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Five Key Points

Firms are adopting modern management methods.

. A primary goal of modern management is to increase
the problem solving activities of employees.

Enhanced human capital investment is a cornerstone
of modern management.

. The return to training is substantial for the worker and
the firm.

Firms should invest in human capital when this
Investment is aligned with their competitive strategy.



Key Point 1: Firms are adopting modern
management methods.
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Figure 1: HRM Practices in Large Firms, Teams
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Original data: see also Lawler, Mohrman, and Benson (2001), Shaw (2003a,b), Lazear and Shaw (2007).
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Figure 2: HRM Practices in Large Firms,
Incentive Pay
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See footnote to Figure 1.



Innovations in Management Practices Began in the 1980s
(Proportion of ValveMaking Plants with New HRM Practices, UK and US)

Figure 3
Proportion of Plants with New HRM Practices (UK v. US)
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HR Innovations are Combined with IT Innovations
(Proportion of ValveMaking Plants with ComputeAided Production Technologies, UK
and US)
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The Spread of Modern Management

A Developed countries are adopting modern
management first. The U.S. leads.

A Developing countries lag.

A Innovations in information technology are
driving innovations in management practices.
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I Lean manufacturing (using quality improvement methods to
control production and pull system not push)
I Problem solving by workers
I Monitoring of production performance and correcting problems

I Reviewing KPI (Key Performance Indicators) and setting standards
to target higher values

Setting targets that everyone aims for and shares

Using incentives, with appraisal system, intolerance for under
performing, and pay for performance

Using these questions, create a Management Score
Based on 18 practices, rated 1 to 5.
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The Index of Modern Management Shows Varying Adoption Acros
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There is a Large Variance in Management Scores within Countries
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Other Countries Lag the U.S. in the Distribution of Scores

Figure 2
Management Practice Scores across Firms
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Source: Bloom, Genakos, Sadun, and Van Reenen (2009).
Notes: Bars are the histogram of the actual density. The line is the smoothed (kernel) of the U.S.
density for comparison. Southern Europe combines Greece and Portugal.




Structured Management scores for data use have improved in particule
presumably because of the growing use of IT in modern firms
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Firmsare Investing Heavily in People Management

Salesforce.com and Successfactors
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Managemenifocused software firms and HR consulting
firms continue to grow.
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AThe IT managemerfbcused firms, of SAP and Oracle, keep growing. Part
of this growth is absorbing other firms.

AThe aim of innovative firms is to make people management part of
operations.

Source: Calculations by Nick Obradovich from annual reports for operating revenue, and BLS data for employment. 16



Firms offering specific People Management Software grew
often quite dramatically during this decade.
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Monstor.com maintains a large percent ehouse company hiring websites worldwide.

Source: Calculations by Nick Obradovich from annual reports for operating revenue
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Investment in HR Continues to
InCcrease

Figure 11: Investment per employee

State of the workforce:



Most Firms Plan on Increasing HR Investment

Figure 7. Plans to invest in HR over next 12-18 months
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Firms are Developing HERapabilites

Figure 8. Current state of HR analytics capabilities, 2014 and 2015
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Key Point 2: A primary goal of modern
management is to increase the problem solving
activities of employees.



The return to education has risen.

FIGURE 10

College degree vs. high school diploma weekly
wage ratio, 1963—-2008
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Source: March CPS data for eammings years 1963-2008. Log weekly wages for full-time, full-year workers
are regressed in each year on four education dummies (high school dropout, some college, college
graduate, greater than college), a quartic in experience, interactions of the education durmmies and
experience quartic, and two race categories (black, nonwhite other). The composition-adjusted mean
log wage is the predicted log waage evaluated for whites at the relevant experience level (5, 15, 25, 35, 45
years) and relevant education level (high school dropout, high school graduate, some college, college
graduate, greater than college). The mean log wage for college and high school is the weighted average
of the relevant composition adjusted cells using a fixed set of weights equal to the average ermnployment
share of each group. The exponentiated ratio of mean log wages for college and high school graduates
for each year is plotted. 22

See Data Appendix for more details on treatment of March CPS data.




A High performance manufacturing plants are
using dense social networks of workers to
solve problems.
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