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1. - Introduction

While the popular press and business schools have long
stressed the importance of good management, empirical
economists have had relatively little to say about management
practices. A major problem has been the absence of high-quality
data that are measured in a consistent way across countries and
firms. Over the past few years, we attempted to fill this gap,
developing a new approach for the robust measurement of a
company’s management practices, which allows their direct
comparison with real business performance. In this paper, we
discuss the main managerial features of a sample of 205 Italian
companies, which we interviewed over the summer of 2006
(Bloom et al., 2008). We frame our analysis in an international
context combining our Italian sample with the survey data
collected in 2004 on 742 middle sized manufacturing firms in the
UK, France Germany and the US (Bloom and Van Reenen, 2007).

Understanding the strengths and weaknesses of manufactur-
ing firms is a matter of crucial importance in Italy, where the
manufacturing sector employs approximatively 20% of the labour
force (Euklems, 2007). The relevance of this study is further re-
inforced if we consider the disappointing productivity perform-
ance registered by the Italian economy in recent years, sum-
marised in Table 1%, In Italy (Panel A), labour productivity growth
fell from 2.4 per cent in the period 1970-1995 to an average of
annual growth rate of 0.6 per cent in 1995-2004. The decline is
particularly stark in manufacturing, where productivity growth fell
from 3.6% in 1970-1995 to —-0.1% in the decade 1995-2004°. The
recent productivity deceleration registered by the Italian economy
is even starker when compared with the US experience (Panel B),
where manufacturing labour productivity accelerated from 1.3%
in the period 1970-1995 to 2.4% between 1995 and 2004 (from
1.8% to 3.1% in manufacturing). Using detailed firm level data de-

! The table is based on EUKLEMS data, November 2007.

2 Note that the decline in labour productivity growth in Italy was associated
only with a marginal improvement in employment growth, which went from -0.3%
during 1970-1995 to -0.2% over the 1995-2004 period.

16



N. BLoom - R. SADUN - J. VAN REENEN Measuring and Explaining, etc.

TaBLE 1
PRODUCTIVITY COMPARISONS ITALY VS. US
A. ltaly 1970-1995 1995-2004
Labor Productivity growth, all sectors 2.4 0.6
Labor Productivity growth, manufacturing 3.6 -0.1
B. US 1970-1995 1995-2004
Labor Productivity growth, all sectors 1.3 2.4
Labor Productivity growth, manufacturing 1.8 3.1

Notes: Labor productivity is gross value added per hours worked.
Source: EukLEMs (2007).

scribing management practices prevalent across Italian firms is a
first step to understand the reasons behind the recent difficulties
and, ultimately, to formulate appropriate policy responses to these
problems.

Our study shows that firms that apply accepted management
practices well perform significantly better than those that do not.
This suggests that improved management practice is maybe one
of the most effective ways for a firm to outperform its peers. The
spread of management performance between firms, even those of
similar size operating in the same industry sectors in the same
regions, is very broad, suggesting that management excellence is
a matter of internal policy and not just the business environment.
The techniques of good management are well known and in the
public domain so the fact that they are so poorly disseminated
suggests either that successful implementation is elusive or that
it is not a priority for many firms.

The size and breadth of our study allows us to gain a deep-
er understanding of a range of factors that affect a company’s
management performance. In general, the less likely an organiza-
tion is to make use of professional managers and to appoint its
managers on merit, the poorer its performance — with family-
owned, family-run firms bringing up the rear. Furthermore,
greater competitive intensity is associated with improved man-
agement practice, while labour market flexibility correlates with
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particularly good people management habits. Better-managed
firms also have a more highly educated workforce, among man-
agers and non managers alike. By developing environments that
promote good management practices across all firms and by de-
voting as much attention to the followers as to the leaders, gov-
ernments can drive the competitiveness of their entire economies.

The direct comparison with their international peers shows
that Italian firms fare significantly worse than US and German
firms, and similarly to French and UK companies in terms of
management practices. While Italian firms excel in their
operational skills (for example, in keeping track of production and
setting appropriate targets for the firm), they are much more
reluctant to adopt modern managerial approaches to the
management of people, and in particular in attracting talent and
systematically evaluating and rewarding the performance of their
employees. Furthermore, our empirical analysis shows that family
firms where the CEO is a family member account for most of the
Italian gap vis-a-vis the US. This finding suggests that the
reluctance of Italian entrepreneurs to formally hand over the
management of the firm to professional figures may have severe
productivity implications. Competition and skills also appear to
have a key role in the context of the Italian economy and, with
family ownership, they account for about 60% of the overall
managerial gap vis-a-vis the US.

The paper is organized as follows. Section 2 discusses the
management data, while section 3 summarises the basic result of
the survey. In section 4, we focus on the Italian sample and we
discuss possible factors accounting for the Italian management
gap. Section 5 concludes.

2. - The Survey
In order to construct a robust measure of management prac-
tices, we have to overcome three hurdles: scoring management

practices, collecting accurate responses, and obtaining interviews
with managers. We discuss these issues in turn.
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2.1 Measuring Management Practices

Management practices were scored following the
methodology of Bloom and Van Reenen (2007), with practices
grouped into four areas: operations (three practices), monitoring
(five practices), targets (five practices) and incentives (five
practices). The shop-floor operations section focuses on the
introduction of lean manufacturing techniques, the documen-
tation of processes improvements and the rationale behind
introductions of improvements. The monitoring section focuses
on the tracking of performance of individuals, reviewing
performance, and consequence management. The targets section
examines the type of targets, the realism of the targets, the
transparency of targets and the range and interconnection of
targets. Finally, the incentives section includes promotion
criteria, pay and bonuses, and fixing or firing bad performers,
where best practice is deemed the approach that gives strong
rewards for those with both ability and effort. Our management
measure uses the un-weighted average of the z-scores of all 18
dimensions, which are detailed in Appendix A.

With this evaluation tool, we can provide some quantification
of firms’ organizational practices. However, an important issue is
the extent to which we can obtain unbiased responses to our
questions from firms. In particular, will respondents provide
accurate responses? As is well known in the surveying literature
a respondent’s answer to survey questions is typically biased by
the scoring grid, anchored towards those answers that they expect
the interviewer thinks is correct. More generally, a range of
background characteristics, potentially correlated with organiza-
tional structure may generate some kinds of systematic bias in the
survey data.

To try to address these issues we took a range of steps to obtain
accurate data. First, the survey was conducted by telephone without
telling the managers they were being scored on organizational or
management practices. This enabled scoring to be based on the
interviewer’s evaluation of the firm’s actual practices, rather than
their aspirations, the manager’s perceptions or the interviewer's
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impressions. To run this “blind” scoring we used open questions,
rather than closed questions. Following the initial question the
discussion would continue until the interviewer can make an
accurate assessment of the firm’s typical practices. Second, the
interviewers did not know anything about the firm’s financial
information or performance in advance of the interview. This was
achieved by selecting medium sized manufacturing firms and by
providing only firm names and contact details to the interviewers
(but no financial details). Consequently, the survey tool is “double
blind” — managers do not know they are being scored and
interviewers do not know the performance of the firm. The
interviewers were incentivized on the number of interviews they
ran and so had no interest in spending time researching the
companies in advance of running the interview. These smaller
firms (the median size was 675 employees) would not be known
by name and are rarely reported in the business media. The
interviewers were specially trained graduate students from top
European and US business schools. All interviews were conducted
in the manager’s native language. Third, each interviewer ran 50
interviews on average®, allowing us to remove interviewer fixed
effects from all empirical specifications. This helps to address
concerns over inconsistent interpretation of categorical responses
(Manski, 2004), standardizing the scoring system. Fourth, the
survey instrument was targeted at plant managers, who are
typically senior enough to have an overview of organizational
practices but not so senior as to be detached from day-to-day
operations of the enterprise. Fifth, we collected a detailed set of
information on the interview process itself (number and type of
prior contacts before obtaining the interviews, duration, local
time-of-day, date and day-of-the week), on the manager (gender,
seniority, nationality, company and job tenure, internal and
external employment experience, and location), and on the
interviewer (we can include individual interviewer-fixed effects,
time-of-day and subjective reliability score). Some of these survey

3 This figure refers to the 2004 survey wave. During the 2006 wave of the
survey — during which the Italian data was collected — each interviewer ran 85
interviews on average.
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controls are significantly informative about the organizational
practices and are used as “noise controls” to help reduce residual
variation.

2.2 Ensuring International Comparability

In comparing management surveys across countries we have
to be extremely careful to ensure comparability of responses. To
maximize comparability we undertook three steps. First, every
interviewer had the same initial three days of interview training,
provided jointly by the Centre for Economic Performance and our
partnering international consultancy firm. This training included
three role-play calibration exercises, where the group would all
score a role-played interview and then discuss scoring together of
each question. This was aimed at ensuring every interviewer had
a common interpretation of the scoring grid. In addition every
Friday afternoon throughout the survey period the group met for
90 minutes for training and to discuss any problems or
interpretation issues with the survey. Second, the team operated
from one location, the Centre for Economic Performance at the
LSE. The different national survey teams were thus listening in
on each others surveys on a daily basis, were organized and
managed in the same way, and ran the surveys using exactly the
same telephone, computer and software technology. Third, the
individual interviewers interviewed firms in multiple countries.
The team language was English, with every interviewer able to
complete English language interviews, so that interviewers were
able to interview firms from their own country plus the UK and
US. This enabled us to remove interviewer fixed effects in the
cross-country analysis.

2.3 Obtaining Interviews with Managers

Each interview took on average fifty minutes and was run in
the summer of 2004, with the exception of the Italian sample,
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which was collected during the second wave of our survey in the
summer of 2006. Overall, we obtained a relatively high response
rate of 54%, which was achieved through four steps. First, the
interview was introduced as “a piece of work™* without discussion
of the firm’s financial position or its company accounts, making it
relatively uncontroversial for managers to participate. Interviewers
did not discuss financials in the interviews, both to maximize the
participation of firms and to ensure our interviewers were truly
“blind” on the firm's financial position. Second, the survey was
ordered to lead with the least controversial questions on (shop-floor
operations management), leading on to monitoring, incentives and
organizational structure. Third, interviewers’ performance was
monitored, as was the proportion of interviews achieved, so they
were persistent in chasing firms. The questions are also about
practices within the firm so any plant managers can respond, so
there are potentially several managers per firm who could be
contacted®. Fourth, the written endorsement of many official
institutions® helped demonstrate to managers this was an
important academic exercise with official support. Fifth, the
involvement of Cambridge, LSE and Stanford Universities, along
with the institution of the interviewers’, provided a signal of the
research focus of the work.

2.4 Sampling Frame and Additional Data

Since our aim is to compare across countries we decided to
focus on the manufacturing sector where productivity is easier

4We avoided using the words “research” or “survey” as many firms link these
to market research surveys, which they often refuse to be involved with.

5 We found no significant correlation between the number, type and time-span
of contacts before an interview is conducted and the management score. This
suggests while different managers may respond differently to the interview
proposition this does not appear to be directly correlated with their responses or
the average management practices of the firm.

6 The Banque de France, Bundesbank, European Central Bank, European
Commission, Ministero delle Finanze and UK Treasury.

" Interviewers were drawn from the following universities: Berkeley, City of
London, Columbia, Harvard, Insead, Kellogg, LSE and Yale.
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to measure than in the non-manufacturing sector®. We also
focused on medium sized firms selecting a sample of firms with
predicted employment of between 50 and 10,000 workers (with
a median of 675). Very small firms have little publicly available
data. Very large firms are likely to be more heterogeneous across
plants, and so it would be more difficult to get a picture of
organization in the firm as a whole from one or two plant
interviews. We drew a sampling frame from each country to be
representative of medium sized manufacturing firms and then
randomly chose the order of which firms to contact. Comparing
the responding firms with those in the sampling frame, we found
no evidence that the responders were systematically different on
any of the performance measures to the non-responders. They
were also statistically similar on all the other observables in our
dataset.

2.5 External Validation

Reassuringly, the management scores are correlated to a range
of corporate performance metrics including labour productivity,
sales growth and return on capital employed. Graph 1, for
example, shows the relationship between management scores and
labour productivity for a sample of 932 firms across Europe and
the US. We found the same strong relationships between
management and labor productivity holds true across the different
countries and cultures we analyzed, with an average correlation
of 0.16, significant at the 1% level. Better management practices
are associated with large increases in productivity and output.
Across all the firms in the research, a single point improvement
in management practice score is associated with the same increase
in output as a 25 percent increase in the labour force or a 65
percent increase in invested capital. We found this observation is

8 Note however, that the survey tool can be easily extended to other sectors.
BLoom N. - SEILER S. - VAN REENEN J. (2008) use an adapted version of the
management survey to measure management practices in more than 150 hospitals
in the UK.
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GRAPH 1
MANAGEMENT PRACTICES AND LABOUR PRODUCTIVITY

5 Germany, France Italy

Management Score

Graphs by b Log sales per employee

Notes: The graph shows the relationship between the management score (average
across 18 questions) and log labour productivity (sales over employees). Single
cross section, N=932.

true even after controlling for a host of other factors like the firms’
country, sector and skill levels®.

Management practices are also associated with other
interesting outcomes beyond productivity. In recent research
(Bloom, Sadun and Van Reenen, 2007 and Bloom, Sadun and Van
Reenen, 2008), we show that management practices are
complementary to the use of information technology, and that this
explains much of the productivity advantage shown by US firms
across the globe. Furthermore, we find that better management
practices are associated with improved work-life balance outcomes
for employees (Bloom, Ktretschmer and Van Reenen, 2006) and
lower energy usage (Bloom, Genakos, Martin and Sadun, 2008).

9 See BLooMm N. - VaN REeNEN J., Table 1 for further details.
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3. - Management Practices around the World
3.1 The Spread

The data reveals significant differences in management
performance between countries. The US is at the top of the table
with an average score 3.31, while Italy and the UK bring up the rear
with average scores of 3.04 and 2.99 (Graph 2). The US is not entirely
dominant, however. US firms score particularly highly for people
management (such as promoting and rewarding talented workers
quickly), but in shop floor operations management France, Italy,
Germany and the UK do better. This is illustrated in Graph 3, which
plots the difference between the average management score for
operation management (derived from the first three questions of the

GRAPH 2
MANAGEMENT PRACTICES BY COUNTRY
ItaIy—
o T
rance T

cermary TN

< T
2.4 2{6 2{8 I3 3{2 3:4

| I 0 sample Excluding scores below 2

Notes: The graph shows average management score by country (average across 18
questions). N=932. France=135; Germany=156; Italy=205; UK=151; US=290.
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GRAPH 3

DIFFERENCE BETWEEN OPERATIONS AND PEOPLE
MANAGEMENT BY COUNTRY
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Notes: The graph shows the difference between the average scores in operation
management (derived from the first three questions of the survey) and people
management (derived from the last six questions of the survey). See Appendix A
for further details on the survey questions. N=932. France=135; Germany=156;
Italy=205; UK=151; US=290.

survey) and people management (derived from the last six questions
of the survey)™.

Importantly, the largest differences between high performing
nations and the rest are to be found in the tail of low performing
companies. Eliminating the worst managed firms (those with an
overall practice score of less than 2 from the sample has little effect
on the average score of the leading countries, but it raises the score
of low performing countries significantly (Graph 2, light bars).

Overall, regional differences accounted for only 9 percent of
the difference in management practice. Performance differences
between companies in the same country were far larger than any

10 Details on the survey questions can be found in APPENDIX A.
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regional variations, and there is substantial overlap between
regions. The best 20 percent of firms in Italy, for example,
performed better than the average US firm and 73 percent of US
firms are worse managed than the top 10 percent of Italian firms.
Graph 4 illustrates the histogram of the management score across
countries.

3.2 Ownership and Family Firms

Several studies have documented differences in the diffusion
of family firms across countries (La Porta et al., 1999). Our data
confirms this stylized fact, and reveals its implications in terms

GRAPH 4
THE DISTRIBUTION OF THE MANAGEMENT SCORE BY COUNTRY

1

5
0
1 2 3 4 5 1 2 3 4 5 1 2 3 4 5
| France Germany Ttaly
5
0
1 2 3 4 51 2 3 4 5
UK US
Graphs by country

Notes: The graph shows the histogram of the average management score (average
across 18 questions). N=932. France=135; Germany=156; Italy=205; UK=151;
US=290.
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of management practices!!. When the firms in our survey were
grouped according to ownership type we found pronounced
differences in both management practice score and performance
(Graph 5). In general, organizations owned and run by families

GRAPH 5
MANAGEMENT AND OWNERSHIP

Family CEO, Primo Geniture
Founder CEO, family in management
Family CEO

Founder, external CEO

Founder CEO

Family, external CEO

Other

f T T T T T
2.4 2.6 2.8 3 3.2 3.4

Notes: The graph shows the average management score (average across 18 questions)
across different ownership types. N=932. “Family CEO”, N=93; “Family CEO, primo
geniture”, N=70; “Family, external CEO”, N=73; “Founder CEO”, N=73; “Founder CEO,
family in management”, N=54; “Founder, external CEO”, N=39; “Other”, N=534.

1 Family firms, defined as companies where the largest shareholding block is a
family (second generation after the company’s founder) represent approximatively
25% of the overall sample. Following BLoom N. and Van Reenen J. (2007), we
differentiate family firms on the basis of the ties between the CEO and the owners,
and the criteria leading to CEO selection. This generates three distinct ownership
category for family firms: 1) “Family, external CEO”, where the CEO is not related
to firms owners; 2) “Family CEO, primo geniture” where the CEO belongs to the
family and is the first born son or daughter of the owners; and 3) “Family CEO”,
where the CEO belongs to the family but it is not selected on a primo geniture basis.
We also look in detail at firms in which the original founder still owns the largest
shareholding block. In this case, we distinguish between three different cases: 1)
“Founder, external CEO”, where the firm is managed by an external CEO; 2) “Founder
CEQO”, where the firm is managed by the founder; and 3) “Founder CEO, family in
management”.
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performed poorly. Worst performing of all were family firms where
the CEO was chosen on a primo geniture basis, with an average
management score of 2.67.

Interestingly, it is not family ownership per se which seems to
affect management practices, since family firms with a professional
CEO performed much better in comparison (in fact, the difference
between firms that are family owned and have an external CEO, and
non-family business is insignificant). Furthermore, the negative as-
sociation between family management and our management scores
seems to develop quite early in the firm life span. This is shown by
the similarity between family-run firms and companies managed and
owned by their founder in association with other family members?,
Finally, when the management scores are broken down across their
different components, they reveal that family-run firms perform par-
ticularly poorly in people management and, in particular, in the ques-
tions relative to the recruitment of talent, and to the evaluation and
reward of the their employees’ performance.

There might be multiple reasons for the substantial negative
effect of family management. For example, in family-owned and
family-run firms the knowledge that family members will receive
management positions in the future may generate a “Carnegie
effect” of reducing the investment in human capital earlier in life
of the potential successors. Furthermore, family-owned firms may
choose family management even is this is suboptimal for
performance because family members receive “amenity potential”
for managing the family firm (Bloom and Van Reenen 2007).

3.3 Policy

A variety of policy factors have an effect on companies’ adoption
of good management practices. Most significant among these were

2 This finding is consistent with ViLLaLonGA B. - AmiT R. (2006), who show
that Fortune 500 companies where the founder remains Chairman, but is
succeeded by a descendant in the role of CEO, have a significantly lower q across
family and non family firms. Note also that scale and sector effects cannot fully
account for these differences. Although larger firms did tend to perform better in
the survey, this effect could account for only a third of the difference between
primo geniture and non family firms.
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their competitive environment and the flexibility of the local labour
market. Companies in the survey were asked to estimate the number
of competitors operating in their market, and the more competitors
a company reported, the higher its management practice scores®.
This could be as a result of two effects: 1) good practice spreads
quickly in highly competitive environments, and 2) poor practice is
eliminated by natural selection as poorer performing companies are
removed from the marketplace.

Flexible labour markets should encourage companies to adopt
better people management practices in order to attract and retain
the best employees. Companies operating in countries with more
flexible labour polices (measured using the World Bank’s measure
of employment law rigidity index) scored markedly better in
people management practices’®. The US, with its extremely flexible
employment laws, had by far the best people management record,
a factor which contributed strongly to its overall top position
among surveyed companies.

The availability of skilled people, both in management and
among the workforce in general, is another important difference
between better managed firms and the rest. 84 percent of
managers in the highest scoring firms were educated to degree
level or higher, as were a quarter of the non-management work
force. Among the lowest scoring firms, by contrast, only 54 percent
of managers and 5 percent of the wider workforce had degrees.

4. - Explaining Management Practices in Italy

Can management practices help to explain the recent
productivity deceleration experienced by the Italian economy? In
this section we address this question looking in more detail at the
management practice adopted by a sample of 205 Italian

13 For example, going from “no competitors” to “more than 5 competitors” is
associated with a significant increase of 0.44 in the management score (about
13% of the sample mean).

1 The correlation between people management and the World Bank labour
market flexibility is -0.197 (significant at the 1% level).

30



N. BLoom - R. SADUN - J. VAN REENEN Measuring and Explaining, etc.

manufacturing companies which we interviewed over the summer
of 2006.

In overall performance, Italy sits in a second tier of com-
panies, with a significantly lower management score than the US
and Germany, and similarly French and UK companies. Italy has
a very rigid labour market, and its scores for people management
practices reflect this, being among the lowest of any region in the
survey. Its scores for operations management were relatively high
in comparison, indicating that Italian manufacturers have been
adopting many of the modern production techniques that have
been applied with great success elsewhere (Graph 3).

Comparing Italy's performance in specific dimensions of
management delivers further insights. While Italian firms are
among the best in their approaches to tracking performance and
the establishment of effective, well structured targets for the
company, they rank relatively worse in their approaches in
attracting talent, and in the use of appraisals and incentives for
the systematic evaluation and reward of the performance of their
employees. The implication is that while Italian companies strive
to achieve operational efficiency, they seem to be more reluctant
to work hard to attract good people, and at motivating them to
do their best.

We investigate the possible determinants of the management
gap showed by Italian companies, focusing on three specific
factors which appeared to be associated with significant
differences in management practices in Bloom and Van Reenen
(2007): family ownership, competition and skills. Table 2 shows
that in our sample of medium-sized manufacturing firms family
involvement is much more common in Italy than in any of the
other countries included in the sample. In 37% of the Italian
sample the largest shareholding block is a family (defined as
second generation after the company’s founder), versus the 10%
of US firms. The second row of the table shows that many of these
firms have a family member as CEO, suggesting families are
reluctant to let professional managers run their firms. In France
and the UK, family CEOs tend to be chosen according to their
primo geniture, while this seems to be relatively less frequent in
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TABLE 2

FAMILY INVOLVEMENT BY COUNTRY
% France Germany Italy | UK us
Family largest shareholder 30 32 37 | 31| 10
(of which) Family largest
shareholder and family CEO 19 11 32 23 7
(of which) Family largest
shareholder and family CEO, 14 3 9 15 3
and primo geniture
Founder largest shareholder 26 5 25 15 18
(of which) Founder largest
shareholder and CEO 19 1 25 12 11
(of which) Founder largest
shareholder and CEO, and 7 0 16 2 3
family members in
management
Number of firms 125 152 205 | 150 | 290

Notes: These mean values are taken from a sample of 922 firms. Family
shareholding is combined across all family members. Family involvement is
defined as second-generation family firms or beyond. “Family largest shareholder”
firms defined as those with a single family (combined across all family members,
whom are all second generation or beyond) as the largest shareholder; “Family
largest shareholder and family CEO” firms are those with additionally a family
member as CEO; “Founder largest shareholder and CEO, and family in
management” firms are those where at least one founder’s family member has a
managerial positions.

Italy, Germany and the US in comparison. Interestingly, in Italy
family involvement is particularly pervasive in founder firms —
companies where the largest shareholder is the individual who
founded the firm. The sixth row of the table shows that, in 16%
of the Italian sample, founder firms are characterised by the active
managerial involvement of other family members, while in the US
this only occurs in 3% of the sample, and in the UK only in 2%
of the cases. Overall, the percentage of firms with some degree of
family ownership and/or managerial involvement (including those
owned by the founder, but with other family members in top
managerial positions) amounts to 53% in Italy, vs. 13% in the US®®.

15 This is broadly similar to the findings of La Porta R. et aL. (1999), who
report about 60% of medium-sized firms were family owned in Italy and about
10% were family owned in the US.

32



N. BLoom - R. SADUN - J. VAN REENEN Measuring and Explaining, etc.

Turning to competition, Italian firms report a slightly lower
number of competitors compared to the US. This is shown in
Table 3, where we summarise the mean of the variable valued
zero if the manager reported to have “no competitors”, one for
“less than 5 competitors” and two for “5 or more competitors”.
Italy also shows significant differences in terms of the average
level of managerial skills. The share of the workforce with a
college degree is about 16% in Italy, against the 30% reported by
US managers?®.

TaABLE 3
COMPETITION, SKILLS, EMPLOYMENT AND PUBLIC FIRMS
BY COUNTRY
France | Germany Italy UK us

Number of firms 125 152 205 150 290
Number of competitor
index, 1="none”, 2="a few”,
3="many” 2.32 2.35 2.45 | 2.56 2.56
Share of workforce with
degrees, % 15.48 14.26 16.41 [13.99 |30.98
Employment 1,065 2,035 655 |[1,806 |2,526
Listed firm, % 16.3 41.0 1.5 28.5 |100.0

In Table 4 we test if differences in ownership, skills and
competition can account for the Italy-US gap. In column (1) we
regress management on dummy variables for Germany, France,
the United Kingdom and Italy (with the US as the omitted baseline
category). The regression shows that Italian firms are on average
worse managed than US firms, with a gap of 0.202. In column
(2) we include controls for firm size and stock market listing
status, as a possible worry is that Italian firms tend to be smaller

16 This finding is broadly consistent with the macro statistics suggesting a
significant skills gap in Italy. For example, according to Oecp (2006), in 2002 the
38% percent of the US population between 25 and 64 years had attained a tertiary
education degree, versus the 10% in Italy.
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than their European and US counterparts!’, and only 1% appears
to be listed. This slightly reduces the magnitude of the Italian
dummy (to -0.193), but leaves unexplained most of the gap.

In column (3), we analyse the role of family firms, including
a dummy for a primo geniture family firm, whose coefficient is
negative and significant at the 1% level as expected. Notice that
this variable causes a significant drop in the UK and France
dummy variable, but leaves substantially unchanged the Italian
dummy. This reflects the extensive presence of family firms which
select their CEO based on primo geniture in France and the UK
relative to Italy. In column (4), we include as additional control a
dummy for founder firms which employ other family members in
executive managerial positions. The variable appears with a
negative coefficient, significant at the 1% level, and the coefficient
on the Italian dummy drops by about 0.28 reflecting the extensive
presence of founder owned firms with family managers in the
country. The variable alone accounts for about 33% of the original
gap vis-a-vis the US (33%=100*(0.323-0.216)/0.323), while it does
not seem to affect the other country dummies.

In column (5), we include a control which measures the
number of competitors faced by the firm, as reported by the
plant manager during the interview. Consistent with our previ-
ous results, we see that the competition measure enters the re-
gression with a positive and significant coefficient. The coeffi-
cient on the Italian dummy drops substantially (to -0.201), re-
flecting the lower level of reported competition in Italy in com-
parison with the US. In column (6), we analyse the percentage
of the gap accounted for by differences in the average level of
skills in both managerial and shop-floor employees. This control
reduces the gap between Italy and the US further by 0.07, bring-
ing it to insignificance.

Overall, family firm status, competition and skills account for
about 60% of the original gap between Italy and the US. In column
(7) we repeat the estimation including controls for the broad

17 Table 3 shows that Italian companies tend to be about half the size of the
US companies in the sample (695 employees in Italy versus 1,143 in the US).
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sector of activity, as described by three digit sectoral dummies, to
control for the fact that Italian firms tend to be concentrated in
low-value added manufacturing activities (ISTAT, 2006)*. We can
see that including controls for firm size and sector accounts for
74% of the original gap. Interestingly, however, firm size and
industry controls hardly influence the dummies associated with
family-ownership and family management, which both remain
significant at the 1% level.

5. - Conclusions

This paper summarizes the results of a recent research
undertaken to measure and compare management practices across
manufacturing firms in Europe, Asia and the US, with a specific
focus on Italian companies.

The managerial measures developed in this study are strongly
associated with superior performance along different dimension
of firms'. The data shows a substantial spread in management
practices, even within countries and narrowly defined sectors of
activity, with a long tail of extremely badly managed firms. The
tail of bad performers accounts for most of the cross country
disparities.

The relationship between management practices and specific
types of ownership is among the key findings of this study. In
particular, family-owned, family-run firms fare relatively worse
in terms of management practices than professionally run firms,
especially when the choice of the CEO is not linked to well
defined selection criteria. We also find that strong competition
and open labour markets both are associated with improved
management performance. Relentless improvement in educational
standards is also essential. Better-managed firms need more

18 Including the industry controls before column (7) would not change the
broad magnitude of the founder CEO dummy. For example, if we repeat the
estimation of column (3) and (4) with industry dummies, the founder CEO dummy
explains approximatively 24% of the gap vis-a-vis the US, while including industry
dummies and age controls the founder CEO dummies exaplains 26% of the gap.
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highly skilled workers and they make better use of them, while
better educated managers will be a key component of the
performance transformation that both established and emerging
economies must undertake if they are to maintain and improve
their global competitive position.

Our analysis suggests that family run firms are a crucial fac-
tor in explaining the managerial gap shown by Italian firms vis-
a-vis the US. This should not be taken as a sign that family own-
ership per se is associated with worse management practices. On
the contrary, family owned firms which are run by external CEOs
are statistically undistinguishable from non family firms. Under-
standing the factors behind the extensive managerial involvement
of family members across Italian organizations is a key issue that
requires further investigation. In particular, the diffusion of
founder-run firms employing younger members of the family in
managerial positions may reflect the inability to find managerial
position outside family networks, but also cultural preferences for
managerial cohabitation®®.

Effective management practices help firms achieve high
standards of performance across different regions cultures and
markets. These techniques are easily accessible to many
organizations, wherever they operate. Yet surprisingly few firms
have made any attempt to gain an insight into the quality of their
management behaviours. Those that do so give themselves the
opportunity to access rapid, cost effective and sustainable
competitive advantage. Governments can play their part in
encouraging the uptake of good management behaviour. Doing so
may be the single most cost-effective way of improving the
performance of their economies.

1% For example, MaNACORDA M. - MoreTTI E. (2006) argue that the one factor
contributing to the extremely high rate of cohabitation of Italian men with their
parents is parents’ taste for co-residence.
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