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What Is Productivity?

• A Cobb-Douglas production function (à la the Solow Model): Y = AKαL1−α

▶ Y is output

▶ K is capital stock

▶ L is labor (which can be modified to reflect human capital)

▶ A is a technology parameter

• What is A, and is it the same for all countries and for all firms?
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What Is Productivity?

• We can re-write our production function in terms of output per worker: y = Akα

▶ y = Y /L is output per worker

▶ k = K/L is capital per worker

• Taking logs of both sides and rearranging, we have:

lnA = ln y − α ln k

where α is between 0 and 1

• The A (or lnA) term is total factor productivity (TFP)

▶ Unexplained differences in output, after accounting for inputs

Economics 204 (Professor Jakiela) Firm Productivity, Slide 3



Cross-Country Differences in Total Factor Productivity

Country Estimated A

United States 1.000

France 1.126

Italy 1.207

Mexico 0.926

Singapore 1.078

United Kingdom 1.011

Argentina 0.648

Brazil 0.758

Greece 0.674

Japan 0.658

New Zealand 0.631

China 0.106

India 0.267

Kenya 0.165

Zambia 0.079

source: Hall and Jones (1998)
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Differences in Management Across Countries

source: Hsieh and Klenow (2010)
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Within-Country Differences in Total Factor Productivity

Larger firms are more productive, and the firm-size distribution differs across countries

• Modal U.S. manufacturing firm has 45 worker, vs. 0 in India, Indonesia, and Mexico

• 10% of Mexican firms have at least 10 workers, vs. <1% in India and Indonesia

Firm-level TFP is also lower and more dispersed in China and India, relative to the U.S.

• Subsidies, political connections may favor relatively inefficient firms

• Credit market imperfections, weak legal systems may constrain growth of efficient firms

• Trade barriers may increase demand for goods from inefficient firms

What do we know about policy interventions to enhance firm productivity?
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Measuring Management

• Nicholas Bloom and John Van Reenan (2010) hired MBA students to survey
medium-sized, public and private manufacturing firms in 17 (mostly high-income) countries

• Survey enumerators asked open-ended questions that were coded in terms of best practice:

▶ Incentives: Does the firm attract and retain high-skill workers? Are workers promoted
and/or rewarded for good performance? Are poor performers removed (i.e. fired)?

▶ Monitoring: Is data used to track progress and identify inefficiencies? Is the production
process monitored so that slowdowns can be addressed early on?

▶ Targets: Do management targets reflect both short-term and long-term objectives? Are
achievable targets set at levels that create incentives for workers and managers?

• Responses were aggregated into numeric scores, from 1 (worst) to 5 (best)

▶ Scoring reflects best practices view of management
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Differences in Management Across Countries
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data source: Bloom and Van Reenan (2010)
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Differences in Management Across Countries
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Economics 204 (Professor Jakiela) Firm Productivity, Slide 9



Differences in Management Across Countries

• Do cross-country differences support the contingency view of management?

▶ Workers may respond differently to different management structures for cultural reasons

▶ For example, U.S. workers might be more accepting of pay inequality and job insecurity, but
less willing to tolerate the use of monitoring practices that they perceive as invasive

▶ The U.S. is a major outlier in terms of “good” incentives

• A number of countries (Brazil, China, Greece, India) score badly across all domains

▶ Many countries that have low scores across all three domains also have low TFP

▶ Questions intended to capture agreed upon best practices in management
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Differences in Management Across Countries

source: Bloom and Van Reenan (2010)
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Family-Run Firms, State-Owned Enterprises are Badly Managed

source: Bloom and Van Reenan (2010)
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Multinationals Are Managed Well Everywhere

source: Bloom and Van Reenan (2010)
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Cross-Country Variation in Management Practices: Takeaways

• Management practices differ across countries, and are correlated with productivity

▶ This does not rule out contingency view: U.S. differs from Europe, for example

▶ Multinationals are well-managed in all countries studied, so differences not purely cultural

• Cross-country differences in management partially attributable to composition of firms

▶ Public enterprises, family-run firms managed by a (male) relative, and founder-managed
firms tend to be badly managed, and are more common in some countries than in others

▶ Legal structure likely to matter for firm ownership, and in turn management practices

• Badly-managed firms do not go out of business in many parts of the world (esp. LMICs)
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Management Consulting as Development Policy?

source: Bloom et al. (2013)
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Management Consulting as Development Policy

• Policy intervention: management consulting to improve business practices

▶ The World Bank and Stanford hired Accenture (?) to work with firms

▶ Goal of the experiment was to see if improved management led to increased productivity

• Sampled textile manufacturers in two towns near Mumbai, India

▶ Sample restricted to firms with between 100 and one thousand employees

▶ There are only 66 such firms: 34 expressed interest, 17 included in study

▶ All firms that agreed to participate were family owned
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Characteristics of Textile Firms Included in th Study

source: Bloom et al. (2013)
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The Impacts of Consulting on Management Practices

source: Bloom et al. (2013)
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Impacts on Yarn Inventory

source: Bloom et al. (2013)
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Impacts on Frequency of Defects

source: Bloom et al. (2013)
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Impacts on Productivity

Bloom et al. calculate plant-level productivity assuming a Cobb-Douglas production function:

Yit = ĀiAitK
α
it L

1−α
it

where:

• Yit is output at plant i in time period t, measured in cycles of weaving shuttles

• Āi is a fixed plant-level productivity paramter

• Ait is a time-varying plant-level productivity parameter

• Kit is physical capital including working capital (inventory), measured in rupee

• Lit is hours worked by employees and subcontractors, including mending hours

• α = 0.42 is a factor-share, estimated from Indian Annual Survey of Industry
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Impacts on Productivity

Solving the production function for the time-varying measure of productivity:

Yit = ĀiAitK
α
it L

1−α
it

⇔ lnYit = ln Āi + lnAit + α lnKit + (1− α) ln Lit

⇔ lnAit = lnYit − ln Āi − α lnKit − (1− α) ln Lit

lnYit − ln Āi is the deviation of log output from the plant-level mean (of log output)

• TFP represents “unexplained” changes in output (not driven by changes in K or L)
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Impacts on Productivity

source: Bloom et al. (2013)
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Impacts on Improved Management Practices: Summary

source: Bloom et al. (2013)
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Impacts on Improved Management Practices: Expansion

source: Bloom et al. (2013)
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Reasons for Non-Adoption of Improved Management Practices

source: Bloom et al. (2013)
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Long-Term Impacts of Improved Management Practices

source: Bloom et al. (2020)
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The Diffusion of Management Practices in Firms

source: Bloom et al. (2020)
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