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ANADA’S MANAGEMENT
practices score well by world
standards. Across the thirteen

countries where this research has been

conducted, Canada ranks fourth, tied
with Japan.?® Statistically our results
are the same as those in two other
leading economies — Germany and

Sweden. Like all other countries, we

trail the United States significantly

(Exhibit 7). This is similar to Canada’s

standing in GDP per capita — we are

ahead or close to many of the world’s
advanced economies, but we trail the

United States by a significant margin.

MANAGEMENT MATTERS
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Canada’s managers

score well

If we are to close Canada’s prosperity
gap with the United States, improving
the management practices in our
manufacturing sector represents a
significant opportunity.

The research by Bloom et al. indicates
that better management capability, as
reflected by the overall management
score from the study, is correlated with
firm productivity, as well as country
productivity.2! In Canada, when
management capabilities increase
across manufacturing industries, value
added per employee tends also to

increase (Exhibit 8). We recognize that
these results are indicative, not conclu-
sive, and that correlation does not imply
causality. Nevertheless, better manage-
ment practices in an industry are
associated with higher productivity.

Canada’s standing:
Where can we improve?

Overall, Canada is among the world’s
best in the management capabilities
in its manufacturing industries. The
overall management score is based
on research results in three areas —

Exhibit 7 Canada is among the world leaders in the overall quality of its manufacturing management,
but trails the United States significantly

us
Germany
Sweden
Canada
Japan
Italy

UK
France
Poland
Portugal
Greece
China
India

Overall management score
Canada vs. other countries

2.62

3.30

Not statistically
different from
3.15 Canada*®

1.0 1.5

* At the 10% significance level.

2.0 2.5

Score

3.5 4.0

Source: Management Matters dataset. For further survey work, see Nick Bloom and John Van Reenen, “Measuring and Explaining Management Practices Across Firms and Countries,”
Quarterly Journal of Economics, November 2007; Institute for Competitiveness & Prosperity analysis.

20 The addition of Korea, China, and Brazil does not alter Canada’s ranking data.
21 Nick Bloom, Stephen Dorgan, John Dowdy, John Van Reenen, “Management Practice & Productivity: Why they matter.”
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Exhibit 8 Better managed manufacturing industries in Canada tend to have higher labour productivity

Manufacturing Industries
Management Score and Labour Productivity

$300
Primary metal industries
Chemical products
200
Paper products Stone, clay, and glass products
Industry Printi d publishi
Productivity rinting and publishing ] )
(C$ 000 Transportation equipment
per worker) . .
Machinery ex electrical — Food, kindred product Electrical oaui
100 Lumber and wood products / Inst ecttrlca equ(;pn’lent
Textile mill products — nstruments, re products
) i Misc. manufacturing
Furniture and fixtures .
Apparel and related products Fabricated metal products
Rubber and plastics
0
1 2 2.5 3.0 3.5 4.0

Overall management score
Note: Regression is based on weighting by number of firms in sample; size of circle represents number of firms in sample. Excludes Petrol and Coal products and Leather and
leather products because the sample sizes were less than 5. R-squared: 0.33.

Source: Management Matters dataset. For further survey work, see Nick Bloom and John van Reenen, "Measuring and Explaining Management Practices Across Firms and Countries,"
Quarterly Journal of Economics, November 2007; Institute for Competitiveness & Prosperity analysis.

Exhibit 9 Canada ranks well in adoption and implementation of effective operation processes

Operations management score
Canada vs. other countries

Sweden 3.47

b Not statistically
Canada 3.42 different from

Germany Canada”
Japan
France

Italy

UK

Portugal

Poland

Greece

China
India 2.54

1.0 1.5 2.0 2.5 3.0 3.5 4.0
Score
* At the 10% significance level.

Source: Nick Bloom and John van Reenen, "Measuring and Explaining Management Practices Across Firms and Countries," Quarterly Journal of Economics, November 2007;
Institute for Competitiveness & Prosperity analysis.



operations management, performance

management, and people management.

Operations management:
Implementing “Lean Manufacturing”
processes

In operations management, Canada
ranks third in the world, but the score

MANAGEMENT MATTERS

is not statistically significantly different
from that in the United States or
Sweden (Exhibit 9). Upon closer inspec-
tion, however, there is still much room
for improvement, as we lag the leaders
in most specific operations manage-
ment areas.
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The operations management index is
based on seven questions. Canada is
statistically behind the world’s leaders
in five of these areas but not statistically
different in two (Exhibit 10).

Exhibit 10 Canada lags world’s best performers in most operations management questions

Operations management
OVERALL SCORE

Adoption of Lean Manufacturing

introduced

Best practice: All major aspects of Lean have been implemented
Worst practice: Other than just-in-time, no other aspects of Lean have been

Canada
statistically
worse
than best
performer

Canada’s
ranking in
the world

Canada
statistically
no different

than best (out of 12
performer countries)

v 3

Rationale for the adoption

Best practice: |ean was introduced to meet business objectives
Worst practice: Lean was introduced to catch up to competitors

Process problem documentation

rather than ad hoc solutions

Best practice: Exposing problems is integral to individuals’ responsibilities

Worst practice: No process improvements are made when problems occur

Operations Performance tracking

staff using a range of visual tools

Best practice: Performance is continuously tracked and communicated to all

Worst practice: Tracking is ad hoc, and measures being tracked do not indicate
directly if overall business objectives are being met

Operations Performance review

failure is noted

Best practice: Performance is continuously reviewed, based on indicators
tracked; follow-up ensures continuous improvement

Worst practice: Performance is reviewed infrequently and only success or

Operations Performance dialogue

Best practice: Regular performance conversations focus on addressing root
causes. Purpose, agenda, and follow-up steps are clear to all

Worst practice: Relevant data are often not present at meetings or discussion
is based on data that is not meaningful. Agenda and purpose are not clear

Consequence management
individuals around.

conseqguences

Best practice: Failure to achieve agreed targets drives retraining or moving

Worst practice: Failure to achieve agreed targets does not carry any

v 2

Source: Management Matters dataset, Institute for Competitiveness & Prosperity analysis. For further survey work, see Nick Bloom and John Van Reenen, “Measuring and Explaining
Management Practices Across Firms and Countries,” Quarterly Journal of Economics, November 2007.
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Performance management:

Setting and managing effective goals
In performance management, Canada
ranks fifth and is statistically signifi-

Companies were scored on six
questions related to setting and
managing goals effectively. Canada
trails significantly in all areas (Exhibit 12).

cantly worse than the leading countries
(Exhibit 11). Canadian managers are
above average performers, but not in
the top tier of countries. There is clearly
room for improvement here, too.

Exhibit 11 Canada lags the leaders in the setting and effective management of goals

Performance management score
Canada vs. other countries

us 3.15

Germany Statistically
ahead of

deigen Canada*

Sweden
Canada 298
Italy
France
UK
Poland
Portugal
China
Greece
India 2.43

1.0 1.5 2.0 2.5 3.0 3.5 4.0

Score

* At the 10% significance level.
Source: Nick Bloom and John van Reenen, "Measuring and Explaining Management Practices Across Firms and Countries," Quarterly Journal of Economics,
November 2007; Institute for Competitiveness & Prosperity analysis.
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Exhibit 12 Canada has improvement opportunity in performance management

Canada Canada Canada’s
statistically statistically ranking in
worse no different the world
than best than best (out of 12
Performance management performer performer countries)
OVERALL SCORE v 4
Types of goals
Best practice: Goals are a balance of financial and non-financial goals / 11
Worst practice: Goals are exclusively financial or operational
Interconnection of goals
Best practice: Corporate goals increase in specificity as they cascade
through the business units \/ 4
Worst practice: Individual workers are not
aware of how their contribution is linked to corporate goals
Time horizon
Best practice: Short-term goals are set so that they become a staircase to / 6
reach the long-term goals
Worst practice: Top management’s main focus is on short term goals
Setting stretch goals
Best practice: Goals are demanding for all divisions, and are grounded in solid ‘/ 4
economic rationale
Worst practice: Goals are either too easy or impossible to achieve
Clarity of goals
Best practice: Performance measures are well defined and well communicated;
worker performance is made public to induce competition \/ 4
Worst practice: Performance measures are complex and not clearly
understood; worker performance is not made public
Instilling a talent mindset
Best practice: Senior managers are evaluated and held accountable on the
strength of the talent pool they actively build \/ 2
Worst practice: Senior management do not
communicate that attracting, retaining, and developing talent is a top priority

Source: Management Matters dataset, Institute for Competitiveness & Prosperity analysis. For further survey work, see Nick Bloom and John Van Reenen, “Measuring and Explaining
Management Practices Across Firms and Countries,” Quarterly Journal of Economics, November 2007.
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Exhibit 13 Canada leads the rest of the world in people management,
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People management: Attracting and
retaining top talent, addressing poor
employee performance effectively

In managing people at manufacturing
plants, Canada ranks second in

the world, but is statistically signifi-
cantly worse than the United States
(Exhibit 13).

but significantly lags the United States

us
Canada
Poland
Germany
UK
Japan
Italy
Sweden
France
China
India
Portugal
Greece

People management score
Canada vs. other countries

2.58

Companies were asked questions

in five areas related to how well they
manage their employees. Only in the
area of attracting high performers did
we achieve statistical parity with the
best manufacturers (Exhibit 14).

3.29*
2.97

1.0 1.5 2.0 2.5 3.0 3.5

Score

* Statistically ahead of Canada at the 10% significance level.
Source: Nick Bloom and John van Reenen, "Measuring and Explaining Management Practices Across Firms and Countries," Quarterly Journal of Economics,
November 2007; Institute for Competitiveness & Prosperity analysis.

4.0
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Exhibit 14 Canada performs well against other economies in people management,
but trails best performance

Canada Canada Canada’s
statistically statistically ranking in
worse no different the world
than best than best (out of 12
People management performer performer countries)
OVERALL SCORE v 2
Rewarding top performance
Best practice: The firm provides ambitious stretch targets with clear
performance related accountability and rewards \/ 8
Worst practice: People within the firm are rewarded equally irrespective
of performance level
Addressing poor performance
Best practice: Poor performers are moved to less critical roles or out of the ‘/ 2
company as soon as weaknesses are identified

Worst practice: Poor performers are rarely removed from their positions

Promoting high performers
Best practice: Top performers are actively identified, developed, and promoted \/ 7
Worst practice: People are promoted primarily upon the basis of tenure

Attracting high performers

Best practice: The firm provides a unique value proposition to encourage
talented people to join the company instead of the competitors \/

Worst practice: Competitors offer stronger reasons for talented people to
join their companies

Retaining high performers
Best practice: Managers do whatever it takes to retain top talent / 4
Worst practice: Managers do little to try and keep the top talent

Source: Management Matters dataset, Institute for Competitiveness & Prosperity analysis. For further survey work, see Nick Bloom and John Van Reenen, “Measuring and Explaining
Management Practices Across Firms and Countries,” Quarterly Journal of Economics, November 2007.
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Public policy and business
strategies lead to strong
management

Several other important factors
influence the management and
productivity of Canadian companies.

Multinationals matter

In previous work, we have cited the
evidence that multinational firms out
perform domestically focused firms
on several dimensions — productivity,
wages, and R&D.?? Multinational firms
have expanded because of superior
business models. The management
research indicates that multinational
corporations are better managed than
non-multinationals in all the countries
researched (Exhibit 15). In fact, the
average performance of multinationals
operating in India (where domestic
averages were near the bottom of

performance) exceeded averages in

all other countries except for North
American multinationals operating at
home. Across all countries, Bloom et al.
find that “the presence of multinationals
within a region serves to assist in the
transfer of best practices to local firms
both possibly through the migration of
employees and knowledge and through
commercial interactions between the
two groups.” 2 Further, they calculate
the obvious effect of economies of
scale — in other words, sheer company
size — to account for only a quarter of
the difference between multinationals
and non-multinationals.

Ownership matters

Across the twelve countries, publicly-
owned firms achieved significantly
better scores than all other types

of ownership (Exhibit 16). Bloom et
al. conclude that this result strongly

Exhibit 15 Multinationals out perform non-multinationals in all countries

us
Canada
India
Italy
Germany
Portugal
UK
Sweden
Poland
France
Greece
China

Note: Japan excluded due to low multinational sample size.

Overall management score
Multinationals vs. non-multinationals

3.48
3.16
3.39
2.92
3.36
2.54
Il Multinationals
[ Non-multinationals
3.00
2.63
2.0 2.5 3.0 3.5 4.0
Score

Source: Management Matters dataset. For further survey work, see Nick Bloom and John Van Reenen, "Measuring and Explaining Management Practices Across Firms and
Countries," Quarterly Journal of Economics, November 2007; Institute for Competitiveness & Prosperity analysis.

22 |nstitute for Competitiveness & Prosperity, Working Paper 11, Flourishing in the global competitiveness game, September 2008, pp. 27-28.
2% Nick Bloom, Stephen Dorgan, John Dowdly, John Van Reenen, “Management Practice & Productivity: Why they matter,” p.7.



suggests that “a propensity to employ
professional managers and to promote
them on the basis of merit delivers
better managed, better performing
firms.”24 This result holds true in
Canada. The Canadian score of the
publicly-owned firms is statistically
higher than that of the privately-owned
firms, family-owned firms, and the
Canadian average.

Regulations matter

The United States significantly leads the
world in people management. A look at
the correlation between the people
management score and the World Bank’s
Rigidity of Employment Index (REI) sheds
some light on the results (Exhibit 17).
The REl is a component of the World
Bank’s ranking of countries on the ease
of doing business. It ranks countries

on the difficulty of hiring and firing

Exhibit 16 Publicly-owned firms are significantly better managed than privately- or family-owned firms

Publicly-owned

Privately-owned

MANAGEMENT MATTERS

employees and of scheduling non-
standard work hours and annual paid
leave. There is a correlation between a
higher REI and a lower management
score. Flexible labour markets
encourage competition among firms for
attracting and retaining top talent, and
therefore inherently demand better
people management. The United States
has the least rigid labour market,
according to the World Bank, and also
the highest people management score.
According to Bloom, this higher score in
people management contributes
strongly to the overall top position of US
firms. With the second lowest labour
market rigidity score, Canada closely
follows its neighbour. We rank well
against the world here, but still behind
the United States.

Average overall management score
by ownership, Canada

| Canadian
| average:
3.15

3.42%
|
|
|
|
|
|
|
|
|
|
|
|
|
1.0 1.5 2.0 2.5 3.0 3.5
Score

* Statistically ahead of privately- and family-owned firms at the 10% significance level.

Source: Management Matters dataset. For further survey work, see Nick Bloom and John Van Reenen, “Measuring and Explaining Management Practices Across Firms and Countries,"

Quarterly Journal of Economics, November 2007; Institute for Competitiveness & Prosperity analysis.

37

24 Ipid., p.50.
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Exhibit 17 Lower Rigidity of Employment Index score is linked with a higher people management score

People
management
score

3.4

3.2

3.0

2.8

2.6

2.4

<

»US

Country Results
Employment Rigidity and People Management

L 2

Poland Germany
Canada PS

L 2

UK
* Italy
Japan # Sweden A

*

. France

Ch
ina .
India * @ Greece
Portugal
0 10 20 30 40 50 60

Note: R-squared: 0.50
Source: Rigidity of Employment Index, World Bank; Management Matters dataset, Institute for Competitiveness & Prosperity analysis; for further survey work, see Nick Bloom and John Van Reenen,
"Measuring and Explaining Management Practices Across Firms and Countries," Quarterly Journal of Economics, November 2007.

Rigidity of Employment Index

Exhibit 18 Better managed firms have more educated managers

Average overall
management score

1-5)

Top quartile

(score of 3.61 or higher)

Middle half

(score between 2.66 and 3.61)

Bottom quartile

(score of 2.66 or lower)

Percentage of managers with university degrees

United States 69%
Other countries 67

Canada

60%

Note: Quartiles are defined by Canadian data.
Source: Management Matters dataset, Institute for Competitiveness & Prosperity analysis; for further survey work, see Nick Bloom and John Van Reenen, “Measuring and Explaining
Management Practices Across Firms and Countries," Quarterly Journal of Economics, November 2007.



Education matters

When assessing the results across the
set of firms worldwide, Bloom finds
that firms with higher management
scores tend to have a higher propor-
tion of their workforce with at least a
post secondary education. In Canada,
these numbers are lower (Exhibit 18).
Our managers are less well educated

in comparison to those in the United
States and the other eleven countries in
the sample. These research results rein-
force our earlier conclusion that higher
education is linked to overall manage-
ment practices in the firm.

In ranking the scores of each company
in the Canadian research from lowest
to highest, we have ninety companies
in the bottom 25 percent of scores,

or bottom quartile. Companies in this
bottom quartile achieved an average
score of 2.66 or less. Among these

Exhibit 19 Canada’s global leaders are exceptionally well managed

MANAGEMENT MATTERS

Canadian companies, only 37 percent
of managers held university degrees.
Among the companies in the second
and third quartiles, or the middle half,
the average overall management score
ranged between 2.66 and 3.61. Their
average proportion of managers holding
degrees was 45 percent. Finally, in

the top 25 percent of best managed
Canadian companies, or top quartile,
the average management score was
above 3.61; across these compa-
nies, 57 percent of their managers
completed post secondary education.

Global leaders matter

In previous work, we have identified
Canada’s 77 Global Leaders.?® Of

the 421 companies we interviewed

in Canada, 23 are also on the Global
Leaders list. The average score of these
companies is an impressive 3.64, signif-
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icantly higher than the performance of
companies that are not global leaders.
This result holds true across the three
sub-indexes — operations, performance,
and people management. Global
Leaders in our sample are dramati-
cally ahead of other multinationals and
domestically focused companies in the
quality of their management (Exhibit 19).
This result reinforces our assertion that
growing globally competitive companies
and creating an environment in which
they flourish is very important for our
prosperity.?8

Aspiring for global leadership can put a
firm in a virtuous circle. To realize global
success, the firm needs to strengthen
its management talent. In turn, strong
management helps to achieve global
leadership. If we want more global
leaders, we need stronger managers.

All other Companies with
Canada’s multi-nationals Canadian-only
Management score Global leaders operating in Canada operations
OVERALL SCORE 3.64 3.35 2.91
Operations 3.91 3.68 3.13
Performance 3.54 3.20 2,73
People 3.37 3.08 2.83

Source: Management Matters dataset, Institute for Competitiveness & Prosperity analysis.

25 Task Force on Competitiveness, Productivity and Economic Progress, Annual Report 7, Leaning into the wind, November 2008, p.48.

% See, for example, Institute for Competitiveness & Prosperity, Flourishing in the global competitiveness game, September 2008.
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Exhibit 20 The top 19% of Indian and Chinese firms are already better managed than
the bottom 50% of Canadian firms

Percentage
of Firms
15% Indian and Chinese firms | Median
| Canadian firm:
3.11
|
|
|
10
Top 19% of Indian
5 and Chinese firms
0
1 2 3 : 4 5
|
|
|
|
Percentage |
of Firms |
|
15% Canadian firms |
|
|

B Bottom 50% of
Canadian firms

1 2 3 4 5

Overall management score

Source: Management Matters dataset; Institute for Competitiveness & Prosperity analysis. For further survey work, see Nick Bloom and John Van Reenen, "Measuring and Explaining
Management Practices Across Firms and Countries," Quarterly Journal of Economics; November 2007.



Maintaining the management
advantage for Canadian
manufacturers is an important
challenge

Much has been written about the
emerging strength of Chinese and
Indian firms, especially in manufac-
turing. Rotman School of Management
Professor Daniel Trefler has concluded
that the most significant challenge from
these emerging economies will come
when they reach a “tipping point” of
customer sophistication. At that point,
more and more value added activity
will be occurring in these countries —

a current competitive advantage for
advanced economies.?” Our manage-
ment research points to another tipping
point — when a significant percentage
of operations in India and China are
better managed than most Canadian
operations. Research results indicate
that currently, nearly 20 percent of
Chinese and Indian manufacturers are
better managed than the bottom half of
Canadian firms (Exhibit 20).

MANAGEMENT MATTERS

Our research into management in
Canada indicates that, at the plant
level, our manufacturing managers
are among the world’s best. Our
management teams are leaders in
implementing specific techniques

in the area of Lean Manufacturing.
They are solid performers - but with
room for improvement - in effecting
good performance management.
And, while we match management
teams in other leading economies in
people management, Canadian firms
trail US practices significantly. Our
results also indicate some of the key
variables that drive - or at least are

correlated with — better management.

Taken together, the research
results provide a solid foundation
for determining improvement
opportunities and areas of further
research in the management of

our manufacturers and hence our
nation’s productivity and prosperity.
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27 Daniel Trefler, “Canadian Policy Responses to Offshore Outsourcing” in Offshore Outsourcing: Capitalizing on Lessons Learned, edited by Daniel Trefler, forthcoming, Industry Canada e-book.






ITHIN CANADA, ONn average

Ontario’s manufacturing firms

are better managed than
their counterparts in the rest of Canada
(Exhibit 217).

As shown in Exhibit 8, some industries
tend to be better managed than others.
Ontario has a higher percentage of
these better managed industries.
However, this accounts for less than

10 percent of the province’s
management score advantage.

MANAGEMENT MATTERS
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Ontario leads
Canadian regions
but trails US peers

Ontario trails most US peer
jurisdictions in effective
management practices

Much like Ontario’s ranking in GDP

per capita, our management practices
score well by world standards but fall to
average when compared to those in our
North American peers. Ontario’s overall
management capability ranks eleventh
of fourteen among the jurisdictions for
which we have sufficient sample sizes.?®

However, Ontario does not statistically
significantly under perform seven of
the ten states ahead of it. It does trail
Indiana, Michigan, and Massachusetts
significantly (Exhibit 22).

Exhibit 21 On average Ontario manufacturers are better managed than their counterparts

in the rest of Canada

Overall
management
score

3.5

West

Regional differences
Overall management scores

Ontario Quebec

US Average: 3.30

Canadian Average: 3.15

Atlantic

Note: Ontario is significantly different from the West and Quebéc at the 10% level, but not significantly different from the Atlantic provinces.
Ontario is significantly higher than Canada, but not significantly different than the US.

28 Note that peer states Virginia and Georgia are not included due to small sample sizes. Sample sizes for the peer states range from 21 to 99.
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Exhibit 22 Ontario under performs most of the peer states, but for many the differences are
not statistically significant

Overall management score
Ontario vs. peers

Indiana 3.43
Michigan
Massachusetts
Florida

North Carolina

Texas Not
statistically

different from
New Jersey Ontario*

Ohio
Pennsylvania
Ontario 3.24
California
New York
Québec 3.01

lllinois -

1.0 15 2.0 2.5 3.0 3.5 4.0
Score

* At the 10% significance level.
Source: Nick Bloom and John van Reenen, "Measuring and Explaining Management Practices Across Firms and Countries," Quarterly Journal of Economics,
November 2007; Institute for Competitiveness & Prosperity analysis.

Exhibit 23 Ontario manufacturers have effective operations management practices

Operations management score
Ontario vs. peers
Indiana 3.70
Michigan
Ontario 3.57 N
) ot
North Carolina statistically

Massachusetts — different
from

Texas )
Ontario*

lllinois
Florida
Ohio

Pennsylvania

Québec

New Jersey

Callifornia
New York 3.19

1.0 1.5 2.0 2.5 3.0 3.5 4.0
Score

* At the 10% significance level.
Source: Nick Bloom and John van Reenen, "Measuring and Explaining Management Practices Across Firms and Countries," Quarterly Journal of Economics,
November 2007; Institute for Competitiveness & Prosperity analysis.
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Ontario’s standing: Operations management:

Where can we improve? Implementing “Lean Manufacturing”
processes

Across the three elements of good In operations management, Ontario

management, Ontario does best in ranks third among its peers, but is

operations management approaches not statistically different from Indiana

and less well in performance manage- or Michigan (Exhibit 23). There are,

ment and people management. however, three areas where Ontario can

still improve (Exhibit 24).

Exhibit 24 Ontario matches best performers in majority of operations management questions

Ontario Ontario
statistically statistically Ontario’s
worse no different ranking
than best than best out of

Operations management performer performer 14 peers
OVERALL SCORE v 3

Adoption of Lean Manufacturing
Best practice: All major aspects of Lean have been implemented

Worst practice: Other than just-in-time, no other aspects of Lean have been
introduced

Rationale for the adoption
Best practice: Lean was introduced to meet business objectives / 1
Worst practice: Lean was introduced to catch up to competitors

Process problem documentation

Best practice: Exposing problems is integral to individuals’ responsibilities
rather than ad hoc solutions

Worst practice: No process improvements are made when problems occur

Operations Performance tracking
Best practice: Performance is continuously tracked and communicated to all /

staff using a range of visual tools 7
Worst practice: Tracking is ad hoc, and measures being tracked do not indicate

directly if overall business objectives are being met

Operations Performance review

Best practice: Performance is continuously reviewed, based on indicators

tracked; follow-up ensures continuous improvement \/ 6
Worst practice: Performance is reviewed infrequently and only success or

failure is noted

Operations Performance dialogue

Best practice: Regular performance conversations focus on addressing root

causes. Purpose, agenda, and follow-up steps are clear to all. / 5
Worst practice: Relevant data are often not present at meetings or discussion is

based on data that is not meaningful. Agenda and purpose are not clear.

Consequence management

Best practice: Failure to achieve agreed targets drives retraining or moving

individuals around. \/ 8

Worst practice: Failure to achieve agreed targets does not carry any
consequences

Source: Management Matters dataset, Institute for Competitiveness & Prosperity analysis. For further survey work, see Nick Bloom and John Van Reenen, “Measuring and Explaining
Management Practices Across Firms and Countries,” Quarterly Journal of Economics, November 2007.
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Performance management: Setting On each of the six elements of
and managing effective goals performance management, Ontario
In performance management, Ontario managers are worse than the best
ranks ninth and is statistically signifi- performers (Exhibit 26).

cantly worse than the four leading
states (Exhibit 25).

Exhibit 25 Ontario manufacturers are less successful than their counterparts in several peers states
in effective performance management

Performance management score
Ontario vs. peers

Florida | s34
North Carolina [ —
Indiana |IEnnnm—
Massachusetts [ ——
Ohio I
Meicicran
Texas [——
Not
ol | statistically
Ontario | 3.05 different from
Pennsylvania [IE——— Ontario®
California [ ——
New Jersey [
Québec |III—
New York I 2.81

1.0 1.5 2.0 2.5 3.0 3.5 4.0

Score

* At the 10% significance level.
Source: Nick Bloom and John van Reenen, "Measuring and Explaining Management Practices Across Firms and Countries," Quarterly Journal of Economics,
November 2007; Institute for Competitiveness & Prosperity analysis.
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Exhibit 26 Ontario has improvement opportunity in performance management

Ontario Ontario
statistically statistically Ontario’s
worse no different ranking
than best than best out of
Performance management performer performer 14 peers
OVERALL SCORE v ()
Types of goals
Best practice: Goals are a balance of financial and non-financial goals \/ 12
Worst practice: Goals are exclusively financial or operational
Interconnection of goals
Best practice: Corporate goals increase in specificity as they cascade through
the business units / 8
Worst practice: Individual workers are not aware of how their contribution is
linked to corporate goals
Time horizon
Best practice: Short-term goals are set so that they become a staircase to / 8
reach the long-term goals
Worst practice: Top management’s main focus is on short term goals
Setting stretch goals
Best practice: Goals are demanding for all divisions, and are grounded in solid \/ 8
economic rationale
Worst practice: Goals are either too easy or impossible to achieve
Clarity of goals
Best practice: Performance measures are well defined and well communicated;
worker performance is made public to induce competition \/ 8
Worst practice: Performance measures are complex and not clearly
understood; worker performance is not made public
Instilling a talent mindset
Best practice: Senior managers are evaluated and held accountable on the
strength of the talent pool they actively build \/ 7
Worst practice: Senior management do not communicate that attracting,
retaining, and developing talent is a top priority

Source: Management Matters dataset, Institute for Competitiveness & Prosperity analysis. For further survey work, see Nick Bloom and John Van Reenen, “Measuring and Explaining
Management Practices Across Firms and Countries,” Quarterly Journal of Economics, November 2007.
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People management: Attracting and
retaining top talent, addressing poor
employee performance effectively

In managing people, Ontario is signifi-
cantly behind nearly all its peer states.
We are no different than New York and
are only ahead of Québec (Exhibit 27).
This result mirrors the Canadian score,
where we are clearly leaders by world
standards, but significant laggards
when compared to the United States.
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Similar to the Canadian results, it

was only in the area of attracting high
performers that we achieved statistical
parity with the best manufacturers
(Exhibit 28).

Our research indicates that
manufacturing managers in Ontario
and Canada are among the world’s
best. Nevertheless, there is room

for improvement. A key part of the
solution to our under performance in
prosperity is in management talent.
Efforts to improve management
skills will pay dividends in innovation
and productivity and ultimately our
prosperity.

Exhibit 27 Ontario manufacturers managers under perform their peer state counterparts

in people management

People management score
Ontario vs. peers

New Jersey 3.53
Florida
Massachusetts
Pennsylvania
lllinois
Michigan
Texas [——
North Carolina [
Indiana [EEEEEEE——
California [——
Ohio I o
e o } Gierent fom
Ontario 3.05 Ontario*
Quéec | 2.7
1.0 1.5 2.0 25 3Y5) 4.0
Score

* At the 10% significance level.

Source: Nick Bloom and John van Reenen, "Measuring and Explaining Management Practices Across Firms and Countries," Quarterly Journal of Economics,
November 2007; Institute for Competitiveness & Prosperity analysis.



MANAGEMENT MATTERS 49

Exhibit 28 Ontario significantly lags all US peers in most people management areas

Ontario Ontario
statistically statistically Ontario’s
worse no different ranking
than best than best out of
People Management performer performer 14 peers
OVERALL SCORE 4 13
Rewarding top performance
Best practice: The firm provides ambitious stretch targets with clear
performance related accountability and rewards \/ 13
Worst practice: People within the firm are rewarded equally irrespective of
performance level
Addressing poor performance
Best practice: Poor performers are moved to less critical roles or out of the / 13
company as soon as weaknesses are identified
Worst practice: Poor performers are rarely removed from their positions
Promoting high performers
Best practice: Top performers are actively identified, developed, and promoted / 13
Worst practice: People are promoted primarily upon the basis of tenure
Attracting high performers
Best practice: The firm provides a unique value proposition to encourage
talented people to join the company instead of the competitors \/ 6
Worst practice: Competitors offer stronger reasons for talented people to join
their companies
Retaining high performers
Best practice: Managers do whatever it takes to retain top talent / 13
Worst practice: Managers do little to try and keep the top talent

Source: Management Matters dataset, Institute for Competitiveness & Prosperity analysis. For further survey work, see Nick Bloom and John Van Reenen, “Measuring and Explaining
Management Practices Across Firms and Countries,” Quarterly Journal of Economics, November 2007.
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Management matters

Our work on the importance and
capabilities of management has

implications for public policy and
for our businesses.

Public policy needs to take greater
account of management capabilities

Effective management is an important key to our prosperity. It is critical to achieving
excellence in innovation and productivity, since good management drives the
demand for innovation, leads to high quality supply of innovation, and ensures
effective financing of innovation. Canada has invested significantly in establishing
some of the building blocks for innovation. But, while these efforts are necessary,
they are not sufficient. We need to enhance federal innovation policy with an
adequate focus on strengthening our management capabilities. Government policy,
provincially and federally, can enhance the quality of our management capabilities.

Broaden innovation policy to include management skills. As we have seen in
our past research, our public innovation policy places too much emphasis on the
hard sciences and does not recognize the importance of innovations in business
and management processes. Our competitiveness and prosperity are built on a
solid base of excellence in the sciences. And successful high technology firms are
founded by science and engineering graduates. But successful innovation requires
a balance of science and other skills. These other skills are important to achieve a
successful transition from start-up to thriving businesses.
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In Ontario we have seen innovation policy move in this
direction. The Ontario Innovation Agenda released in April
2008 explicitly acknowledges that innovation is most effective
when the process is customer or market driven. As well, it
sees innovation as neither demand-pull nor supply-push,
instead recognizing that it is an interactive and iterative
process. This is a welcome development in the provincial
government’s approach to innovation. It does needs to go
further in elevating the importance of management skills on
their own account; currently it sees commerce skills as
something that need to be developed and taught across
sectors and disciplines. We look forward to the ongoing
development of Ontario’s innovation policy.

At the federal level, we see an orientation toward the hard
sciences in the granting councils related to innovation.
Research grants for business school academics represent
an insignificant portion of funding overall and within the
Social Sciences and Humanities Research Council (SSHRC).
Scholarships bypass students in graduate business education
programs almost entirely because the professions are not
included within the mandate of the granting councils. In the
most recent federal budget, there was an increase in the
number of scholarships in business related disciplines, but
they will bypass students in recognized graduate business
schools and programs. The federal government should
explore the impact of implicitly bypassing financial support
of graduate business students on Canada’s prosperity. On

a positive note, the federal government has announced a
two-year program to provide $30 million to help small and
medium businesses hire over 1,000 new post secondary
graduates, including graduates from business schools, “to
implement more effective business processes and strategies,
and develop new innovative products and services that
companies can bring to the marketplace.”
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Both the federal and provincial governments need to
strengthen their commitment to business education.

We have a significant gap versus our US counterparts in
business degree holders — and this gap is the result of fewer
spaces in our schools, not the lack of demand by students.
More alarming is the lower educational attainment of those
in management occupations, irrespective of field of study.
Just over a third of our managers have a university degree,
compared to more than half in the United States. If we believe
that education is important to human capital and prosperity,
this situation seems competitively dangerous.

Embrace international competition in our economic policy.
Our research provides more evidence on the beneficial impact
of international competition. Multinational firms are better
managed and, as we have seen in our previous research, they
invest more in R&D and pay higher wages. Canada’s global
leaders are exceptionally well managed, according to our
research. In these times of economic turmoil, governments
must resist the siren song of protectionism.



52

INSTITUTE FOR COMPETITIVENESS & PROSPERITY

Our businesses must aspire to excellence
in management

Strong management is critical to greater innovation success and higher
productivity. Our research and the research by our international colleagues indicate
that productivity performance at the manufacturing firm and industry levels is
affected by strong management. It is not a stretch to draw a similar conclusion

for other sectors of the economy. Our business leaders have to strive for better
educated and trained managers and for ongoing pressure and support for the
adoption of the most advanced and sophisticated management techniques.

Better people management is a significant improvement opportunity for our
businesses. Our research indicates that the largest gap in our management perfor-
mance is in human resources. More specifically, our businesses need to improve
their abilities to retain high performers and to deal forthrightly with performance
problems. Our managers have incorporated many of the best practices in
management process — but they need to pay more attention to the human element.

Global leadership is driven by great management, and great management is
achieved by global leaders. As we have concluded in past reports, the best weapon
against hollowing out is for more of our businesses to strive for global leadership.
Excellence in management is inextricably linked to global leadership — so, as we
urge our business leaders to aspire to global leadership, we are, by necessity, urging
them to strengthen their management capabilities.

We have a solid base of well managed companies in Ontario and Canada -
in fact our manufacturers are among the best managed in the world. Yet,
we can do better. By improving our public policy environment and by
encouraging our business leaders to strive for stronger management, we
can achieve greater innovation to create globally competitive businesses -
and realize our prosperity potential.
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