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Executive Summary

Detailed investigative research into the management
practices currently in use in the Republic of Ireland
(ROI) and Northern Ireland (NI) was commissioned by
the Department of Enterprise Trade and Investment,
InvestNI, the Department for Employment and Learning,
Intertrade Ireland, Forfas and the Management
Development Council. The objectives of the research
were to: compare the levels of managerial skills with
those in Great Britain and other countries; identify
areas of weakness in the management practices of
manufacturing firms; identify the factors that may
account for the differences; indicate where targeted
improvements could improve performance and
investigate whether similar issues also apply in
tradable services firms.

McKinsey & Company was engaged to undertake this
work because it has spent seven years, together with
the Centre for Economic Performance at the London
School of Economics, applying a robust approach to
assess management practices and showing how these
practices were connected to business performance.

Across the globe, the research has found that firms
that are good at deploying accepted best-practice
management techniques perform significantly
better, in economic terms, than those that are not.
This suggests that improving management practices
may be a highly effective way for a firm to ensure it
outshines its peers.

The potential impact on national economies of
improving management practices is large. Globally,
the research indicates that when management
practices are rated on a scale from 1 to 5, a 1 point
increase in management practices is associated with
an increase in industrial output equivalent to that
produced by a 25% increase in labour or a 65%
increase in capital.

In this study researchers carried out structured
interviews on management practices with plant
managers in over 150 manufacturing firms in ROI and
over 120 in NI, representing 40% of eligible firms in
ROI and over 70% in NI. The firms sampled were
representative of the manufacturing base in terms of
size, ownership and sector. The research focussed on
firms with more than 50 employees, as these firms
account for more than 92% of the Gross Value Added
(GVA) in ROI!, and 75% of the GVA in NI?.

! Census of industrial production, Exhibit 12, 2005
2 Small and Medium size enterprises in Northern Ireland, Table 2, 2006
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The survey results were compared with those from
similar interviews with over 5,000 manufacturing firms in
14 other countries in Europe, Asia and the Americas.
Similar research was also piloted in service industries,
based on interviews with a small number of managers in
over 50 Irish firms in the tradable services sector®. For
the methodology used and dimensions assessed, please
see the Appendix.

ROI and NI show
significant potential
for improvement

Looking at the average management practice scores of all
the companies surveyed in each country, the analysis
highlights a significant gap between the scores in both
ROI and NI and those in the countries with the best
management practices. Both ROI and NI lie below the
global average and below Great Britain in the ranking of
countries, while the US is at the top.

The performance of high value manufacturing firms in ROI
is much better, ranking ahead of Great Britain, and just
behind the top performing tier of countries. Results from
the pilot survey in the tradable services sector suggest
that management practices are generally better in
services than in manufacturing, and more in line with
practices in high value manufacturing firms. Further
detail on the tradable services pilot findings can be found
in the appendix.

The breadth and depth of the study allowed for the
examination of the factors associated with differing levels
of capability and delivery in management practices and
provided valuable insights into the reasons why there are
such wide variances internationally.

Structural factors explain part
of the lag in the management
practice ratings

The research identified seven structural factors that
appear to account for a significant part of the variation in
management practice scores between countries,
including the gap between Ireland and other countries:

" Firm size: Globally, larger firms are found to have
better management practices than smaller firms, and
this holds true in ROI and NI as well. The
manufacturing base in ROI and NI includes a high
proportion of smaller firms, and this bias has a
negative impact on both countries’ average scores.

3 A tradable service can be sold in a different location to where it is produced. For the purpose of this work, tradable services firms are those with the Standard
Industry Classification (SIC) codes: Computer & Related Activities (SIC 72), Research & Development (SIC 73), Market Research (SIC 74.13), Business &
Management Consultancy (SIC 74.14), Architectural & Engineering (SIC 74.2), Technical Testing & Analysis (SIC 74.3), Advertising (SIC 74.4) and Creative

Entertainment (SIC 92.1-92.3)



® Ownership: The analysis indicates that
management practices vary with ownership type and
that firms owned by dispersed shareholders
generally have the best management practices. ROI
and NI have a high proportion of founder-owned and
family-owned firms, which tend to have poorer
management practices.

= Skill levels: The more educated its workforce, the
better the management practices a firm deploys. In
ROI and NI, relatively few managers and non-
managers in manufacturing firms have degrees*,
and this also accounts for part of the management
practice gap.

® Sector: Management practices also vary
significantly by sector, and high value manufacturing
firms* in all countries surveyed have better
management practices than the others. This
difference is particularly marked in ROI, where there
is a large gap between the performance of high
value manufacturing firms and firms in the remaining
sectors. This appears to be partly because high
value firms in the Republic employ unusually large
numbers of graduates, while other manufacturing
firms in ROI have unusually low numbers of graduate
employees.

® Labour flexibility: Firms in flexible labour markets
tend to have better people management practices
than firms in markets where labour rigidity rules.
Labour flexibility in ROI and NI is relatively high, but
not as high as in the US, and this also accounts for
part of the gap.

" Presence of multinational enterprises (IVINEs):
Multinational enterprises, both domestic and foreign
based, tend to have better practices than local firms
in all countries surveyed. There is a higher
proportion of MNEs among manufacturers in
both ROI and NI than there is globally, and this helps
to reduce the gap between the ROI and NI scores
and those of higher ranking countries.

" Competition: Globally, the data illustrates that
high levels of competition are associated with good
management practices. This may explain why
exporting firms in ROI and NI have better
management practices than those serving only the
domestic market.

In total, the combination of these structural factors can
account for about 40% of the gap between ROI's
average score and that of the US at the top of the league
table, and about 50% of the shortfall in NI's score
compared, again, with that of the US. The balance of the
gap is explained by poorer performance in ROI and NI
firms across a number of management practice areas.

*Degrees used as a proxy for skills levels
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There is scope to improve
three areas of management
practice in particular

After adjusting for the structural factors outlined above,
the research was used to identify management practice
dimensions where firms in ROI and NI are weakest. It
transpired that many firms are poor at defining the
balanced set of metrics necessary to align the shop floor
with the corporate agenda. They are also relatively poor
at reviewing performance against the metrics they do
define, and when they identify poor performance they
appear to be reluctant to take the actions necessary to
address it.

ROI and NI both

have a large proportion
of firms with poor
management practices

Globally, the analysis shows that the quality of
management practices varies much more (between firms)
within countries than between countries, and that it is
typically a relatively high number of firms with poor
management practices that drives down the average
national score of a low ranking country.

Both ROI and NI have a large proportion of lowly rated
firms, with 19% of firms in ROI and 12% of firms in NI
scoring less than 2 on a management practice assessment
scale from 1 to 5, compared with 7% in Great Britain and
just 2% in the US.

Improving areas of weakness
is more important than
excelling in others

At the level of the individual firm, the analysis suggests
that focusing on improving the worst areas of
management practice — the weakest links in the chain —
and achieving consistently good management practice
scores across the board is probably the most

effective way of achieving the higher overall scores that
are associated with better business performance.

Successful companies, meaning those with the highest
productivity, tend to have consistently high management
practice scores with little variation across all the 18
dimensions measured.

4 High value manufacturing, as defined by the OECD, include: Mechanical Engineering (SIC 29), Pharmaceuticals. (SIC 24.4), Other Chemicals (SIC 24.6),

Electrical & Optical (SIC 30-33) and Transport Engineering (SIC 34-45)



Closing the management
practice gap could deliver
substantial economic benefits

How could ROI and NI improve their positionings in
the league table of management practice?

One obvious approach would be to focus on those
firms where the quality of management practices is
currently below average also helping them improve
their management practices. Bringing the firms
rated below average in ROI and NI up to the average
level in each country by increasing their average
management practice scores by one third of a point,
would propel both countries into the top tier in the
global ranking, the potential benefits to the
economy are significant. The research suggests that
such an improvement in management practice could
be associated with an increase in the sector’s GVA
of £150m-£300m in NI and €500m-€2.5bn in ROI.
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The takeaways

For companies in ROI and NI, this research is good news.
Some companies in both jurisdictions have strong,
effective, world class management practices in place and
are already reaping the benefits in terms of higher
productivity, better returns on capital and more robust
growth. For those who are not yet at world class levels
there is a significant prize to be had simply by adopting
good management practices.

Improving management practices is a highly efficient
way for firms to leverage their existing labour and capital.
Yet surprisingly few firms have made any attempt to gain
insight into the quality of their management behaviours.
Those that do so give themselves an opportunity to
access rapid, cost-effective and sustainable competitive
advantage.

For policy makers, this research highlights some
common issues in NI and ROI. There was an opportunity
to collaborate with firms to significantly

improve the economies of ROI and NI. The overall
performance of most countries is determined not by the
performance of its leading companies, but by the
number of poorly performing companies. By developing
environments that encourage and assist all firms to adopt
good management practices, and by devoting as much
attention to the followers as to the leaders, both
governments can drive the competitiveness of their
entire economies.
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Management Matters in ROI and NI

Quantifying management
practice worldwide

This research project started in 2001 with the hypothesis
that the way a firm is managed has a strong impact upon

its performance, and a belief that this effect might be
stronger than many of the other factors that determine
whether a business succeeds or fails. To test this
hypothesis, McKinsey & Company developed a tool to
assess management practices and compare this
assessment with economic measures of corporate
performance.

Since then, the same methodology has been applied to
more than 5,600 companies in sixteen countries

(Exhibit 1). Over 270 firms were recently surveyed in ROI
and NI. In ROI 40% of eligible firms were surveyed. This

represents a higher proportion than was surveyed in

other countries, and provides a representative sample of

manufacturing firms. In NI 74% of eligible firms were
surveyed, which is the highest proportion of eligible
firms surveyed in any jurisdiction to date.

Management matters

The robust methodology for the evaluation of
management practice has enabled its association with
corporate performance to be tested and clearly
demonstrated. Analysis has shown that management
practice scores are closely correlated with a range of
corporate performance metrics, including labour
productivity, sales growth and return on capital
employed (Exhibit 2).

The same strong relationships between management
practice scores and financial performance hold true
across the different countries and cultures surveyed
(Exhibit 3).

Exhibit 1: Number of interviews by country

0 Great Britain
O us.

© Brazil

O cChina
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40% of ROI and 74% of NI
eligible universe surveyed

Exhibit 2: Mlanagement practice scores
for manufacturing firms compared
with economic metrics
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Exhibit 3: Mlanagement practice scores
compared with labour productivity
in different country groupings
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Improved management practice is also associated with Exhibit 4: Effect of increased factor
large increases in productivity and output. The findings of inputs on output

the research suggest that a single point improvement in a

firm’s management practice score is associated with an

increase in output equivalent to that produced by a 25 28% gov |mpeeving
management
percent increase in the labour force or a 65 percent praciceisa
. . . s . . ST
increase in invested capital (Fxh1b1t 4). T?us observation o Lirinrn ' ) sig;tgx:_x;n
holds true even after controlling for a variety of factors, " Capital oGty
(4 — Labour
including the firm’s country, sector and skill level, Pon - Capital
ownership type, size, profitability etc. % . * This is true for all
oo’ companies*
’Management irrespective of
’,' practice the quat]ity of
l current
. e e e
Scope for improvement
in ROI and NI
The global research reveals significant differences in
management performance between countries. The US is Exhibit 5: Mean management practice
at the top of the table with an average score of 3.30, while score by country
India brings up the rear with an average score of 2.60.
Although there are some strong performing firms in India, Us. 3.30
with scores above the US average, a significant proportion :e“:a“y :'1:
weden 3
of poorer performers drags the average down. There is a Japan 215
wide gap between ROI/NI and the top tier countries, such France 2.99
as the US, Germany, Sweden and Japan. Both ROI and NI fraly 298
. . Great Britain 2.97
lie below the global average of 2.92, with lower scores Poland 288
than Italy, Great Britain and Poland (Exhibit 5). NI 285——— (D
ROI 2.17 D
ROI’s high value manufacturing firms rank ahead of those Portugal 2.74
in Great Britain, and just behind those in the top tier Greece 2.64
China 2.63
countries (Exhibit 6). India 2.60
A
Results from a pilot survey of 50 firms in the tradable R 2202

Canada data has been included in global regressions throughout this report but excluded from the rankings as their
wve not yet been published

services sector suggest that management practices are E

better in services than in manufacturing in both

ROI and NI. Exhibit 6: Mlean management practice
score of high value manufacturing
firms* by country

us. 342
Germany 3.312
Japan 3.22 |
Sweden 3.21 }

ROI [ .19 +— (D
Italy 3.17

Great Britain 3.04

France 3.02

Greece 2.99

NI 2.99

Poland 2.96

India 2.80

Portugal 2.76

China 2.15

* High value firms included have U.S. 3-digit SIC codes that unambiguously match to UK. 2003 codes of 24.4, 24.6, 29, 30-33, 34 and 35



Structural factors
explain part of the lag
in management
practice rankings

A number of structural factors, such as firm size and
ownership type can account for 38% of the gap between
the average score of manufacturing firms in ROI and
those in the US (Exhibit 7). In NI the same structural
factors account for 52% of the gap (Exhibit 8), with lower
skill levels* accounting for a more significant portion of
the gap

Exhibit 7: Gap in management practice
score, ROI versus US

Gapin d g P ice score - ROI vs. US Reduces the gap
I Increases the gap

38%

0.02

0.33
- B il
L —=

Rawgap Firmsize Ownership Skilllevels Industry —Labour Competition MNE Non
sector flexibility presence Structural

|

Exhibit 8: Gap in management practice
score, NI versus US

Reduces the gap
I increases the gap

0.45
0.08
0.0
0.08
0.02
021
0.03
002 n -
E—1 —

Rawgap Firmsize Ownership Skilllevels Industry Labour  Competition MNE Non
sector flexibility presence  Structural

*No of degrees used as a proxy for skill levels
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Size matters: Large firms, wherever in the world they
operate, tend to have better management practices than
small firms, and this holds true in ROI and NI (Exhibit 9).

Exhibit 9: Management practice score
versus firm size, worldwide and in Ireland

Assessed Management Practice score* Assessed Management Practice score*

3.00 Global
2.95 , -« N

2.90
2.85
2.80
2.75
2.70
2.65
2.60
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2.50
2.45

Global

= — — — . RoOI

|

Trend s insignificant in
>500 employee firms due
to low sample size in
2.40 NV/ROI amongst these
2.35 large firms

2.30 2.3
0 100 200 300 400 500 600 1,000 2,000 3,000 4,000 8,000
Firm size Firm size

The impact of size® on management practice score is
particularly pronounced in firms of under 600 employees.
Because smaller firms account for a particularly high
proportion of all firms in both ROI and NI relative to the
other countries examined (Exhibit 10), this factor
accounts for approximately 15% of the gap between the
management practice scores of ROI and NI and that of the
top performing country (the US).

Exhibit 10: Proportion of firms in each
country by headcount

Employees

I s0-100
ROI Il 100-250
Portugal 250-500
- 500+
India
Greece
Italy

Great Britain
Sweden

Us.

France
Poland
Germany

China

Japan

5The definition used for firm size is the self declared size of firm during interviews, which has been shown to be more up to date and accurate than relying on

reported accounting data.



Ownership matters: When the firms in the survey are
grouped according to ownership type, clear differences
emerge in both management practice score and financial
performance. Firms owned by dispersed shareholders
perform best, while organisations owned and run by their
founders or members of the founder’s family perform less
well, with primogeniture firms (those that are family-
owned and run by the eldest son or grandson of the
founder) bringing up the rear (Exhibit 11).

Exhibit 11: Mean management practice score
by ownership type, controlled for size

Dispersed Shareholders 3.17
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Higher skill levels, better management practices*:
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.
Globally, better management practices were observed in
firms where a high proportion of staff and managers have
degrees, and this link between management practice and
skill levels is also apparent in ROI and NI (Exhibits 13, 14).

Exhibit 13: Global management practice
score compared with skill level

Managers Non managers

Management practice score

Management practice score

Managers

Other*

Private Individuals

Family CEO

Family CEO, Primogeniture**

Founder CEO

2.98

2.89

2.85

2.65

2.65

* Grouping of infrequent ownership types in ROV/N, including “Private Equity”, “Family, External CEO”, “Founder, External CEO"
: " and "Other”

#* Firms with a controlling stake owned by a family which appoints the eldest son as CEO

Globally, the spread of management practice scores
according to ownership type strongly suggests that a
propensity to employ professional managers and to
promote them on the basis of merit delivers better
managed, better performing firms.

In ROI and NI there is a high proportion of firms in the
ownership classes that typically have poorer
management practices (Exhibit 12), and this factor

accounts for a further 10% of the difference between their
average management practice score and that of the US.

Exhibit 12: Share of firms by ownership type

Share of firms with founder CEO - by Share of firms with CEO selected by
country, % primogeniture - by country, %
India 45 Greece 16

NI 28 ROI 14

ROI 25 India 13
Portugal 25 Japan 13

Italy 24 Great Britain 11

Greece 21 Italy 9

China 15 NI 1 °

uUs. 11 Portugal 7

Poland 10 France

Great Britain 8 Germany 5

Sweden 4 Us. 4

Germany 4 Sweden 3

France 4 Poland 2

Japan 2 China 1

*No of degrees used as a proxy for skill levels
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Exhibit 14: Management practice scores
compared with skill levels in Ireland
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In ROI and NI, fewer managers and non-managers in

manufacturing firms have degrees than in the global
sample (Exhibit 15), and this accounts for a further
10% of the gap compared with the average US

management practice score.

Exhibit 15: Share of employees with degrees
by country

Managers, %

Non managers, %

India 82.8 Japan 24.1
Japan 705 Sweden 156
Poland 69.5 Poland {155
Germany 66.3 India 13.9
Greece 65.1 Italy {139
Us. i 59.6 France {139
France { 505 us. {137
Portugal 51.9 Germany 11.4
ROI 51.6 ROI [ 104
Italy 50.9 China 8.6
NI 492 Great Britain | 8.5
Sweden 46.6 NI T
China 425 Greece 60
Great Britain 41.7: Portugal 3.:5
A A
@511 @118

High-value manufacturing sectors have better
practices:

When firms are grouped by industry, it is not surprising
to find that those in knowledge intensive, high value

sectors have better management practices than the rest.

In ROI, there is a big difference between scores in firms
in these sectors and those in firms in more traditional
sectors — greater than the difference in any of the other
countries surveyed and more than three times greater
than the difference in NI (Exhibit 16).

Exhibit 16: High value manufacturing
compared with other manufacturing firms

Gap between high-value and traditional manufacturing firms

0.50
0.45 L ® ROI
0.40 | ® Greece
035 1 ® India
0.30 [
Germany ®
0.25 - o
0.20 Italy o Sweden yg
015 - Great Britain
: ® China NIe = ® Japan
0.10 1 Poland® .
0.08 -
0 r Portugal
L)
_0.05 . . . . . . . . .

24 25 26 27 28 29 30 31 32 33 34

Average score of high-value manufacturing firms
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The size of the gap in management practice scores
between high value manufacturing firms and the
remaining firms illustrates the importance of attracting
skilled employees in these knowledge intensive sectors.
In high value manufacturing sector firms in ROI,
education levels are among the highest observed across
all the countries surveyed, while NI firms in these sectors
have a much lower proportion of skilled staff than those in
other countries surveyed (Exhibit 17).

Exhibit 17: Share of staff holding degrees in
high value manufacturing firms by country

Managers, % Non managers, %

Greece 81.3 Japan : 23.7
India 82.8 ROI i 22.1
ROI I s Sweden {210
Italy 3.6 Poland i 20
Poland 3.4 France : 19.9
Germany 733 us. i ez
us. 69.7 India {1
France 68.6 Germany :15.6
Japan 67.1 Italy 13:.6
NI | 552 China 12.8
Portugal 54.:4 Great Britain 12.§
China 51.9 Greece 1.9
Sweden 50.2 NI 7.3 |
Great Britain 49.4 Portugal 6.5

A A

266.6 o162

Labour market flexibility is associated with better
people management: Flexible labour markets should
support companies in their efforts to adopt better people
management practices to attract, develop and retain the
best employees. The large number of countries included
in the survey, with widely varying labour market
environments, makes it possible to test this hypothesis.

The link between greater labour market flexibility and
improved people management turns out to be a strong
one (Exhibit 18).

Exhibit 18: People management scores
related to labour market flexibility

People Management Practice score
3.3

us
3.2 [
3.1 [
3.0
G o ®Poland .~ 4
29 L Ly 8 Great Britain
2.8 Sweden - Japane NI
K L] o Italy
® France T ° Kol
27 L L India® @ China
Greece
2.6 e ®Portugal
0 I L L L L L L L L L L

0O 45 50 585 60 65 70 75 80 8 90 95 100
Employment flexibility*

* 100 minus the World Bank ‘Employee rigidity index’
** Assumed NI labour flexibility same as Great Britain



Companies operating in countries with flexible labour
polices (measured using the World Bank’s employment law
rigidity index®) score markedly better than the rest in
people management practices. For example, the US, with
its extremely flexible employment laws, has by far the best
people management record, a factor which contributes
strongly to its overall top position among the countries
surveyed.

Labour markets in ROI and NI are among the most flexible
in the world. Yet it appears that managers in both
jurisdictions are deploying poorer people management
techniques than might be expected, given this flexibility.
This suggests they may be foregoing a real opportunity

to increase their local management practice score,

and this accounts for ~7% of the gap to US management
practice scores.

Multinational enterprises (MNESs) are better managed:
MNES, regardless of size and geography, tend to
outperform local competitors (Exhibit 19). This is no doubt
a result of their need to compete effectively in

global markets.

Scale effects cannot fully account for this difference in
performance. Although larger firms surveyed do tend to
perform better, this effect can account for only a quarter of
the difference in management practice performance
between multinationals and their domestic rivals.

It is not just the multinationals themselves who benefit from
their better management practices. Globally, the research
finds that the presence of multinationals within a region is
associated with better management practice in domestic
firms, possibly transmitted through migration of employees
and knowledge and through commercial interactions
between the two groups.

This association is also apparent in ROI and NI but the
relatively high prevalence of MNEs in ROI and NI does not
seem to be linked with as high a level of management
practice in domestic firms as you might reasonably expect,
based on observations in other countries? (Exhibit 20).

Increased competition improves performance:
Interviewees participating in the research are asked to
comment on and assess the degree of competition they face.
The more competitors they believe their company faces,

the higher its management practice scores (Exhibit 21).

This could be a result of two effects: 1) good practice
spreading quickly in highly competitive environments,
and 2) poor practice being eliminated by natural
selection as poorer performing companies are removed
from the marketplace.
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Exhibit 19: Multinationals compared with
domestic companies by country

A MNE M Practice score
3.6
35

°US
34
3.3 Ing.ia O ® Japan )
3.2 @ Poland | ®Italy ® Sweden -
31 2 France o 2
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[ Greeces China
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Exhibit 20: Link between MINE presence and
domestic firm practices
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Exhibit 21: Correlation between
management practice scores and reported
level of competition

Management practice score
3.6

34
3.2
3.0 -
284y .
26 [
2.4

22

2.0 . . . . . . . . .
0 1 2 3 4 8 6 1 8 9 10
Reported level of competition

6 www.worldbank.org — A composite index maintained by the world bank as a measure of labour market flexibility.

T For further discussion on the productivity spillovers from MNEs, see “Productivity Spillovers from Multinational companies”, Holger Gérg, University of
Nottingham, share of MNEs in Exhibit 20 is based on domestic and international MNEs surveyed



The research also indicates that exporting firms have better
management practices than those solely serving the
domestic market in ROI and NI, regardless of whether the
firm is a multinational enterprise (MNE) or a domestic firm
(Exhibit 22). MNEs that export score highest of all firms in
both ROI and NI. This is further evidence to illustrate that
competition matters, as both exporters and MNEs expose
themselves to higher competition than domestic and/or
non-exporting firms.

Exhibit 22: Exporters compared with non-
exporters, both domestic and multinational

Mean Management Practice score*®
Domestic MNE

2.65 2.711

Exporter

ROI
~0.40

increase in
score

Non-exporter

ROI NI ROI NI
* Controlled for size and SIC code

Taken together the combination of these structural factors
can account for nearly 40% of the gap between ROI's
average score and that of the US at the top of the league
table, and over 50% of the shortfall in NI's score relative
to the US. The balance of the gap can primarily be
explained by performance in a limited number of
management practice areas.

There is scope to improve
three areas of management
practice in particular

Operations management and target management are
areas that have attained low scores in both NI and ROI,
indicating that manufacturers have been slow to adopt
many of the modern production techniques that have
been applied with great success across industry

and geography.
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Scores in people management are relatively high in NI
compared to global averages, appearing to reflect the
relatively high level of market flexibility. However, despite
similar flexibility in the Republic, people management
there is below average .

The implication is that while the flexible labour market in
ROI and NI (as well as competition from a thriving service
sector) forces firms to work hard to attract good people,
they are far less effective at equipping their employees to
deliver improved performance and at motivating them to
do their best.

A detailed examination of the criteria used in the survey to
assess management practices (see the Appendix for
explanation of each of the 18 dimensions) highlights three
improvement themes for both ROI and NI. ROI and NI firms
are particularly weak at defining the right metrics,
reviewing them, and addressing poor performance
(Exhibit 23).

Exhibit 23: Criteria grouped by area of
management and by theme

Average scores to individual questions*

Global
average
scores Comparison to global average scores Theme

ROL N B Us
ean [ Jes 008 [Joe  [loos | Joso
;pnaﬂmu Why lean? 2.88 -0.07 0.03 005 | Joza
an: t
AIEMERt b ocess Documentation 314 oz | 00 00z [Joaz
Performance Tracking 335 021 2019 015 [Hoaz
Review of Performance 33 onf| -o1s 01z [Jois
© Reviewing
metrics
Performance Dialogue _ 319 008 002 o h 0.26
frazass Type of Targets 2.95 o1z -01e -0.10 010
Management
Interconnection of Goals 2.07 -0.08 0.7 018 0.29
o Defining
Time Horizon 3.0 <azf| 013 005  |los the right
Goals are Stretching 2.99 012 0.08 014 021 metrics
Clarity of Goals 2,60 o1 0.5 0.01 025
People Consequence Management 314 018 -0.05 017 041
Management  Instilling a talent mindset 238 002 011 0.07 034 () Bddressing
poor
Incentives and Appraisals [ 2.52 012 0.160.11 050 performance
Making room for Talent 3.04 -0.15 0.08 025 012
Developing Talent | Jaee 0.0 019 [ Joas | Jozs
Distinctive Emp Value | Jaos 002 014 [Joos [ Joaz
Retaining Talent [l2.47 [Jou 015 | Joaz [ Joazs

ownership and education
October 2008; team analysis

Specifically, firms in ROI and NI are poor at defining the
balanced set of financial and operational metrics necessary
to align the shop floor with the corporate agenda. They are
poor at reviewing performance against these metrics, and
while NI firms are better than average at managing people,
firms both north and south are reluctant to take the
necessary actions to tackle poor performance.

In the best managed firms, these three themes have the
characteristics described in Table 1.

Levels of practice in the three areas defined by these
themes explain, between them, over 70% of the gap from
best practice which remains when structural factors have
been taken into account (Exhibit 24, 25).



Table 1

Defining the right metrics:

Types of targets. Goals are a balance of financial
and non-financial targets. Senior managers believe
the non-financial targets are often more inspiring
and challenging than financials alone

Interconnection of goals. Corporate goals focus on
shareholder value. They increase in specificity as
they cascade through business units ultimately
defining individual performance expectations.

Time Horizon of Goals. Long term goals are
translated into specific short term targets so that
short term targets become a "staircase" to reach
long term goals

Goals are stretching. Goals are genuinely
demanding for all. They are grounded in solid
economic rationale

Clarity of Goals. Performance measures are well
defined, strongly communicated and reinforced at
all reviews; and performance and rankings are
made public to induce competition

Reviewing performance against these metrics:

Performance Tracking. Performance is continuously
tracked and communicated, both formally and
informally, to all staff using a range of visual
management tools

Source: McKinsey

Exhibit 24: Gap in management practice
score, ROI versus US

Difference in mean country score

Raw gap Structural Management  Defining

factors practices metrics metrics performance practices

Discrepancy in sum due to rounding to 2 decimal places for presentation purposes
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" Review of Performance. Performance is continually
reviewed, based on indicators tracked. All aspects
are followed up ensure continuous improvement.
Results are communicated to all staff

" Performance Dialogues. Regular review and/or
performance conversations focus on problem solving
and addressing root causes. Purpose, agenda and
follow-up steps are clear to all. Meetings are an
opportunity for constructive feedback and coaching

Addressing poor performance

" Consequence Management. A failure to achieve
agreed targets drives retraining in identified areas of
weakness or moving individuals to where their skills
are appropriate

= Instilling a talent mindset. Senior managers are
evaluated and held accountable on the strength of the
talent pool they actively build

= Incentives and appraisals. Ambitious stretch targets
with clear performance related accountability and
rewards are provided as the firm strives to
outperform the competitors

® Making room for talent. Poor performers are moved
to less critical roles or out of the company as soon as a
weakness is identified.

Exhibit 25: Gap in management practice
score, NI versus US

Difference in mean country score

0.08

0.06

Raw gap Structural ~ Management  Defining
factors practices metrics metrics performance  practices



A large proportion of low
scoring firms drags down
the average score

The spread of management practice performance

between firms in the same country, even those of similar

size operating in the same industry sectors, is very
broad and significantly bigger than the inter-country
spread, suggesting that management excellence is a
matter of internal firm policy and behaviour rather than
the business environment (Exhibit 26).

Exhibit 26: Big variations in management
practices within countries

Distribution of firms’ average Management Practice scores - by country

b bk

Poland

mmmmm
A e il

Improving the management practices of 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 has a
significant impact upon the score of lower performing
countries (Exhibit 27).

Exhibit 27: Impact of excluding poorly
managed firms on countries’ average
management practice scores

A d Score excluding

firms scoring <2

score - by country

us 33 W imm
Germany 33 1270
Sweden 33 '1169
Jopan 84
France z_%‘é)s
Italy z%'gs
Great Britain 2'3'707
m 285”
ROI 2-773.0()
Poland z.gisoo
Greece 2.64 291
Portugal 2_73'90
India 2.602'84
China g.zégo
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Both ROI and NI have a large share of firms scoring less
than 2 with 19% of firms in ROI scoring poorly and 12%
of firms in NI, compared with 7% in Great Britain and just
2% in the US (Exhibit 28). Improving management
practices in the firms in these ‘tails’ of under-
performance would significantly reduce the gap
between the average scores of ROI and NI and those of
the top performing countries.

Exhibit 28: Large share of poorly managed
firmms in ROI and NI

Share of firms that are poorly managed*, %

R‘:; lvg% of “:2 1‘2% of
10 firms 10 firms
8
o bt of e
, = H
4 4
il HHHHHH i | : mmnnﬂﬂﬂﬂﬂﬂﬂﬂ e
1 2 3 4 5 1 2 3 4 5

* Poorly managed = management practice score <2

SME sector firms (those with less than 250 employees)
perform particularly poorly in ROI and NI compared with
SMEs elsewhere in the world (Exhibit 29).

Exhibit 29: Firms in ROI and NI compared
with their global peers

ROI NI

Distribution of firms - by firm size, ROI

Distribution of firms~ by firm size, NI
%

35
30 30 100-250
25 | * 100250 25

0100 * 1000-5000%* ®

50-100
20 1000-5000 20 b
.
15 250.500 15 250-500 © 500-1000
© 500-1000

10 10
5 5
0 0
03 -02 01 0 01 02 03 03 02 -01 0 01 02 03

Poorer practices Better practices

Management Practice score*
Gap to global average

* Controlled for size
## Not significant due to low sample size

Poorer practices Better practices

Management Practice score*
Gap to global average



In ROI, large firms (i.e. firms with more than 1,000
employees®) also appear to perform less well than their
peers elsewhere . Even if some of these firms have large
numbers of employees internationally, and significantly
smaller branches in ROI, a small subsidiary of a large
firm could be expected to perform better than a
domestic firm of the same size. However, these small
branches in ROI do not appear to be importing the
management practices of their parent companies. The
research finds the same result holds true when using
other measures to define large firms.

Privately owned firms perform particularly poorly in ROI,

where firms owned by private individuals or managers
score one third of a point less than the global average
(Exhibit 30). NI firms did not perform significantly
differently from the global average.

Improving areas of
weakness is more important
than excelling in others

The scores for individual dimensions of management
practice tend to be co-correlated for a given firm,
implying that firms which are good in one dimension of
management tend to be good in other dimensions as
well. In general, the best managed companies show
consistently high scores across all dimensions.
Companies that achieve this consistency also appear to
be rewarded for it, as they achieve higher productivity
(Exhibit 31).

Analysis of the data suggests that focussing on
improving the weak points in management practice in
order to achieve consistently good scores across the
board is an effective way of achieving a higher average
management practice score and, presumably, the
associated performance benefits. This would suggest
that the individual scores in the assessment output can
be beneficial in highlighting areas for targeted
improvements (Exhibit 32).
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Exhibit 30: Comparison between firms of
different ownership types, ROI and Global

M: Practice score, d for size - by hip type Global
ROI
3.17
Dispersed Shareholders
3.14

2.99

Managers
2.67

2.98

Other

2.89
Private Individuals

2.85
Family CEO
2.63

2.65
2.62

2.65
2.70

Family CEO, Primogeniture

Founder CEO

Exhibit 31: Illustrative profiles of companies
with different levels of productivity

ILLUSTRATIVE EXAMPLE

Management score profile

Company A

Average

Indexed

score 3.5 productivity*
Company B

Average

<

score 3.8

Operations Target People

* Sales per employee

Exhibit 32: Targeted improvements
suggested by assessment output

M: score, by area ILLUSTRATIVE

A Teroeed
interventions

Focus on key areas to

improve

* Consistency of
management
practice

* Average
management score

* Associated

performance
. -ROCE

— Productivity

— Growth

— Market
capitalisation

Operations Target management People management

8 Firm size is based on a self-declared employee number by the interviewee manager. The analysis of firm size is based on this self reported figure, the
research to date has found it to be the most accurate and up to date measure of firm size.



Managers are poor at assessing their own
performance: Good management appears to be so
strongly linked with good performance that it might be
reasonable to expect all firms to make improving
management practices a priority. The techniques of
good practice are, after all, widely available and easily
accessible yet many firms remain poorly managed. The
poor dissemination of management practices suggests
either that successful implementation is elusive or that it
is not a priority for many firms.

To examine possible causes of this disconnect, the latest
round of research sought to evaluate managers’
perceptions of their firms’ performance. The final
interview question asked them to assess the overall
management performance of their firms on a scale of one
to five. To avoid false modesty, they were asked to
exclude their personal performance from the calculation.

Subjects’ answers to this question were not well
correlated with either their firms’ management practice
scores or their business performance. The research
finds this lack of correlation in all countries, and in well
managed and poorly managed firms alike.

This lack of self awareness implies that managers in most
firms do not attempt to evaluate their management
practices or to compare themselves with international
benchmarks, or even with those in other firms in their
owns sectors and territories. One consequence is that
many organisations are probably missing out on
opportunities to make significant improvements because
they are simply unaware that their own managerial
practices are poor.

In common with managers elsewhere, Irish managers
have a limited view of the strength of overall
management practice performance within their own
organisations (Exhibit 33).

Closing the management
practice gap could deliver
substantial economic benefits

How could ROI and NI improve? One obvious approach
would be to focus on those firms where the quality of
management practices is currently below average. For
example, bringing the lowest rated two quartiles of firms
in ROI and NI up to the average level in each country
would propel both countries into the top tier in the
global ranking (Exhibit 34).
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Exhibit 33: Poor self-assessment of firm’s
management practice in ROI and NI

Self d* vs. d M:

Assessed Management Practice score

Pract;

T 95% confidence

ice score | interval

25-75% percentile
showing mean

Assessed Management Practice score

1 15 2 28 3 35 4 45 8
Self-assessed Management Practice score

115 2 25 3 35 4 45 5
Self-assessed Management Practice score

* Response to the final question in the interview, ‘Excluding yourself how well managed is your firm?*

Exhibit 34: Impact of raising the scores of
below average firms in ROI and NI to

average levels

Mean management score - by country

Us.
Germany
Sweden
~ NI
‘ Japan

L ROI
France
Italy

Great Britain
Poland

I ROU/NI currently
ROI/NI after
Improving
3.30
3.17
3.16
3.16
3185
,3.07 | Potential gain*
2.99 | * ROL: €676m-€2,6bn
298 } * NI: £150m-£300m
2.7 |

I
m 20+ CED)
o — e D

Portugal
Greece
China
India

Assuming the cost of labour in ROI and N1 is €9bn and £2bn respectively, and GVA is €35bn and £4bn respectively,
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An alternative approach would be to focus on specific Exhibit 35: Impact of raising scores of SMEs
categories of firm, such as SMEs or firms with low levels in ROI and NI
of staff education. Improving the management practices
of SMEs, for example, would help address the tail of Mean management score* - by country B ROVl currently
ROI/NI after
poorer performing firms that is currently dragging down s, 830 fmproving
the average scores, and would similarly move both ROI Germany 3.17
Swed: 3.16
and NI up into the top tier of countries examined ]:;,Z:n 315
(Exhibit 35). M 1809
ROI 8.02
. . . France 2.99
Improving management practices could potentially Italy 2.98
. ope . Great Britain 2.97
generate significant benefits for the economy. For Poland 288 |
example, bringing the lowest rated two quartiles of firms NI = 2485%!
ROI 2.77 >
in ROI and NI up to the average level in each country Portugal 2.74
would increase average management practice scores by g:::e j:;

one third of a point. This could be worth between €800 India 2.60
million and €3 billion (€500m-€2.5bn in ROI and
£150m-£300m in NI).  Mosn managomontscoro by couiryforall s, withadiion of RO an N vorag managament scores afcs ncressing SVES scores by 05



The Takeaways

For companies

For companies in ROI and NI, this research is good news.
Some companies in both jurisdictions have strong,
effective, world class management practices in place
and are already reaping the benefits in terms of higher
productivity, better returns on capital and more robust
growth. For those who are not yet at world class levels
there is a significant prize to be had simply by adopting
good management practices.

Improving management practices is a highly efficient
way for firms to leverage their existing labour and
capital. Yet surprisingly few firms have made any
attempt to gain insight into the quality of their
management behaviours. Those that do so give
themselves an opportunity to access rapid, cost-effective
and sustainable competitive advantage.
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For policymakers

For policy makers, this research highlights some
common issues in NI and ROI. There was an opportunity
to collaborate with firms to significantly

improve the economies of ROI and NI. The overall
performance of most countries is determined not by the
performance of its leading companies, but by the
number of poorly performing companies. By
developing environments that encourage and assist all
firms to adopt good management practices, and by
devoting as much attention to the followers as to the
leaders, both governments can drive the
competitiveness of their entire economies.
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Appendix

Methodology

Exhibit 36: Topics areas covered
The research globally focused on assessing
management practices in medium sized firms, with

Dimensions_ . Score
between 50 and 5,000 employees, because they tend to . A roedic e lean . :
be more comparable with each other than larger firms o p enren 2 P ot 2
. 5. Review of performance 4
and because the links between plant level management e s e
practice and corporate productivity are clearer in firms s 5 e ment
. . . 5 z ) 1
of this magnitude than they are in more complex reople R e 27| dime
. management 9. Making room for talent 3 calculated
transnational conglomerates. 10. Develaping talent 4 from average
BE Crea.ti‘ng istincti ployee value 3 :L:l:::ions
T 3 h 12. Retaining ti‘lﬂ\t_ = 2
0 assess management practices, researchers T -
conducted “double blind” interviews: the individual 13. Performance dialogue 3
. . . 14. Quality of targets 4 (
managers being interviewed were unaware of the Target 15. Interconnection of targets 3
. ; . . management 16. Target stretch 4 _
criteria they were being scored against and of the e e e g
scoring methodology, while the interviewers were T =
unaware of the financial performance of the
organisations where they were conducting interviews.
The assessment covered 18 topics in three broad areas:
shop floor operations, target management and people Exhibit 37: Management practice scores,
management. Interviewers gave the firms a score from interviewer versus listener, in ROI/NI
one to five in each of the 18 dimensions, depending on
how well they performed according to pre-determined
scoring criteria (Exhibit 36). Listener
o
This approach has been proven to be robust. The
L]
interview results and scores for an individual firm can be 4t 008"t , o
. . o g0 O LY
reproduced even when the interviewers are changed. :.= o :. O
® o
While conducting interviews, a second assessor often sl o o o ogfifte 3
. . . . o o s et
listens to an interview and independently conducts an . l;' ,! &
L) .
evaluation. Their resultant scores show a very high Y S,
. . . . . 2 o0 00 ®® ° N High correlation (0.96)
correlation with the primary interviewer’s scores o oo dic 8 between interviewer and
. o : e, listener scores
(Exhibit 37). R
1
1 2 3 4 8

The distribution of firms sampled for this study was

Interviewer

representative of the universe of available firms in terms
of size (Exhibit 38) and industry (Exhibit 39).



Exhibit 38: Distribution of manufacturing
firms in ROI/NI and firms sampled -
by firm size
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Exhibit 39: Distribution of manufacturing
firms in ROI/NI and firms sampled -
by industry

Size density for universe* Number of Size density for sampled firms Distribution of interviews U.S. SIC code, %
% (N = 791) Employees** % (N = 274) by U.S. 7
38 50 Distribution of universe of firms Industry Distribution of sampled firms
27 100 % (N = 741)* Sector % (N = 274)
11 150 Food
7 200 Industrial
4 250 Fabricated
tals
2 300 meta
2 350 + Our sample is Chemicals
2 400 repre-sentative in Electronic
terms of firm size Stone
1 450 . Printing
500 * Of the 274 firms Rubber
3l interviewed, 139 -
2 I 1000 51% Measuring
(51%) were Furniture
1500 multinationals Miscellaneous
2000 * 40% of ROl and 74% Paper
2500 of NI eligible Primary metals
3000 universe surveyed Apparel
3500 Lumber
4000 Textiles
4500 Transportation
Petroleum
5000 Leather
Tobacco
* Firms based in ROI/NI, sourced from ORBIS and FAME, with 5( , and classified as.
** Number of employees of firm as filed in accounts * Excludes 50 firms with US SIC code not identified
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Description of topics evaluated

Definition

Lean

Why lean?

Process Documentation

Performance Tracking

Review of Performance

Performance Dialogue

Type of Targets

Interconnection of Goals

Time Horizon

Goals are Stretching

Clarity of Goals

Consequence Management

Instilling a talent mindset

Incentives and Appraisals

Making room for Talent

Developing Talent

Distinctive Emp Value

Retaining Talent

Description

Introduction of lean manufacturing: Tests how many lean
principles and concepts are used

Rationale for lean manufacturing introduction: Tests reasons for
why lean was introduced and how holistic the lean approach is

Documentation and improvement of processes: Tests process for
and attitudes to continuous improvement and whether learnings
are captured/documented

Tests whether performance is tracked using meaningful metrics
and with appropriate regularity

Tests whether performance is reviewed with appropriate
frequency and communicated with staff

Tests the quality of review conversations

Quality of targets: Test whether targets cover a sufficiently broad
set of metrics

Tests whether targets are tied to company objectives and how well
they cascade down the organisation

Target time horizon: Tests whether company has a ‘3 horizons’
approach to planning and targets

Tests whether targets are appropriately difficult to achieve

Tests how easily understandable performance measures are and
whether performance is openly communicated

Tests whether differing levels of (personal) performance lead to
different consequences (good or bad)

Importance of human capital: Tests what emphasis is put on talent
management

Building of high-performance culture: Tests whether good
performance is rewarded proportionately

Tests whether firm is able to deal with underperformers

Promoting high performers: Tests whether promotion is
performance based

Attracting talent: Tests how strong the employee value
proposition is

Tests whether company will go out of its way to keep its top talent



Other Findings

The interviews in ROI and NI highlighted a number of
other interesting findings. Two of them are
summarised here:

Plant manager autonomy is linked to better
management practices: The global research has
demonstrated a link between higher levels of
managerial autonomy and better management practices.
Autonomy has a cultural element, with more hierarchical
cultures giving less control to their managers. Given the
relatively high level of plant manager autonomy in ROI
and NI

(Exhibit 40), one would expect higher management
practice scores (Exhibit 41).

Good management is correlated with rapid changes
in manager’s role: A strong link globally is found
between management practices and plant manager
tenure in position. Firms with managers in positions for
a longer period of time are found to have poorer
management practices than those with more recently
appointed plant managers. The same link is observed in
ROI/NI (Exhibit 42). However, while tenure in role is
strongly correlated with management practice scores,
tenure in the firm is not, indicating that it is the changes
in individuals’ roles within a firm rather than bringing
new people into the firm that leads to better practices.
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Exhibit 40: Relative levels of autonomy of
plant managers in different countries

Average degree of plant manager autonomy*

Sweden
NI

Great Britain
us

ROI
Germany
Ttaly
France
Portugal
Poland
India
China
Japan
Greece

Plant have less

Plant have more

-0.08
-0.10

-0.19
-0.34
-0.38
-0.43

0.27
| 0.24
0.18
0.18
[ 0.16
0.13

0.07

0.02

* Over hiring, investment, sales and new products, by country, normalised using Z-scores

Exhibit 41: Mean management practice
score versus level of autonomy, by country

score

3.3
®Us
32 F Swedens
31 r ¢ Japan Italy 'ﬁ(},erff\'any
France® .-CreatBritain
30 | )
29 * Polaiid ~
-~ ® Portugal
28 ® ROI
2.7 'Greecev«""/
® India
26 F
25 | ® China
24 : w ‘ ; ‘ ‘ ‘
05 04 03 02 01 0 01 02 03

Level of autonomy*

* Average degree of plant manager autonomy over hiring, investment, sales and new products, by country, normalised using Z-scores

Exhibit 42: Mean management practice
score compared with tenure of management
in position

Mean Management Practice score - by tenure in position, years

Global

Assessed score
50

ROI

Assessed score

45 .

4

3
2
1

NI

Tenure in position
Years

Assessed score

4

3
2
1

6 8 10 12

Tenure in position
years

Source: ROI and NI Interview data as of October 2008

2

4 6 8 10

Tenure in position
ears



Tradable services pilot

Similar research has also been piloted in service
industries, representing over 20% of the eligible
universe of tradable services firms in each
jurisdiction (Exhibit 43).

Results from the pilot survey suggest that management
practices are generally better in services than in

manufacturing, and more in line with practices in high Definition
A tradable service
can be sold in
another location
distant from where
it was produced

value manufacturing firms (Exhibit 44).

Examining the raw scores the three themes identified in
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* Computer & Related Activities (SIC 72)
* Research & Development (SIC 73)
* Market Research (SIC 74.13)

 Busi & @
(SIC 74.14)

* Architectural & Engineering (SIC 74.2)

* Technical Testing & Analysis (SIC 74.3)

Exhibit 43: Scope of services pilot

End result

* 83 interviews
conducted (12 in NI;
41inROI)

* Firms surveyed in
each industry area
(with the majority
being in computer
and related activities)

the manufacturing survey show potential for
improvement in tradable services firms surveyed. In
addition, scores are weak in the area of introducing new
management techniques and having a continuous
improvement mindset, indicating that firms are not
striving to innovate in their work practices (Exhibit 45).

* Advertising (SIC 74.4)

* Creative Entertainment (SIC 92.1-92.3)

Exhibit 44: Management practices in
tradable services sectors compared with
manufacturing in ROI and NI

Number of
Mean Management Score interviews
Services* 3.09
41
ROI
A The gap
*

Manufacturing* 2.77 - et
manufacturing
and services
scores is
significantly

12 larger in ROI

Services* 2.95 than in NI

NI
123
Manufacturing** 2.85

* Includes some firms with <50 employees
** Includes firms with 50-5,000 employees only

Exhibit 45: Tradable services criteria grouped
by area of management and by theme

Comparison to country average Theme

ROI NI
ofnew 0.1 -0.61
°P"""°": ¢ Scoping work and demand management 0.28 0.14
™| Good use of human resources 0.45 0.64
Workflow process management 023 0.3
Continuous improvement mindset -0.16 -0.20
Performance tracking -0.04 -0.31
o Review of 0.14 0.35 () Reviewing metrics
Performance dialogues -0.11 -0.28
Target Balance -0.16 -0.36
target interconnections 025  -0.11
Time horizon of targets 024 045
Targets are stretching. 0.16 0.1 () Defining the right
metrics
Clarity and comparability of performance  -0.33 .11
Consequence management 0.06 0.32
LEp Instilling a talent mindset 003  -0.20
ent (® Addressing poor
Building a high performance culture -0.07 -0.03 performance
Making room for talent -0.11 0.14
Promoting high performers 0.30 0.47
Attracting talent 0.30 0.22

Retaining talent -0.04 0.14
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