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Introduction

Very nice paper.

Studies the role of managers, human capital and the interaction
between managers and workers in understanding productivity
gaps across firms and across countries.

What has been the tradition explanations?

Credit constraints?
Size-dependent policies?
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Credit Constraints?
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Credit Constraints?

Figure 3: Average Product and Firm Size 

 
Note: Figure shows local linear regressions of log average product on log employment.  We subtract the mean of the fitted value at log(employment)=4.   Dashed lines represent 95 percent confidence 
bounds. 
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Size-dependent Policies?

Various important labor regulations kick in after a size threshold of 100
employees in India.
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Size-dependent Policies?
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Management/Managers?

Bloom et al has argued that
management practices
delegation
managers

can be quite important in understanding the productivity
differences across firms.

Delegation through managers is key. Limits due to:
contractual environments
screening technologies
human capital
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This paper I

Builds a new model of production.
production requires a manager (I will come back to this later)
Manager with time nm supervises workers
pays c units of communication cost
hires ls workers
a worker brings nw problems (only the unsolved part 1 − G(hw))
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This paper II

hence
nm = c(1 − G(hw))nwls

which implies
ls = nm

c(1−G(hw))nw

and output is

y = G(hm)nm
c(1−G(hw))

Key element of the model: assortative matching.
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Comments

who is a manager? How do we measure them in the data?
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Definition. Manager is a person responsible for controlling or adminis-
tering all or part of a company or similar organization.
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Comments

who is an entrepeneur? How do we measure them in the data?
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Entrepreneurship vs Development (data)
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Figure 4: Fraction of entrepreneurs in the population across countries
Source: International Labor Organization. The fraction of entrepreneurs is measured as the fraction of
entrepreneurs and own account workers as a share of total workforce. For each country, we pooled the years
2003-2007. GDP per capita is from PWT. 8.0. Solid line is from the model economy. Each dot represents a
country.

show that these facts are not necessarily the result of inefficiencies and can be observed
in a frictionless economy where individuals skills matter. We then assess the quantitative
importance of these effects.

As in Lucas (1978), managerial talent determines firm productivity. A firm’s productivity
is equal to A G(hm) where hm is the manager human capital. Hence, at an efficient alloca-
tion, there exists dispersion in productivity across firms because some managers are more
talented than others. The existence of productivity dispersion across firms in equilibrium is
a feature of several economic models. What is new to your framework is that labor produc-
tivity is not equalized across firms even though the allocation of human capital is efficient.
Labor productivity dispersion is large and persistent in the data. Precisely, large firms are
more productive and have a higher productivity of labor. Within the class of production
technologies considered in the literature that follows Hsieh and Klenow (2009),13 it can only
be rationalized by the existence of some misallocation such as credit market imperfections
or size-dependent policies. We consider a production technology where the efficiency units

13In their environment, a firm with TFP zi produces using labor n and pays w(1 + ti) per unit of labor,
where ti is a firm-specific distortion. The firm solves the optimization problem maxn {zin

↵ � w(1 + ti)n}
leading to labor productivity proportional to w(1+ti)

↵ . Absent firm-specific distortions, labor productivity
would be equalized across all firms. In this environment, a higher labor productivity dispersion can be
attributed to a higher dispersion in firm-specific distortions.

26

DATA SOURCE: ROYS AND SESHADRI (2014)
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Entrepreneurship vs Development (data)
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Comments

What is the direct micro evidence on the mechanism?

What is the microevidence on assortative matching?

Ufuk Akcigit (UPenn) Discussion of “Organization of Production” by Roys and Seshadri 12



Comments

What is the direct micro evidence on the mechanism?

What is the microevidence on assortative matching?

Ufuk Akcigit (UPenn) Discussion of “Organization of Production” by Roys and Seshadri 12



Comments

What determines firm’s life-cycle in this model?
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Comments

What determines firm’s life-cycle in this model?

�Figure�1:��Plant�Employment�by�Age�in�the�Cross�Section�
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Do we observe increasing years of shooling within the firm over time?
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Comments

Identification?

Indirect inference?
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Conclusion

Nice paper!

Useful in understanding the role of human capital of workers and
entrepreneurs/managers for production and observed
productivity dispersions !
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