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ABSTRACT ARTICLE HISTORY
This study examines whether the reduction of the number of Received August 2016
employees has actually been efficient in the restructuring Revised August 2016
undertaken in the European banking sector, focusing on the Accepted August 2016
case of Spain but providing insight into restructuring and KEYWORDS
downsizing issues similar in other southern countries in Europe. Banks; downsizing;

In Spain, the concentration process has been more intense employment; Europe; IPS;
because of the financial crisis. For this purpose, the evolution of restructuring; Spain
the number of employees in the subsector of the listed banks

was analyzed during the 2003-2012 period in order to have a

timespan that would enable the diverse hypotheses to be

verified under the double scenario of the economic boom

(2003-2007) and the subsequent financial crisis (2008-2012). It

was also during this second period when savings banks

disappeared and had to be converted into banks; meanwhile,

other entities were involved in mergers, acquisitions, and also in

hybrid and innovative formulas of concentration as the

Institutional Protection Schemes (IPS). This transformation has

given rise to a marked reduction of the commercial network. In

this context, employment has been adversely affected. Using a

model of linear regression with panel data, the results enable us

to confirm that none of the findings obtained examining the

relationship between downsizing and the increase of corporate

efficiency allow us to conclude that the impact has been

positive, as significant differences cannot be appreciated

between the reduction of personnel and corporate efficiency.

Introduction

The intense reorganization and restructuring process that has characterized the
banking sector over recent years has been to date the most intense in its history
due to its size and its special relevance in developed countries. This intense
process is part of the global banking restructuring that has been undertaken
in most European countries (Figure 1) as well as in North America over recent
years, affecting both investment banks and retail banks, more prevalent in
Europe (Efthyvoulou & Yildrim, 2014; Rughoo & Sarantis, 2014).
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Figure 1. Number of monetary financial institutions in the Euro-area. Source: European Central
Bank (2014).

The second wave of the financial crisis occurred in Europe (just after
Lehman Brothers’ failure) and led to a slump because of the loss of trust
and negative perspectives among the financial players and companies. In this
context, some researchers have proven that the probability of crisis should be
higher in banking sectors where the concentration ratio was smaller as
happened in 2008 in southern and central European countries.

European retail banks have been clearly oversized (Figure 2) for decades as
a result of the strong increase in the number of offices (Figure 3). In periods of
economic crisis, banks generally tend to reduce the number of employees
through staff restructuring processes. Spain and other European nations have
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Figure 2. Comparative size of banking in European main countries. Source: Cecabank and Eur-
opean Central Bank (2014).
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Figure 3. Employees and branches in European banking sector. Source: Compiled by the authors
from European Central Bank (2014).

faced similar situations of restructuring during the crisis, and there were sev-
eral similar approaches to the problem.

This study focuses specifically on the layoffs as one of the different staff
restructuring processes often due to concentration strategies conducted to
decrease fragmentation and curtail entities and branches trying to enhance
their efficiency, thus reducing the number of employees (downsizing strategy;
Figure 4).

In scientific literature about downsizing, much research has centered on
explaining the background of this strategy in firms that were experiencing a
crisis situation (Ahmadjian & Robinson, 2001; Budros, 1997, 2000, 2002; Dahl
& Nesheim, 2010; DeWitt, 1998; Filatotchev, Buck, & Zhukov, 2000; Love &
Nohria, 2005), but progressively, there have been cases of firms enjoying good
financial returns that have also been inclined to implement these strategies.

Although these practices have become more widespread on a world level in
these large firms (Ahmadjian & Robinson, 2001; Bruton, Keels, & Shook,
1996; Cameron, Freeman, & Mishra, 1993; Cascio, 1993; Cascio & Young,
2003; Hillier, Marshall, McColgan, & Werema, 2007; DeWitt, 1993; Filatotchev
et al., 2000; Hitt, Hoskisson, & Ireland, 1994; Markides, 1995; Mentzer, 1996;
Morris, Cascio, & Young, 2000; Pfeifer, 2007) and they have also been
frequently adopted by the largest Spanish firms (Casillas & Barroso, 1998;
Claver & Fernandez, 2006; Fernandez, 2006; Maldonado, Sudrez, & Vicente,



220 I. LAZARO-AGUILERA AND R. PALOMO-ZURDO

+17 5% i NN
ST 45,546.2 -
am B 437 2 paliy -
40,6920 i
39,339,039,039.8" ~ -

o — o o) - u w ~ (= =] (=21 [=] -— L] o
o (=] (=] (=) o o o (=] =] (=] - — -— —
8 8 o 6 O o o o & o o o o ¢
- - - - - - =] - - - - - - a
Number of Branches
+14,1% o evw 17.8%
T 277 278 npe =~
- = 264 269 263~~~

= — o o ==
[—) o C? o (=]
Qe © o v o
- =] =) =] L=

Number of Emplovees

dic-05
dic-06
dic-07
dic-08
dic-09
dic-10
dic-11
dic-12
jun-13

Figure 4. Branches and employees in Spain.

2009; Requejo, 1996; Sanchez & Suarez, 2005; Suarez, 1999; Vicente & Suarez,
2007), there are still many questions about this matter as it has not been
possible to verify effectively whether the effects of these techniques are those
initially sought, as shown in Table 1.

The contribution to scientific knowledge intended with this study consists
in analyzing the impact of personnel reduction in the context of the process of
concentration of listed banks with data that will enable analysis of both the
period prior to the crisis and the period of the crisis itself.

This study comprises four sections, including this introductory section. The
second section discusses the general magnitude of the process of restructuring
in Europe. The third section focuses on the Spanish banking sector as the
research case, analyzing the impact of the restructuring undertaken in the
sector on employment through an empirical analysis of the subsector of listed
banks. The final section gives the general conclusion of the study.

Restructuring and downsizing: An overview of the European
banking sector

Imbalances accumulated in the European banking sector during the economic
expansion that preceded the outbreak of the crisis. As a result of the explosion
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Table 1. Literature on effects of restructuring processes in firms.
Methodology, sample, Measure of Main
Study and time Downsizing measures performance effect
Worrell, Davidson, 194 announcements Announcements Reaction of the Negative
& Sharma (1991)  of redundancies by of redundancies stock market
USA firms 1979-1987 by firms
case analysis
Igbal & Shetty 187 announcements of  Announcements Reaction of the Negative
(1995) redundancies by USA of redundancies stock market
firms 1986-1989. Case by firms
and regression analysis
Davidson, Worrell, 51 announcements of Announcements Reaction of the Positive
& Fox (1996) early retirement. of redundancies stock market
1982-1992. by firms
Study of cases
Bruton, Keels, 100 Fortune 500. Reduction of ROA Positive
& Shook (1996) 1985-1987. employment by
Regression and 3% or more
qualitative analysis between 1985
and 1987
Cascio, Young, & Standard & Poor’s 500. Announcements of ROA and reaction of  No effect
Morris (1997) 1980-1994. redundancies the stock market
Regression analysis
Lee (1997) 300 announcements of  Announcements Reaction of the No effect
redundancies in USA of redundancies stock market
and 73 in Japan. by firms
1990-1994. Study
of cases
Wayhan & 250 large USA firms in Reduction of Growth in sales and Positive

Werner (2000)

1992. Regression
analysis and analysis
of data panel

employment

capitalisation of the
market 1989-1996

Source: Compiled by the authors.

of the “sovereign debt crisis” (in the spring of 2010), confidence in the system
deteriorated from the rest of the economic agents and increased difficulties in
obtaining financing in international markets. Thus, it has been necessary for
public authorities to adopt a series of measures with the aim of intense
restructuring to streamline the structure of banking institutions and improve
their efficiency to adapt to the new national and international environment
that emerged after the financial crisis (Table 2).

Table 2. Number of monetary financial institutions (main countries Euro-area).
Country Number MFIs (1999) Number MFIs (2014) Variation (%)
Belgium 153 116 -24,2
Germany 3,280 1,885 —42,5
Greece 102 62 -39,2
Spain 608 345 —43,3
France 1.938 966 -50,2
Italy 944 714 —24,4
The Netherlands 668 264 —-60,5
Portugal 228 162 -289
Austria 910 741 -18,6

Source: Compiled by the authors, documented from European Central Bank.
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Moreover, the banking sector has to face the confluence of very relevant
regulatory changes, such as the Basel III Rules that affect their business model
and other very diverse changes, such as the resolution mechanisms for banks
in difficulties, stress tests, and so forth. These changes have also affected the
lending capacity of the banks, causing repercussions on the real economy, and
a contraction of sector size with clear consequences for employment in this
sector.

A bank restructuring is usually accompanied by a workforce restructuring,
which may also involve a change in the structure of the bank, caused by
both national and international economic circumstances and internal
circumstances (Arboledas, Hortal, & De Enterria Pérez, 2002). Among the
former, caused by circumstances beyond the control of the sector, are the
downturn of the country’s economy, though also the development of new
information and communication technologies, the struggle against the
competition and the existence of more and more demanding and disloyal
users of bank services. Among the latter, caused by internal circumstances
of the banks themselves, there might be an inadequate organizational struc-
ture (oversizing of the staff, lack of flexibility and training of personnel, or
duplication of functions and work positions). In consideration of this view,
an adaptation of the firm size in the interest of efficiency is envisaged
(Homma, Tsutsui, & Uchida, 2014).Restructuring the workforce is a major
concern due to its consequences, both internal and external, as well as posing
one of the biggest challenges for employers (Marr & Garcia, 1997). From
another viewpoint, there have also been some cases of redefining the
business model based on a more conservative, conventional model
(Garcia-Montalvo, 2014).

It must be emphasized that the financial crisis has caused great change for
the savings banks in Europe, whose market share was huge in some countries,
especially in Germany and in Spain. Savings banks were also outstanding in
France until 1999 when French savings banks decided to convert to cooper-
ative banks due to the success of this type of institution in this country.

In January 2014 there were 6,790 Monetary Financial Institutions (MFIs)"
in the Euro-area, and despite the enlargement of the Euro area with the
accession of Greece (2001), Slovenia (2007), Cyprus and Malta (2008),
Slovakia (2009), Estonia (2011), and Latvia (2013), the number of institutions
decreased by 31% since January 1999. In the whole European Union (formed
by Euro-area plus the incorporation of 10 new members in 2004, Romania
and Bulgaria in 2007, and Croatia in 2013) figures decreased, despite those
enlargements, from 10,909 to 8,746 institutions. The Netherlands, France,
Spain, and Germany recorded the largest decrease. Pronounced declines over
that period were also noticeable in Italy and Portugal.

Although some mergers and integrations have been undertaken in the
banking subsector (without the need for bailout or intervention), in the case
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of the Spanish savings banks (which represented a market share of 50% of the
banking sector), the 45 existing banks were reduced to just 11 banks within
three years (Bank of Spain, 2014), primarily by absorptions or by forming
Institutional Protection Schemes (IPS).> Only two saving banks remained,
the smallest in the subsector.” In the case of European cooperative banks
(credit unions), IPS has also featured in some of the main consolidation
processes.

The data gathered in the following figures shows and compares the
situation and evolution of the number of branches and employees in the
European banking sector. The United Kingdom is the outstanding banking
sector in the European Union (not included in the Euro-area), followed by
Germany, France, and Spain.

Austria, Germany, and Ireland reach the highest number of employees per
inhabitants, but Spain leads the ranking in number of branches per
inhabitants.

The restructuring, which has completely changed the European banking
map, particularly that of the savings banks, was undertaken through mergers
and acquisitions, although one of the widely used formulas was the
Institutional Protection Schemes (IPS), whereby those involved maintained
their own identity and operational capacity on the commercial front as well
as their economic autonomy, but pooling to a large extent their solvency
and business results (Palomo, Sanchis, & Gutierrez, 2011). In the banking
subsector, the financial crisis has given rise to some concentration operations
in which all kinds of banks were involved, some of which became new
institutions deriving from the earlier savings banks.

Most of the imbalances occurred in savings banks, deriving from the credit
expansion, which they recorded in the period prior to the crisis (Gutiérrez,
Palomo, & Romero, 2012). There was an excess of capacity and a high
exposure to the real estate sectors that ended in a sharp elevation of the
default rate.*

Several studies (Gutiérrez et al., 2012; Palomo et al.,, 2011) indicate that the
integration processes imposed on the saving banks sector do not address the
question of uniformity in the business model of the savings banks comprising
same, as would have been desirable and recommended by the regulations and
the supervisor. Rather, the restructuring of the sector was guided by other
criteria (personal, political, and administrative considerations, market and
analyst evaluations, and even the very inclination of the supervisor). All this
has directly affected employment in the sector due to its downsizing.

Consequently, the savings banks undertook the largest banking consolidation
transacted in several countries, but mainly in Spain, (European Association of
Co-operative Banks,” 2010) which, to date, has given rise to three pure mergers
and three by absorption, three integrations by the IPS scheme (one of
which—Bankia—was nationalized), two banks untouched and one intervened
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in August 2011, the Caja de Ahorros del Mediterraneo (CAM), ultimately inte-
grated into the Banco Sabadell.® All in all, the number of savings banks was
reduced from the 45 existing in December 2009 to 13 cajas or bank groups in
2012.

The social effects of this restructuring should be pointed out due to the
social work undertaken by these banks (Carnero, Nuez, & Barroso, 2010),
one of their traditional hallmarks if they were savings banks or credit unions
(Chaves & Soler, 2005).

An important element, though also controversial, was the cost of restructur-
ing a part of the sector. For instance, according to sources from the Bank of
Spain, the financial aid to recapitalize the sector amounted to 61.336 billion
euros even though total public funds allocated to the restructuring amounted
to 107.913 billion euros’ on adding the Fund for Orderly Bank Restructuring
(FROB) funds, the Guarantee and Deposit Fund and that of the Bank of Spain.
We would point out that the “good” banking sector paid 7.5572 billion euros,
primarily in contributions to the Spanish Guarantee and Deposit Fund
(FGD) and the Spanish Management Institution of assets deriving from bank
restructuring (SAREB). More precisely, by bank, Banco Santander contributed
4.000 billion euros; Popular, 1.775 billion; Caixabank, 966.2 million; Sabadell,
750 million; and Bankinter, 66 million (Bank of Spain and our compilation).
Some banks acquired entities during the crisis: Popular (Banco Pastor), BBVA
(Unnim), Sabadell (CAM) and Caixabank (Caixa Girona, Bankpime, Banco de
Valencia and Banca Civica).

The downsizing in banking: Analysis and application to the Spanish
banking sector

According to the data of the Bank of Spain, the number of bank branches
marked a historical maximum in 2008 with a total of 46,200 only to be
reduced in early 2014 to 33,786, which also corresponds to a maximum
number of employees at 278,000 in 2008, which fell to 216,000 in early
2014. The reduction of employment in the sector, around 20,000 persons,
resulting from the crisis, was implemented by collective redundancies, early
retirements, and external contracting.

It must be pointed out that according to the data of the European Central
Bank, Spain has the largest density of branches in Europe (7.9 per 10,000
inhabitants) as opposed to the European average of 4.6. With respect to
personnel, however, Spain has 49.5 bank employees per 10,000 inhabitants,
lower than the European average of 63.1.

Table 3, referring to the bank sector, reflects a reduction of 14.29% in the
number of entities, with negative figures of around 5% that show a reduction
of the commercial network and the number of employees. There is an increase
of 38% in resources as opposed to an increase of only 5% in the volume of
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Table 3. Spanish banking sector (2007-2012).

Year Institutions  Branches Employees ATMs  Resources (€ millions) Loans (€ millions)
2007 70 15,391 110,528 20,399 468,513 792,061
2008 66 15,441 107,771 20,450 531,415 840,270
2009 64 14,690 102,823 19,666 515,405 836,835
2010 64 14,531 101,931 19,807 564,309 884,263
2011 61 14,112 99,125 19,237 575,072 822,215
2012 60 14,675 104,165 20,880 650,491 832,174
Variation (%) -14.29 —4.65 -5.76 236 38.84 5.06

Source: Compiled by the authors, documented from the Bank of Spain and the sector’s association.

loans, which evidences a clear asymmetry between the evolution of both sides
of the balance as well as a sharp contraction of credit.

Table 4 corresponds to the savings banks (cajas) sector (as sector of origin
since, for operational purposes, only the cajas of Ontinyent and Pollensa have
maintained their original legal status). A drastic reduction of 70% occurred in
the number of cajas in the sector, accompanied by a 25% reduction in the
sector’s commercial network and employees. This figure is accompanied by
a sharp reduction in the volume of resources and more so of loans (-25%).
Therefore, it can be maintained that practically one quarter of the economic
size of the sector of origin of the cajas has been shed with the financial crisis.

Table 5 shows a numerical reduction of some 17% in the number of credit
cooperatives consequent on the mergers and acquisitions. The commercial
network and the number of employees reflect a negative evolution of around

Table 4. Savings banks sector (2007-2012).

Year Institutions  Branches Employees ATMs  Resources (€ millions) Loans (€ millions)
2007 46 24,637 131,933 35,034 941,407 854,093
2008 46 25,035 134,867 35,847 993,811 913,743
2009 46 24,252 132,340 35,013 1,027,496 904,990
2010 24 23,253 128,165 34,306 1,016,755 882,824
2011 16 20,719 115,101 31,941 969,018 840,830
2012 14 18,409 99,670 28,905 752,840 641,085
Variation (%) -69.6 -25.3 -24.5 -17.5 -20.0 -249

Source: Compiled by the authors, documented from the Bank of Spain and the sector’s association.

Table 5. Credit unions/co-operative bank sector (2007-2012).

Year Institutions  Branches Employees ATMs Resources (€ millions) Loans (€ millions)
2007 82 4,953 20,428 4,928 91,293 89,905
2008 81 5,097 20,940 5,091 75,864 96,454
2009 80 5,043 20,757 5,122 80,637 97,757

2010 78 5,051 20,352 5,144 93,706 98,359

2011 74 4,928 20,036 5,108 90,071 96,691

2012 68 4,832 19,674 4,972 88,231 93,548
Variation (%) -17.07 —2.44 -3.69 0.89 -335 4.05

Source: Compiled by the authors, documented from the Bank of Spain and the sector’s association.
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Table 6. Spanish banking sector: Evolution of loans and deposits and finance gap (1999-2013).

Variation Variation Finance % Finance
Year Loans in loans Deposits in deposits gap gap/loans
1999 476,966 434,474 42,492 8.91%
2000 559,407 17.28% 489,685 12.71% 69,722 12.46%
2001 624,854 11.70% 549,621 12.24% 75,233 12.04%
2002 701,663 12.29% 592,860 7.87% 108,803 15.51%
2003 802,212 14.33% 639,816 7.92% 162,396 20.24%
2004 945,697 17.89% 723,328 13.05% 222,369 23.51%
2005 1,202,628 27.17% 784,213 8.42% 418,415 34.79%
2006 1,508,626 25.44% 929,017 18.46% 579,609 38.42%
2007 1,760,213 16.68% 1,042,400 12.20% 717,813 40.78%
2008 1,869,882 6.23% 1,143,674 9.72% 726,208 38.84%
2009 1,837,037 —-1.76% 1,142,013 —0.15% 695,024 37.83%
2010 1,843,952 0.38% 1,148,253 0.55% 695,699 37.73%
2011 1,782,555 -3.33% 1,109,656 -3.36% 672,899 37.75%
2012 1,604,961 —9.96% 1,100,444 —0.83% 504,517 31.43%
2013 1,481,543 —7.69% 1,126,169 2.34% 355,374 23.99%
Variation 210.62% 159.20%

over period

Source: Compiled by the authors, documented from the Bank of Spain. Amount in € millions.

3%, less than in the case of the banks; therefore, it is the sector reflecting less
impact from the crisis in regard to these variables. We would point to a
reduction in the capture of resources even though, like the banks, a small
growth rate occurred in the loans granted.

In Table 6, the evolution of the finance gap, that is, the difference between
deposits and loans on the balance sheet, is particularly evident. The lowest
entry, in percentage terms on loans over the period, is in 1999 (8.91%) and
the highest, in 2007 (40.78%), having dropped since then to 23.99% in 2013.

Having examined the process of restructuring the banking sector, its size
and its importance, an analysis is required on how said changes have affected
the employment variable (measured by the number of employees) in order to
check the hypothesis of whether the variation in the number of these has had
an impact on the efficiency of the sector. To do this, we analyze a time period,
in which there are two phases: one of growth and another of a sharp reduction
in employment or downsizing.

Based on the studies conducted earlier, inter alia, Carnero et al. (2010), De
Meuse, Bergmann, Vanderheiden, and Roraff (2004), Huselid (1995), Love
and Kraatz (2009), Love and Nohria (2005), Mufioz and Sanchez (2010,
2011), Maldonado et al. (2009), Sheaffer, Carmeli, Steiner-Revivo, and Zionit
(2009), Van Dierendonck and Jacobs (2012), and Yu and Park (2006), the
indicators or variables that will be used in this study to determine whether
a firm that has undergone a process of workforce restructuring has improved
its efficiency are established as follows.

The study undertaken is based on the conventional accounting indicators
used to measure business efficiency or financial performance. These ratios
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are the financial profitability and the economic profitability (Ahmadjian &
Robinson, 2001; Bruton et al., 1996; Budros, 1997; Cascio & Young, 2003;
Cascio, Young, & Morris, 1997; Coucke, Pennings, & Sleuwaegen, 2007;
De Meuse, Bergmann, Vanderheiden, & Roraft, 2004; De Meuse, Vanderheiden,
& Bergmann, 1994; Espahbodi, John, & Vasudevan, 2000; Flanagan &
O’Shaughnessy, 2005; Guthrie & Datta, 2008; Hillier et al., 2007; Love
& Nobhria, 2005; Magan & Céspedes, 2007a; Perry & Shivdasani, 2005; Yu &
Park, 2006) and the EBITDA (Earnings Before Interest, Taxes, Depreciation,
and Amortization; De Meuse et al., 2004; Yoo & Mody, 2000) and the
efficiency ratio (Corral, Dominguez, & Lopez, 2011). The next group of indi-
cators comprises two variables that measure organizational performance.
These variables are the productivity per employee or average profit achieved
by the employee (Ahmadjian & Robinson, 2001; Baumol, Blinder, & Wolff,
2003; Budros, 1997, 2000; Hillier et al., 2007; Yoo & Mody, 2000; Yu & Park,
2006) and the average cost per employee (Baumol et al., 2003; Espahbodi
et al., 2000; Yu & Park, 2006).

In regard to the sample selected, to conduct our empirical analysis, we have
taken the sector of the banks listed on the IBEX 35 at the time of the study.
The period selected to conduct the analysis was from 2003 until 2012, both
inclusive, for the purpose of having a time range that would enable us to verify
the hypotheses in accordance with the double scenario of the economic boom
(2003-2007) and the subsequent economic crisis (2008-2012). This range will
enable us to examine the effects that said crisis has had on these organizations
on having to undergo the workforce restructuring techniques by reducing
the number of employees to try to improve their efficiency and handle the
rescaling undertaken due to the economic crisis.

The quantitative analysis of the data was done with the Stata program.
Because the nature of this study is dynamic, the use of panel data was more
appropriate as said data contain observations of certain variables for all the
firms included in the sample in each of the years comprising the period under
study. Moreover, the main advantage of this type of data is that it enables the
model to be verified by controlling the existence of unobserved heterogeneity;
in other words, it enables us to see the individual effect of all the firm-level char-
acteristics that have not been able to be measured (Magan & Céspedes, 2007a).

The econometric model to conduct the empirical analysis was a model of
linear regression with panel data (Baumol et al., 2003; Bruton et al., 1996;
Budros, 1997; Cascio, Young, & Morris, 1997; Coucke et al., 2007; De Meuse
et al., 2004; Espahbodi et al., 2000; Guthrie & Datta, 2008; Huselid, 1995; Love
& Kraatz, 2009; Love & Nohria, 2005; Magan & Céspedes, 2007b; McElroy,
Morrow, & Rude, 2001; Mellahi & Wilkinson, 2010; Mufioz & Sanchez,
2010, 2011; Maldonado et al., 2009; O’Shaughnessy & Flanagan, 1998; Perry
& Shivdasani, 2005; Sheaffer et al. 2009; Suarez, 1999; Suarez & Vicente,
2000; Yoo & Mody, 2000; Yu & Park, 2006), as this type of model was the
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most appropriate for measuring the causal relationship between a sample of
economic agents for a certain time period.

In the model used, the dependent variable (Y) corresponds to efficiency
measured across the most commonly used variables, such as economic perfor-
mance, financial performance, EBITDA, the efficiency ratio, productivity per
employee and the average cost per employee. The explanatory variables (X)
were both the variation in the workforce and the control variable that were
added following several authors: the firm size (Budros, 1997; De Meuse
et al., 2004; Love & Kraatz, 2009; Love & Nohria, 2005; Magan & Céspedes,
2007b; McElroy et al., 2001; Mellahi & Wilkinson, 2010; Mufioz & Sanchez,
2011; Sheaffer et al., 2009; Suarez, 1999; Suarez & Vicente, 2000; Yu & Park,
2006), measured with the volume of assets, the workforce and the number of
branches as well as the firm’s market value.

Hence the relationship is established as follows:

EFFICIENCYit = ai + fdplantillait 4 yltamanoit + y2valormercadoit €it

This methodology allows us to select between two different methods: the
fixed effects model and the random effects model. To ascertain the most
appropriate model, we did the Hausman test in order to select between these
two models. The results obtained from this test indicated that the best option
was the estimate from the random effects model since the significance of the
workforce variable was higher when it was conducted using this type of
estimate, which means that it was accepting the zero hypothesis and therefore,
the model to be used was the random effects model.

We made different estimates with several differentiated models. To do this,
we used the firm size control variable in each of the forms in which this
variable can be measured (workforce, volume of assets and branches) and
market value for each of the efficiency measures used. Moreover, having made
the correlation matrix of all of the variables that measure the firm size, we
observed that the correlations between the three variables were very high,
as can be seen in Table 6, which justifies creating a unique variable, firm size,
which will comprise the three variables.

Subsequently, after examining the results of each of the parameters ana-
lyzed by the software, we observed that only three of the variables analyzed
showed significance: EBITDA, efficiency ratio and average cost per employee.
The other three variables (ROA, ROE, and employee productivity) were ruled
out because on making the individual estimate of each of the models in the
results obtained, the p-value result obtained from the dependent variable
was greater than 5%, indicating no significance between these variables.

After we had selected the three independent variables in which a relation
was found with the dependent variable, we did the Hausman test with each
of the three variables in order to estimate the final model. We obtained the
results shown in Table 7 from said model, which enables the proposed model
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Table 7. Correlation matrix.

Workforce Assets Branches dworkforce
Workforce 1.0000
Assets 0.7795 1.0000
Branches 0.9617 0.8242 1.0000
dworkforce —0.2312 —0.2302 -0.1827 1.0000

Source: Compiled by the authors using the stata software.

to be verified, as we can see how the dependent “workforce” model was signifi-
cant at a coefficient of 10% of the independent EBITDA model. With respect to
the efficiency ratio variable, significance was not obtained with the dependent
variable. With respect to the significance that was observed in the “workforce”
variable in relation to the independent variable measured with the average cost,
we can observe that it was significant, recording a level of 5%.

With respect to the firm size and market value control variables, the first of
these was significant at a level of 1% in relation to the independent EBITDA
and average cost of employee variables while the latter control variable, mar-
ket value, was only significant, at a level of 10%, in relation to the independent
efficiency ratio variable.

With respect to the r2 correlation coefficient (see Table 8), the results
obtained showed that the r2 explained for each of the three independent
variables was 85%, 19%, and 61% respectively, which indicated that in the
EBITDA variable it could be accepted that there was a good linear correlation;
in other words, he EBITDA variable explained 85% of the workforce variation
whereas in the second variable, efficiency ratio, the level of correlation
obtained was quite low and even zero. With respect to the average cost per
employee, we could say that this variable explained that there was a reduction
of personnel in the firms, the subject matter of the study, at a reliable level of
61%.

In Table 7, the first column shows the dependent variable and subsequently
the control variables as well as other information pertaining to the statistical
study, whereas the first row of the final model shows the independent
variables analyzed that explain the downsizing. The columns headed by the

Table 8. Results of the model applied.

Variable EBITDA F Efficiency F CostmedF
Variation employees (plantilla) firmsize 205.81295* .00008879 —.00227811%*
1113026.7%#%: —.05509905 8.33344232%##*
Market value (valormercado) D1 8495.1223 —.02438638* —.06250502
_cons 2492545 4% 169106733 67.108235%*
N 45 45 45
R’_o .85142699 .19409789 .61488381

Legend: *p <.1; *¥p < 05; **¥p < .01.
Source: Compiled by the authors using the Stata program.
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three independent variables provide the significance coefficients for each of
the variables obtained using the linear regression model.

In light of the results obtained, we can say that the firms that apply down-
sizing techniques, particularly the redundancy model, do not achieve better
results because, as shown by the study, the firms that implement workforce
reduction strategies do not improve their average results as per the different
indicators used to measure efficiency in three of the variables used, EBITDA,
efficiency ratio, and average cost per employee.

According to the foregoing, we can verify that evidence confirms a positive
relation between a workforce increase and an increase in corporate efficiency.

Conclusion

Since 2010, approximately 18 months after the outbreak of the financial crisis
in September 2008, the European banking map has changed, mainly in
relation with commercial banks. This transformation has given rise to a
marked reduction of the commercial network and part of the central services
of lending institutions. In this context, employment has been very adversely
affected. Despite different ways of transformation and reorganization of the
banking maps among the European countries—also between those in
Southern Europe—all of them share a reduction in the number of entities
and, consequently, the developing of downsizing strategies.

It is also evident from the earlier studies undertaken that the economic
cycle decisively affects the application of these techniques because, as observed
from the results obtained by the entities analyzed, the years in which the
financial crisis (from 2008) was most severe are also the years in which there
was a more significant reduction in their number of employees.

For this reason, our study has examined the relationship between the employ-
ment variable and the performance of banks, bearing in mind not only the years
of the crisis but also those prior thereto, in order to have a representative sample
that considers the variables affected by the crisis from opposite perspectives.

To do so, we have chosen one of the European countries, i.e., Spain, as a
research case, due to its high density of branches and the sharp concentration
process developed especially by the savings banks. These practically
disappeared in 2011, changing their original status to convert to listed banks.

From the results obtained, the hypothesis of earlier studies on downsizing
in the context of Spain (Claver & Fernandez, 2006; Fernandez, 2006; Muifioz
& Sanchez, 2010, 2011; Maldonado et al., 2009; Requejo, 1996; Sanchez &
Suarez, 2005; Suarez, 1999; Suarez & Vicente, 2000) is reinforced as we can
deduce that the reduction of workforces is a strategy of immense magnitude
used frequently in large Spanish firms and also in lending institutions.

The results enable us to confirm that none of the results obtained from the
models presented, examining the relationship between downsizing and the
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increase of corporate efficiency, allow us to conclude that the impact has been
positive as significant differences cannot be appreciated between the
reduction of personnel and corporate efficiency.

According to the results obtained in which the workforce variation was
significant in three of the dependent variables at levels of between 5 and 10%
it is clear that efficiency increases when the workforce of the firms increases
since the result obtained from the model was positive. Therefore, it seems
evident that the claim that large firms applying these techniques achieve better
results could be rejected. Shown by the analysis, firms that implement
workforce reduction strategies do not achieve better results, as measured across
the different indicators used to measure efficiency for any of their variables.
With the variables used to measure the effects of downsizing, namely EBITDA,
efficiency ratio, and average cost per employee, it can be concluded that
evidence confirms a positive relationship between the increase of the workforce
and the increase of corporate efficiency.

As a general conclusion, it should be pointed out that with this study we
insist on the hypothesis that, in spite of a priori suppositions, there is a posi-
tive relationship between size and downsizing, thereby coinciding with the
conclusions drawn by other authors (Budros, 1997; Suarez, 1999; Suarez &
Vicente, 2000). Larger firms have a “need to change” consequent on surplus
and inefficiencies, which has been analyzed for a specific sector such as bank-
ing, while being able to verify this within a time comprising two very different
scenarios: the financial crisis and the prior boom.

Nevertheless, these findings cannot be generalized for other European
countries, but the research case presented in this work can show a path for
implementing the methodology for other countries.

Notes

1. Nearly 90% of MFIs are credit institutions (commercial banks, savings banks, credit
unions, post office banks). The other 10% are money market funds accounted, central banks
and other institutions.

2. IPSs arose with European Directive 2006/48/CE of June 14, of the access to the
activity of credit institutions. IPSs are applicable to various types of banking institutions,
although it seems better to adapt to savings banks and credit unions, by having a deep-
rooted solidarity culture. Its article 80 indicates “that the institutional system of protection
is based on broad participation of credit entities with a predominantly homogeneous profile
of activities.” It is also more precise than entities reasonably comparable in activity and
business model, as in the aforementioned given its strong territorial character, the local roots
and the practice of a dominant model of intensive and extensive retail banking on a network
of offices.

3. The cases being the savings banks (cajas) Ontinyent and Pollensa.

4. To be precise, the mergers and groupings of savings banks (cajas) undertaken since
2010 gave rise to the incorporation of several banks that took over the banking business of
the cajas from which they derived. Their incorporation as public companies limited by shares
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(sociedades andénimas) and even their launch on the stock market from June 2011 was the
manner of transforming their capacity in order to be solvent.

5. The European Association of Co-operative Banks (or EACB) was founded in Brussels
in 1970 and is the leader association in the representation of the common interests of its 28
institutional members and the more than 4,200 European credit cooperatives that form part
of it, while it acts as their official spokesman before the Institutions of the European Union.

6. To the foregoing should be added the processes undertaken earlier (the incorporation
of Banca Civica, Liberbank and Caja 3 by IPS, the mergers of la Caixa and Caixa Girona and
the merger of Unicaja and Caja Jaén), and the cajas bailed out by the Bank of Spain in 2009
and 2010 respectively: Caja Castilla-La Mancha (CCM) and CajaSur, subsequently absorbed by
other banks.

7. Source: Tribunal de Cuentas del Reino de Espafia (The Spanish court of auditors), 2014.
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