PRODUCTIVITY

Wages, productivity
and corporate management

The Spanish economy faces major challenges to sustainably and significantly raise
productivity. Improving corporate management quality could help smaller Spanish
industrial companies to boost productivity and ultimately wages.

Abstract: Companies which are better
managed offer superior remuneration to their
workers, perhaps as a mechanism for retaining
talent, or to spur, or at least to compensate,
greater engagement with the company’s
objectives, which is essentially an expression
of good quality management. In Spain, there
is a notable and sizeable deficit in terms of
the quality of corporate management among
industrial SMEs which contributes significantly
to their lower levels of productivity relative
to their counterparts in other large European

countries. Reducing this deficit should be an
urgent priority, not just for the companies
themselves, but also for business organisations
and certainly for industrial policy.

Introduction

The recovery in the Spanish economy has
reopened a debate on the desirable path for
wages. Initially, the focus has been on the
minimum wage — which in Spain is further
from the average than in other European
economies — resulting in a notable increase

69



14

Wages and productivity need to move in unison to avoid calling

into question Spain’s current advantage in unit labour costs, and by
extension prices, which arose out of the sharp downward adjustment

in employment and wages. ”

(in a European context) of 8% in 2017. This
was the result of a tug of war between the
Government, which proposed a smaller
increase, and some opposition groups, who
advocated somewhat higher increases, aimed
at bringing the minimum wage in line with
other member states.

Meanwhile, in the crucial area of collective
bargaining, the latest proposals from trade
unions do not look to be excessively exorbitant
— setting a range for wage increases of between
1.5% and 2.5% in 2017. These demands reflect
both the expected pick up in inflation and
probably quite a substantial part of the small
anticipated increase in labour productivity.
Slow progress on the latter is undoubtedly the
key factor preventing wages from rising more
rapidly. Wages and productivity need to move
in unison to avoid calling into question Spain’s
current advantage in unit labour costs, and by
extension prices, which arose out of the sharp
downward adjustment in employment and
wages (Myro, 2015).

Fortunately, there is significant scope to
improve productivity, because the dominant
group of companies in Spain — those with
fewer than ten employees — have lower
levels of output per worker than their peers
in other countries (Costa 2015; Serrano
et al., 2017). Nor do companies with 10 to
50 employees fare significantly better.

Boosting productivity depends on the
accumulation of tangible and intangible
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assets. The latter is taking on increasing
importance in advanced economies (Corrado
et al,, 2006) but has surprisingly very little
prominence within Spanish companies,
especially the smallest ones. Innovation,
training and specialisation of company
workers, digitalisation and brand creation are
all important elements of intangible assets.

However, corporate management quality is
a particularly salient aspect, representing an
asset which can be defined and measured in a
variety of ways and which is gaining increasing
attention in economic literature (Andrews and
Westmore, 2014; Bloom et al.,, 2017). The
importance of this factor in Spain lies
in the fact that the smallest companies are
precisely those with the largest shortcomings in
terms of management (Huerta and Garcia, 2014;
Yagiie and Campo, 2016). Some academics go
even further, attributing the problem of the
small average size of Spanish companies to
poor quality corporate management (Huertas
and Salas, 2014).

Based on the above, the main focus of
this article is to measure and evaluate the
impact of corporate management quality
on company productivity. The second key
focus is to go a little further, in an attempt to
identify a positive and direct influence from
management quality on wages, beyond the
indirect effect through improved productivity.
The hypothesis underlying this approach is
that companies which are better managed
offer superior remuneration to their workers,
perhaps as a mechanism for retaining talent,

The importance of this factor in Spain lies in the fact that the smallest

companies are precisely those with the largest shortcomings in terms

of management.
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or to spur, or at least to compensate, greater
engagement with the company’s objectives,
which is essentially an expression of good
quality management.

In line with the above, this article explores the
relationship between the quality of corporate
management in industrial companies and
productivity and wage levels over five years
during the height of the crisis (2009-13),
using data from the Survey on Business
Strategies (ESEE) put together by Fundacion
SEPI. In doing so, this article starts by using
an indicator of good corporate practices taken
from Yagiie and Campo (2016) and provides
an initial assessment of management in
Spanish industrial companies. It then moves to
estimate the impact of corporate management
on productivity and wages. If it turns out that
quality of corporate management is a factor
which clearly influences productivity levels
and worker remuneration, this will provide
a robust basis for trade unions to consider
adopting what is currently an uncommon
strategy in Spain: encouraging workers and
their highly-qualified representatives to
become more involved in the management of
the company. Doingso, would not only enable
unions to improve the living standards of their

Table 1

Variables linked to leadership

and management abilities

Variables linked to the
operations management
(processes, products
and services)

Wages, productivity and corporate management

members, but also boost the competitiveness
of the company employing them.

Good management practices
in Spanish industrial companies

The quality of company management includes
a variety of different inter-related aspects,
making it a challenge to measure, even more
so given available data. That said, various
attempts have been made to assess this variable.
Among these is the model proposed by Yagiie
and Campo (2016), selecting various aspects
considered by the literature to be important
for company management and for which
ESEE provides information. Their measure is
also very strongly related to company size, the
degree of internationalisation, the legal form
of a limited company, spending on training
and foreign involvement in share capital. This
is the approach used in this article, since it
draws from information provided by ESEE,
which is the database used.

The good management practices measured
by Yagiie and Campo are grouped into six
sections[1]. Table 1 provides information on
the content of each practice.

Indicators used in the creation of the Management Quality Index

Technological guidance or committee
Innovation activity plan

Use of consultants for technology information

Support by owners and family in leadership and
management

Expenditure on environmental protection

Investment in environmental protection

Degree of diversification

Product standardization

Normalization and quality control

Scientific and technical information systems
Total innovations

Product innovations

Process innovations
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Table 1

(continued)

Variables linked to the
operations management
(processes, products and
services)

(con’t)

Variables linked partnerships
and resources

Variables linked to staff
management

Variables linked to the digital

and technological policy and
strategy

Variables linked to
measurement of results

Source: Yagtie and Campo, 2016.

72 Funcas SEFO Vol. 6, No. 5_October 2017

Indicators used in the creation of the Management Quality Index

Product and process innovations

Acquisition of equipment for product improvement
Organizational methods innovations
Innovations in external relations management
Merchandising innovations

Process innovations of new equipment
Software process innovations

New techniques process innovations

Technological cooperation agreements

Technological collaboration with customers
Technological collaboration with competitors

Technological collaboration with suppliers

Collaboration with universities or technological
centres

European Union research programme

External expenditure on diverse training
(5 indicators)

Hiring employees with experience in R&D public
system

Hiring employees with experience in R&D
Own internet domain

Web page on the firm server

Online purchases from suppliers

Online sales to final customers

Online sales to firms

Evaluation of alternative technologies

Evaluation of technological change

Market surveys
Innovation performance indicators

Online sales impact indicator

Identification of competitive position in main
market

Positive evolution of market share



Exhibit 1

Wages, productivity and corporate management

Distribution of Spanish industrial companies by level of good

management practices, 2013

Percentage

Medium level

Source: Yagtie and Campo, 2016.

As can be seen in Exhibit 1, according to
the above measures, the quality of smaller
Spanish industrial company management
is generally low. 71% of Spanish industrial
companies follow few or none of the good
management practices, failing to register
on over 12 of the 46 practices contained
in Table 1, and only 3.3% engage in 25 or
more good practices, which is the threshold
for high quality management. Differences
between Autonomous Regions are relatively
limited, with a variation coefficient of 0.14,
with companies in Aragon and Catalonia
performing relatively better and companies
in the Balearic Islands, Andalusia and
Extremadura performing the worst. Dispersion
is considerably greater in terms of sectors.
Companies working with basic metals,
machinery, transport materials and chemicals
tend to engage in more good practices,
compared to companies involved in wood,
furniture and metal products at the other
extreme (Yaglie and Campo, 2016).

In terms of the different groups of good
management practices, it is particularly
surprising to see that many companies fail to

Highlevel
3.3 None

Low level
71.2

follow even one of each of them, as illustrated
in Exhibit 2. The perspective offered by this
exhibit is even more negative when considering
that in the leadership area, good practice
focuses and improves over time only in the
realm of family leadership, or that in terms of
digital strategy, there are only significant signs
of progress in relation to the internet domain
(online purchases for suppliers also improve
moderately), or that companies put little
emphasis on market share and innovation in
their measurement of results.

Either way, the greatest shortcomings
are found in operations, partnerships
and people. The latter two categories are
especially relevant for labour productivity.
Partnerships form the basis for company
networks which are one of the crucial
mechanisms through which innovation is
created and technologies are spread. This
is one explanation for the widening of the
gap in terms of productivity between large
and small companies, which is not specific
to Spain and is a cause of general concern
at present. Human capital, and particularly
spending on training, affects employee
productivity, engagement with the company
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Exhibit 2
in each dimension
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Source: Yaglie and Campo, 2016.

and their ability to adapt to new tasks and
necessities.

Finally, there is a clear relationship between
good management practices and company size.
Companies with more than 500 companies
engage in five times the average number of
good practices adopted by companies with

Exhibit 3

Partnerships

People Digital Results

less than ten employees, which only engage in
slightly over four (Exhibit 3).

Based on this information, there is
considerable scope for Spanish industry to
improve management practices. This is a
conclusion that emerges out of international
work in this area, albeit less starkly. The

Quality of management and company size

Average number of good practices by average company size, measure in number

of employees
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The greatest shortcomings are found in operations, partnerships and

people. The latter two categories are especially relevant for labour

productivity. ”

World Management Survey assesses the
management quality of Spanish companies
— not just industrial companies — assigning
it a score of 2.5 out of 5. This somewhat
more upbeat assessment relative to the
conclusions arising from this analysis of
the data is due to the fact that the former
relies on opinions from managers in large
companies and is extended to all Spanish
companies. By contrast, Yagiie and Campo’s
indicator is constructed on information
provided by each of the companies included
in the ESEE.

The influence of corporate
management on productivity
and wages

This section of the article seeks to assess
the effect of good management practices
on the productivity and wages of Spanish
industrial companies.

Table 2 provides a preliminary snapshot of the
relationship between these three variables and
some others which influence or are influenced
by them. The information is grouped by
company size[2], presenting median values
—those which leave 50% of companies above
and 50% below — as we consider them a
better expression of the distributions of the
variables’ values than mean ones.

In line with the indicator of good management
practices, the variables included in this table
which measure efficiency and intangible
assets - labour productivity, wages, human
capital, permanent contracts, sales margin,
use of productive capacity and net tangible
fixed assets per worker[3] — increase as mean
company size rises. But unit labour costs fall
with size, because as size increases, wages
increase to a lesser extent than productivity,
meaning that the ratio between wages and
productivity declines, and explaining why
profit margins grow.

Therefore, essentially, as shown in Exhibits
4 and 5, wage distribution is less sensitive
to company size than productivity. In other
words, larger companies stand out more for
higher productivity in relation to smaller
companies than for higher wages.

At the same time, the distribution of wages
is more bunched relative to central values
than for productivity. This might relate to
the existence of minimum wages, resulting
from the automatic general application of
collective agreements, and also suggests
that larger companies pass on a smaller
proportion of productivity gains to wages.
Thus, their labour costs are lower and
margins are higher.

The difficulties that larger companies
seem to have in passing on productivity
gains to wages could suggest insufficient
remuneration of more qualified workers,
which are used relatively intensively by
these companies. This would also help
explain the limited wage gap between the
highest and least skilled workers (Puente,
2011).

We now turn to look at the effect of corporate
management quality on productivity, keeping
in mind the relationship of both variables
to company size. In order do so, various
equations have been estimated based on
panel data analysis. These equations attempt
to explain labour productivity in terms of
corporate management quality, company
size and other explanatory variables such as
physical capital per worker (net tangible fixed
assets per employee). Dummy variables have
been included in the estimates to eliminate
effects from different industrial sectors and
regions.

Our results, not included here, indicate

that good management practices have a
positive, statistically significant impact
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Table 2 Main figures for Spanish industrial companies

2009-2013
Median values Average values
Small Medium Large Small Medium Larae
Company size Less 50to  Over Less 5010 ngr
(Number of workers) than 200 200 than
200 200
50 50
Variables Until of measure
Management No. of good 6 11 17 6.8 123 181

quality practices

Wage Thousands of = g 355 440 304 379 456
euros (current)

Productivity ZS%USS?;ng(;f 324 469 590 382 564 728

Euro per unit

Unit Labour Cost 0.9 0.8 0.7 1.3 1.1 0.9
of output

Sales margin % of sales 5.2 6.4 6.8 3.4 5.9 71
pye

Human capital 7 higher 0.0 48 60 48 69 9.1
education

FETETIET % of workforce 875 950 943 824 89.0 89.8

Employment

ez % of total 700 750 800 69.8 733 764

Utilisation

Croninln ez o o0 0.0 00 00 02 06 02

Prices

Net tangible

fixed assets per | 10USANDSOF g 0 14 804 631 987 1635
euros (current)

employee
Companies Number 1219 695 469 1219 695 469
analysed
QEITERIES % of total 510 29.0 200 51.0 290 200
analysed

Source: ESEE, Fundacion SEPI.

on productivity. A 10% increase in good can increase due to wage incentives, in line
management practices leads to a 0.81%  with the efficiency wage hypothesis.
increase in labour productivity. We also

consider the power of wages as an explanatory ~ The results speak for themselves in terms
variable for productivity, since productivity —of the relationship between corporate
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Wages, productivity and corporate management

Distribution of wages by company size

Exhibit 4
%
8
.
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Source: ESEE.
Exhibit 5

Density
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Salaries (log)

Medium

Large

Distribution of labour productivity by company size

Small

Source: ESEE.

management quality and wages, which is the
main focus of this article.

Wages are related exclusively to corporate
management quality, human capital and
the percentage of permanent contracts.
An increase of 10% in the number of good
management practices results in a 0.33%
increase in wages.

10 15
Productivity (log)
Medium Large
However, since company management

quality has a positive impact on productivity,
it might be assumed that the effect on wages
is simply an indirect reflection of the former.
That is not the case. Including productivity
reduces the impact of management quality
on wages but it remains high and significant
— in fact, half the impact that productivity
has on wages. Thus, companies which
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are better managed pay their workers
more handsomely. Improving corporate
management has an appreciable impact on
wages, probably because good corporate
management leads to increased worker
engagement in the company and recognition
of their contribution.

In brief, the complete results of our estimates
suggest that an increase in corporate good
management practices of 10% increases
productivity by around 0.81% and wages by
0.33%. Furthermore, since productivity and
wages are mutually intertwined, it is likely
that the final wage increase is even larger, not
only due to the direct impact but also because
of the indirect impact of improvements in
corporate management quality.

Conclusions

The Spanish economy is facing a major
challenge to sustainably and significantly
raise productivity. This is the only sure way
to strengthen competitiveness and deliver
sustainable increases in wages and income per
capita, which drive increases in output and
employment. There is significant potential
to boost productivity, especially among the
multitude of very small companies in Spain,
which have relatively reduced levels of
comparable efficiency.

Wage earners will always be the first to benefit
from increases in productivity, meaning that
it should be a first order concern for them.
Several intangible factors are important
for increasing productivity, ranging from
innovation to employee skills. However,
corporate management quality — a complex,
multi-faceted asset — appears to play a
particularly crucial role among intangible
factors. The results presented in this article
show that both productivity and wages would
stand to gain if companies were to increase
their management quality.

Current management of Spanish industrial
SMEs suffers from a number of notable
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impact on productivity. 7

78 Funcas SEFO Vol. 6, No. 5_October 2017

shortcomings across the board, ranging
from leadership to partnerships between
companies and worker training. There is
enormous scope for improvement in company
management quality in Spain, which requires
significant attention and major public and
private sector investment. Private companies
and their associations should be the most
interested in making progress in this area. But
public administrations should also support
improvements in this intangible factor, which
undeniably has positive externalities that are
hard for the smallest companies to obtain by
themselves. They should drive the creation
of cooperation networks between companies,
business associations and private and public
organisations specialised in strategic and
management consulting and technological
transfer. Such networks are a key vehicle
for disseminating new technologies and
good management practices. Public
administrations should also demand quality
and capacity in terms of management of their
procurements from companies and others
who aspire to receive public support, instead
of simply rewarding - as frequently happens -
the companies which offer the cheapest price
based on low wages.

Trade unions also have a useful role to
play here, which has barely been given
consideration until now. They could demand
to have greater involvement in steering,
control and improvement committees
which exercise real influence over company
management. Not only would this help the
company to function more effectively but
it would also increase the remuneration
for their endeavours. In reality, their
involvement is necessary - not just for the
benefit of workers, but for society as a whole.

Notes

[1] All the variables have a value of 1 or o, which
relates to positive or negative responses to
the questions posed to the company. In a few
isolated cases the variables are continuous, but
these have also been transformed into binary
answers for the purposes of standardisation.

Good management practices have a positive, statistically significant



[2] The smallest companies are significantly
underrepresented in ESEE’s distribution by
company size. Especially companies with less
than 10 workers, the majority in the population.
The median size of small companies is 18
workers and the mean is 21.5.

[3] This close relationship to company size does
not mean that size drives variables such as
productivity, wages, or management quality.
By contrast, greater size could be the result
of greater productivity, as explained by Moral
Benito (2016), or better management quality,
as shown by Huerta and Salas (2014).
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