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BOSS-ONOMICS: TAKING THE




MOTIVATION

A Evidence of extensive firms & plant productivity
differences in last 10-20 years (e.g. Syverson, 2011)

A Finding has influenced many fields: trade (e.g. Melitz,
2003), labor (e.g. Card, Heining & Kline, 2013), macro
(Hsieh & Klenow, 2009), 10 etc.

A This talk:

I Productivity heterogeneity related to certain core
management practices

I Some management practices like a technology, not
simply different contingent styles (Woodward, 1958)

I Management matters a lot in explaining productivity
differences across countries (e.g. 50% of US-
Southern EU gap)



LARGE PRODUCTIVITY DIFFERENCES BETWEEN COUNTRIES

Total Factor Productivity, 2000
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FIRM HETEROGENEITY HAS LONG BEEN
RECOGNIZED WITH POSSIBLE LINK TO
MANAGEMENT

nl't 1 s on account of the wi de
employers of labor that we have the phenomenon in every
community and in every trade some employers realizing no
profits at all, while others are making fair profits; others,

agal n, | arge profits; others,

Francis Walker (Quarterly Journal of Economics, 870



FIRM HETEROGENEITY HAS LONG BEEN
RECOGNIZED WITH POSSIBLE LINK TO
MANAGEMENT
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r (Quarterly Journal of Economics, 1887)



FIRM HETEROGENEITY HAS LONG BEEN
RECOGNIZED WITH POSSIBLE LINK TO
MANAGEMENT

count of the wi de
e have the phenomenon in every

"_f‘“‘ lare making fair profits; others,

profits; others,

Alfred Marshall (QJE, July 1887,
1(4)) response




Because the scientific evidence on management is
limited T mostly case-studies and ad-hoc surveys

Syverson (2011, JEL) mo potential driving factor of productivity

has seen a hlgher ratio of speculatlon to emplncal studyo .
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BLOOM - VAN REENEN (2007) SURVEY METHODOLOGY

1) Developing management questions

AScorecard for 18 monitoring (e.g. lean), targets & people (e.g.
pay, promotions, retention and hiring). 845 minute phone
Interview of manufacturing plant managers

2) Obtaining unbiased comparable responses (N Do uibll e |
Alnterviewers do not know the

AManagers are not informed (in advance) they are scored
ARun from LSE, with same training and country rotation

B) Getting firms to participate in the interview
Alntroducednaamsfilceami ngo inte
AOfficial Endorsement: Bundesbank, Bank of England, RBI, etc.
ARun by 100 MBA types (loud, assertive & business experience)




MONITORINGT e . g . NHOW | S PERFORMANC

Score |[(1): Measures (3): Most key | (5): Performance is
tracked do not performance | continuously
Indicate directly |indicators tracked and
If overall are tracked communicated,
business formally. both formally and
objectives are Tracking is iInformally, to all
being met. overseen by | staff using arange
Certain senior of visual
Pr oces s e smaaagemeldtt management tools
tracked at all

Note: All 18 questions and over 50 examples in Bloom & Van Reenen (2007) &

Appendix D

11
http://worldmanagementsurvey.org/



http://worldmanagementsurvey.org/

INCENTIVES -e . g . nNHOW DOES THE PROM
WORK? 0O

Score |[(1) People are (3) People (5) We actively
promoted are promoted | identify, develop
primarily upon primarily and promote our
the basis of upon the top performers
tenure, basis of
iIrrespective of performance
performance
(ability & effort)

Note: All 18 questions and over 50 examples in Bloom & Van Reenen (2007) &
Appendix D

http://worldmanagementsurvey.orq/



http://worldmanagementsurvey.org/

Plant locations from World Management Survey (~8,000
firms, 3 major waves: 2004, 2006, 2009; 20 countries)

Americas Europe Asia

Medium sized manufacturing firms(50-5,000 workers, mediana250)
Now extended to Hospitals, Retall, Schools, etc.
Extension to nearer population surveys (e.g. US MOPSs)



ADDI TI ONAL CONTROLS FOR

INTERVIEWEE CONTROLS

A Gender, seniority, tenure in post, tenure in firm, countries
worked in, foreign, worked in US, plant location, reliability
score

INTERVIEWER CONTROLS

A Set of interviewer dummies, cumulative interviews run, prior
firm contacts

TIME CONTROLS

A Day of the week, time of day (interviewer), time of the day
(interviewee), duration of interview, days from project start

~

n N



MY FAVOURITE QUOTES:

The traditional British Chat-Up

[Male manager speaking to an Australian female interviewer]

Production Manager: i Y o accent is really cute and | love the way you talk. Do you
fancy meeting up nearthef act or y ? o

Interviewer i S o rbut ly Gwashing my hair every night for the next monthé .0

15



MY FAVOURITE QUOTES:

The traditional Indian Chat-Up

Production Manager:n AyaaBr ah mi n?20

Interviewer i Y evthydoyoua s kK ? O

Production manager it Amckyoumar ri ed?o

Interviewerin No ? O

Production manager n E x ¢ e kexcedemtf my son is looking for a bride and | think
you could be perfect. | must contact your parents to discusst hi s 0

16
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REASONS FOR FIRM HETEROGENEITY

ATFP Heterogeneity due to ilhe:

I R&D, patents, diffusion of ICT (information and
communication technologies), etc.

A These technologies matter a lot, but:
I After controlling for technology, still a big TFP residual

I E.g. Productivity effects of ICT depend on firm
management/organization (e.g. Bresnahan, Brynjolfsson

and Hitt, 2002, QJE; Bloom, Sadun & Van Reenen, 2012,
AER)

A Heterogeneity of management practices?

I Econometric tradition that fixed effects in production
function = managerial ability (Mundlak,1961)

I Business case studies



ECONOMIC PERSPECTIVES ON MANAGEMENT

A Management as Design

I Organizational Economics (Gibbons and Roberts
HOE, 2013) e.g. Personnel Economics

I Contingent management School (Woodward,1958)
i Opti mal Astyleso of manage

A Management as a Technology (MAT)
i Management a part of firmbo

I Consider simple model (cf Bartelsman, Scarpetta &
Haltiwanger, 2013, AER): GE with firm heterogeneity
(in productivity and distortions) & imperfect
competition



Example of astylizedn Management As
Technologyo (MAT) model

Production Function: Y=AKYLPM? where M = management
capital

Firms invest in M (intangible capital) but (like Hopenhayn,
1992; Melitz, 2003) have an endowment at entry

Other assumptions:
i U @hbsales lost to distortions (bribes, regulations etc)

i M, A & Udrawn randomly at entry (Ko=0) from known
distribution

I Changing M & K involves adjustment costs (L flexible)
I Monopolistic competition (Iso-elastic demand,e)



Timing of firms decisions

1. Entrants pay a sunk cost o for a draw on (A, M.,Fkde
entry condition determines number of firms

2. Each period firms receive TFP shock, U; A=} A, + U
3. Pay fixed operating cost F per period (or exit)

4. Invest iIn M & K (adjustment costs higher for M)

5. Choose labor (fully flexible)

I Simulate numerically for a long-run steady state (allow
/5 training periods before analysing steady state)



Basic theory predictions from MAT
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Notes: Simulate 2,500 firms per year in the steady state. Plots normalized log(management)



3) More distorted economies have less reallocation
(lower covariance between management & size)
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Notes: Simulate 2,500 firms per year in the steady state.



Very stylized model with obvious extensions
A Governance & principal-agent issues: initial draw of M a
reduced form way of proxying these problems

A Multi-factor: currently 1-d i mensi onal M, but
model sub-components of management styles

A Management technology could be (partially) non-rival so
spillovers (e.g. Bloom, Schankerman & Van Reenen, 2013,
Econometrica)

A Dynamics: maybe management also changes adjustment
costs, information (forecasting) and factor prices

A Co-ordination: e.g. Gibbons & Henderson (2012)
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MANAGEMENT PRACTICE SCORES ACROSS COUNTRIES

usS

Japan
Germany
Sweden
Canada
Australia

UK

Italy

France

New Zealand
Mexico
Poland
Republic of Ireland
Portugal
Chile
Argentina
Greece
Brazil

China

India

2.6 2.8 3 3.2 3.4
management

Note: Unweighted averages taken across all firms within each country; 9,995 obs




Summer 2013 wave added Africa & more Latin
American countries (30 countries)

United States N=1289
Japan N=176
Germany N=658
Sweden N=403
Canada N=412
Great Britain N=1208
France N=632
Italy N=313
Australia N=455
Mexico N=523
~ Poland N=364
Singapore N=323
New Zealand N=150
Northern Ireland N=136
_ Portugal N=307
Republic of Ireland N=160
Chile N=611
Spain N=107
Turkey N=322
Greece N=269
China N=755
Argentina N=569
Brazil N=1150
India N=840
Colombia N=180
. Kenya N=152
Nicaragua N=102
Ethiopia N=130
Ghana N=108
Zambia N=58
Tanzania N=100
Mozambique N=84

Africa

Asia
Australasia
Europe

Latin America

North America

I I I I
2 2.5 3 3.5
Average Management Scores, Manufacturing

Data includes 2013 survey wave as of Jan 2014



Average management scores across countries are
strongly correlated with GDP per capita
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Data includes 2013 survey wave as of 9/20/2013. Africa data not yet included in the paper



HUGE VARIATION IN MANAGEMENT SCORES ACROSS FIRMS
WITHIN COUNTRIES

. Argentina Australia Brazil Canada Chile

;O China France Germany Greece India

;O | Italy Japan Mexico New Zealand Poland

;O Portugal Republic of Ireland Sweden United Kingdom United States
Zl 2 3 4 5 1 2 3 4 5 1 2 3 a4 5 Q 3 4 s ©3 4 5

Note: Bars are the histogram of the actual density. Scores from 9,995 management interviews across 20 countries.



MULTINATIONALS APPEAR TO ACHIEVE GOOD
MANAGEMENT PRACTICES WHEREVER THEY LOCATE

Domestic firms
I Foreign multinationals

United States
Sweden
Germany
Japan
Canada

UK

Italy

France
Australia
Poland
Mexico
China

New Zealand
Portugal
India

Chile

Brazil
Argentina
Republic of Ireland
Greece

2.4 2.6 2.8 3 3.2 3.4 3.6

Management score

Sample of 7,303 manufacturing firms, of which 4,926 are purely domestic and 2,377 are foreign multinationals. Domestic
multinationals are excluded i that is the domestic subsidiaries of multinational firms (like a Toyota subsidiary in Japan).



FAMILY-RUN FIRMS TYPICALLY HAVE THE WORST
MANAGEMENT

Dispersed Shareholders

Private Equity

@owned, non-family CEO

Managers

Private Individuals

Government

@wned, family CEO

Founder owned, founder CEO

2.7 2.8 2.9 3 3.1 3.2

Management score (by ownership type)
Management scores after controlling for country, industry and number of employees. Data from 9085 manufacturers and 658 retailers . A F o u
owned , founder CEOO0 firms are those still owned and man a goétde fdundert

ADi spersed shareholdero firms are those with no sharehol der with



Following MAT we can estimate contribution of
management to cross-country TFP differences

1. Estimate country differences in size weighted management
2. Impute impact of this on differences in TFP

Requires many assumptions, so only rough magnitude
calculation



ARNOLLEY PAGPEBECOMPOSITION OF WEIGHTED
AVERAGE MANAGEMENT SCORE (M) IN GIVEN COUNTRY

Employment Share of firm i Management score of firm i

I\/I:xsl\/l/



ARNOLLEY PAGPEBECOMPOSITION OF WEIGHTED
AVERAGE MANAGEMENT SCORE (M) IN GIVEN COUNTRY

Employment Share of firm i Management score of firm i

N

M®asM
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Covariance Unweighted mean

(Olley-Pakes, 1996,
. of management score
reallocation term)




DECOMPOSING THE RELATIVE MANAGERIAL DEFICIT
BETWEEN COUNTRY | AND THE US ECONOMY

M“- MY £OP* OP") (M* M-

Difference in aggregate Difference in reallocation Difference in unweighted
share-weighted (between firm) Means (within firm)
Management scores



First calculate the employment weighted difference
In management (from the US as baseline)
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Notes: Total weighted mean management deficit with the US is the number on top of bar. This is decomposed into (i) reallocation
effect (blue bar) and (ii) unweighted average management scores (red bar) . Domestic firms, scores corrected for sampling bias



First calculate the employment weighted difference
iIn management (from the US as baseline)

0]
© g I I . . I BN BN BN N
N ﬁ -.11
19 -18

3 R e I Greece management
< . a9 score 1.6 sd worse .49
= than US & 30% of
i “* g1 0ap due to better US 7
c reallocation
(@)
=
)
£ o
Q- 7
c) ~—
g -1.65
@
Z o

us sw |Jjp ge ca gb po it fr br c¢cn ar pt gr

I Reallocation

T \Within Firm

Notes: Total weighted mean management deficit with the US is the number on top of bar. This is decomposed into (i) reallocation
effect (blue bar) and (ii) unweighted average management scores (red bar) . Domestic firms, scores corrected for sampling bias



Second, estimate impact of management on TFP
using result from field experiments (and micro

regressi ons)

t hat

y1 SD ma

Share-Weighted

TFP GAP  Proportion of TFP

Average Management  With US gap due to
Country Deficit with US Management
US 0
Sweden -0.25 32.2
Japan -0.35 33.6
Canada -0.50 22.3
Great Britain -0.74 20.3
Italy -0.81 17.2
France -0.82 25.3
Brazil -0.98 59.6
China -1.01 78.3
Argentina -1.17 57.3
Portugal -1.18 24.9
Greece -1.65 51.0
Unweighted av.

Assume one sd increase in management increases TFP by 10%. Regressions suggest
about 5% to 15% depending on specification. TFP data from Jones and Romer (2010).



Preliminary estimates of contribution of management to
within-country TFP spread ~1/3

Country 90-10 gap in: % accounted for | TFP spread source:
TFP Management | Py management
us 90% 2.7 SDs 30% Syverson (2004)
UK 110% 3.0 SDs 38% Criscuolo, Haskel and
Martin (2003)

Note:Management share i mputed assuming tha
Using US MOPs on entire firm size distribution US figure is 21%
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Empirics
A Management effect on Performance
A Management and Reallocation
A Management and Competition
A Extensions




Moments: Sales are increasing in management
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Management

Management is the average of all 18 questions (set to sd=1). Sales is log(sales) in US$. N=10197



Moments: TFP is increasing in management

Management is an average of all 18 questions (set to sd=1). TFP residuals of sales on capital,
labor, skills controls plus a full set of SIC-3 industry, country and year dummies controls. N=8314



