European Labour Market

JanBabec kT

17.3.2016



Contents

Part |
A Nominal and Real Wage rigidity
A Alternative margins of adjustment

- survey evidence of EU firms
Part I
A Labour market adjustment

- survey evidence of Czech firms




Overview Is based on:
Part |

A BabecklCGajypP. KosmdTu, Lawless, M., Messina, J. and
R » » 1 (2010): Downward Nominal and Real Wage Rigidity: Survey
Evidence from European FirnScandinavian Journal of Economjcs
112(4), 643910.

A BabecklGajyP. KosmdTu, Lawless, M., Messina, J. and
R » » fn (2012): How do European Firms Adjust their Labour Costs
when Nominal Wages are Rigittdabour Economigsl9(5), 732801.

Part Il

A BabeckT, J., Galugl g8k, K. and Gi ¢
Adjustment Since the Global Financial Crisis: Evidence from the Survey
of Czech FiIrms©NB Research and Policy Notéo. 1/2015.




e
Part | Introduction |

A These two papers use unique filewel survey
data for European countries, which gives us new
evidence to answer two main guestions:

1. How many firms are subject taominal or real
rigidities ? What characteristics do they have in
common?

2. Do firms havealternative margins of
adjustment that reduce the constraint of cutting
base wages?
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Introduction ' |l

U Previousevidence of downward rigidity in
nominal and real wages (e.g. International Wage
Flexibility Project)

¢ Existing evidence mainly from administrative
or household datalittle firm information

¢ Focus has been drase wages
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R
Survey

A Wage Dynamics Network:7 NCBs and ECB
participating in harmonized survey of wage setting
(2007:Q3Q471 2008:Q1)

A We use data from 18.2) countries:Austria, Belgium,
Czech Republic, Estonia, France, Greece, Hungary,
Ireland, Italy,the Netherlandd.ithuania, Poland, Portugal,
Slovenia andspain

A Sample drawn from firms with more than 5 employees

A Sectors coveredl manufacturing, energy, construction,
market services, nemarket services, trade and fmanmal
Intermediation

A Sample: 15,300 firms representing 4k employees
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A Downward Nominal and RedVage Rigidity:
Survey Evidence from European Firms
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Defining Wage Rigidity

A Our measures of wage rigiditgbstacledo wage adjustment

A Alternative measures: frequency of wage adjustment / wage
stickiness

A Obstaclego wage flexibility prevent nominal or real wages
from being adjusted downward

A We asked firms about wage freezes and indexation
mechanisms, which we relate to downward nominal and real
wage rigidity as defined below



R
Defining Nominal Wage Rigidity

A Downward nominal wage rigiditypfNWR) i firm is
unable to reduceominalwages

¢ Over the last 5 years, has the base wage of some
employees in your firm ever been cut? Wage cuts
are very rare (2.3% of sampled firms)

¢ Focus on wage freezes: Over the last 5 years, ha\
base wages in your firm ever been frozen?

: We define DNWR as dummy variable = 1 if firm
has frozen wages
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Defining Real Wage Rigidity

A Downward real wage rigidityQRWR) i firm
obliged to pay wage increasedine with inflation

¢ Does your firm have a policy that adapts changes
In base wages to inflation?

¢ We define DRWR as dummy variable = 1 if there
IS anautomaticlink between wages and past or
expected inflation (I.e. If there Is automatic wage
Indexation)




Wage rigidities across countries
Country Wage freezes Indexation
(downward nominal wage (downward real wage
rigidity) rigidity)
Austria 0.133 0.098
Belgium 0.118 0.982
Czech Republic 0.265 0.117
Estonia 0.217 0.044
Spain 0.024 0.548
France 0.071 0.096
Greece 0.125 0.200
Hungary 0.059 0.112
Ireland 0.087 0.095
Italy 0.039 0.017
Lithuania 0.199 0.108
Netherlands 0.232 N/A
Poland 0.100 0.069
Portugal 0.150 0.090
Slovenia 0.029 0.235
Total 0.096 0.167
Euro area 0.082 0.201
Non-euro area 0.134 0.085

Proportion of firms having frozen wages over the past five years and applying an automatic
indexation mechanism. Figures are employment -weighted and re -scaled to exclude non -responses.
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Wage Rigidity . - Estimation

A Multinomial logit regressions

¢ DNWR, DRWR = f(firm level and institutional characteristics)
¢ Simultaneous estimation for DNWR and DRWR

¢ Control for country/sectoral effects



N
Wage Rigidity .~ - Results

A Collective bargaining: positively related to RWR,
Insignificant for NWR

=> unions can provide their members with
Information about inflation expectations (Dickens et
al. 2007)

A Employment protection legislation: positively related
to NWR

=> consistent with Holden (2002), insiders theory



N
Wage Rigidity .~ - Results

A Effect of skill composition on both DNWR and
DRWR: wages of higiskilled whitecollar workers
are more rigid than those of bkgellar and low
skilled whitecollar workers

=> In line with predictions of standard labor market
theories, consistent with the US results (Campbell,
1997)
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Alternative Margins of Adjustment

U Has any of the following strategies ever been used in your
firm to reduce labor costs? Please choose as many options
apply to your firm.

Reduce or eliminate bonus payments

Reduce or eliminate ngoay benefits

Change shift assignments or sipifemia

Slow or freeze rate at which promotions are filled

Recruit new employees at lower wage level than those whc
left

Encourage early retirement
7. Use other strategies

s wbdhPE

o



Labor Cost Reduction Strategies:
by country

Use at
Country bRoenduus%EEs Eee ndeldilti(:'[(sa Cshhailfrt]g © prorSnI8¥iv ons Crﬁﬁgger retlizrgl %yent Ig[?;%e%r;/e
Belgium 0.184 0.079 0.072 0.150 0.264 0.189 0.460
Czech Rep. 0.322 0.075 0.111 0.019 0.087 0.089 0.679
Estonia 0.402 0.205 0.211 0.062 0.162 0.026 0.936
France 0.147 0.061 n.a 0.154 0.390 0.303 0.586
Greece 0.204 0.124 n.a n.a n.a n.a 0.835
Hungary 0.227 0.119 0.383 0.351 0.265 0.102 0.672
Ireland 0.169 0.078 0.160 0.094 0.370 0.098 0.909
Italy 0.256 0.218 0.260 0.340 0.456 0.202 0.712
Lithuania 0.410 0.250 0.199 0.106 0.179 0.027 1.000
Poland 0.236 0.163 0.124 0.128 0.237 0.109 0.505
Portugal 0.137 0.084 0.107 0.140 0.162 0.000 0.395
Slovenia 0.135 0.128 0.091 0.189 0.158 0.089 0.575
Total 0.226 0.147 0.191 0.206 0.323 0.165 0.631
Euro area 0.205 0.146 0.212 0.246 0.387 0.203 0.645
Non-euro area 0.267 0.149 0.163 0.134 0.207 0.097 0.604

Proportion of firms that use given strategy, weighted by employment.




Labor Cost Reduction Strategies:

by sector
Reduce Reduce | Change Slow Cheaper Early Use at
bonuses | benefits shifts promotions hires retirement | least one
strategy
Manufacturing 0.209 0.135 0.189 0.204 0.319 0.177 0.615
Energy 0.301 0.216 0.040 0.127 0.182 0.253 0.667
Construction 0.210 0.149 0.113 0.130 0.166 0.058 0.521
Trade 0.250 0.173 0.220 0.216 0.374 0.109 0.648
Market services 0.233 0.147 0.212 0.219 0.330 0.189 0.662
Financial
intermediation 0.300 0.149 0.050 0.229 0.365 0.294 0.620
Non-market
services 0.096 0.045 0.118 0.118 0.183 0.041 0.426

Proportion of firms that use given strategy, weighted by employment.



Correlations between labor cost reduction

strategies
Reduce Reduce Change Slow Cheaper Early
bonuses | benefits shifts promotions hires retirement
Reduce bonuses
1
Reduce benefits
0.2793 1
Change shifts
0.1073 0.1327 1
Slow promotions
0.141 0.1901 0.3175 1
Cheaper hires
0.1318 0.1432 0.1329 0.2133 1
Early retirement 0.1299 0.1426 0.1376 0.2048 0.2342 1




