnover. Therefore, cutting wages should be the last
choice by firms since remuneration is a source for satisfying, engaging, and attracting employees.
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