DIRECTORS AND FIRMS’ PERFORMANCE

How firms perform is one of the determinants of a country’s long-term
potential growth. The productivity and technological progress of firms are influenced
by, among other things, the quality of directors and managers, as well as by the
managerial practices they adopt.!

According to several in-depth interviews with entrepreneurs carried out
by Bank of Italy branches, the firms that use modern management practices —
based on production targets and performance pay systems for employees — are at
the technological frontier of the sectors where they operate, regardless of their
size. Not only do these firms have higher adoption rates for advanced digital
technologies, but they are also better able to integrate them into production
processes. In the case of firms that are family-owned businesses, their management
is mainly external.

Some recent analyses of the universe of Italian firms, which employ more than
half the workers in the non-farm private sector, examine the main characteristics of
directors and assess their impact on firms’ productivity.?

In 2016, around one million directors were working for Italian companies, over
75 per cent of whom male, fewer
than 10 per cent below the age of

35, and in almost two out of three Quality of directors by sector (1)
cases from the same province as the (index)
firm’s head office.
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Many directors hold positions o2 02
in more than one firm during
their careers (every year about l o
11 per cent of directors join or oo 00
leave a firm’s board of directors) o o

or hold more than one position
at the same time (15 per cent .2 02
have positions in a number of
firms in the same year). The firms
affected by this phenomenon tend
to be ‘close’ to each other, both
geographically speaking (1n about (1) The figure shows a quality index for directors measured in terms

of their relative contribution to firms’ total factor productivity; the index

nine in ten cases they are Within is equal to zero on average. Regulated services are defined as those
9 subject to product market regulation (OECD definition) and those in
100 kilometres of one anOthef) which most employees belong to regulated occupations.
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and in terms of sector (in almost one in three cases they are in the same sector of
economic activity).’

The involvement of the same director in the management of more than
one firm makes it possible to estimate an individual director’s contribution to
firm productivity holding constant a number of other firm characteristics.* This
contribution is important, as it is equal to over half of that attributable to
employees’ overall educational levels, a factor considered to be one of the main
determinants of productivity.” The analysis also shows that the average ‘quality’ of
directors is higher in the manufacturing sector, which is exposed to international
competition, and lower in regulated services (see the figure).

3 The sectors are classified using the two-digit Ateco 2007 codes.
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