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Abstract
Are management practices culturally contingent? Management practices and culture
differ significantly across countries. Building on contingency theory and the assumption
that behaving in accordance with national culture benefits firm performance, this paper
empirically tests the interaction effect between management practices, national culture
and firm performance. It evaluates the contribution on firm performance of three
operational activities (monitoring, incentives and targets), which are moderated by
national culture. Direct effects of national culture on management practices and on
performance notwithstanding, results uncover no evidence that the performance
consequences of management practices are contingent on culture. Instead more
sophisticated practices are positively related to firm performance, independent from

national culture.

Keywords: Management practices, national culture, firm performance, contingency

theory.
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CHAPTER 1. INTRODUCTION

Starting in the 1950s, there has been a great deal of critique of US (United States)-
centric management research for being ethnocentric and neglecting challenges that may
hamper the applicability of American management styles and philosophies in other
cultures. From then on and encouraged by the globalization and integration of markets,
the black box of culture is open and the body of research in cross-cultural management
has arisen.

Recent advances in the measurement of management practices have brought
renewed attention to the question whether and how management practices affect the
performance of firms. Indeed, several studies came to the conclusion that management
practices affect firm performance (Bloom and Van Reenen 2010; Bloom, Genakos,
Sadun, & Van Reenen, 2012; Kaynak, 2003; Douglas & Judge, 2001; Das, Handfield,
Calantone & Ghosh, 2000; Wilson and Collier, 2000). Until this point, evidence
consistently points towards a positive effect of the so-called quality of management
practices on firm performance. The use of incentives, monitoring and target-setting
practices all appear to have a favorable effect on performance (Bloom and Van Reenen
2010; Bloom et al., 2012). However, it is not certain whether this positive gradient
holds universally across countries or is culturally contingent.

In this context, contingency theory must be considered. Its most basic assumption is
that no superior management structure exists. Instead, companies adapt to the
environment in which they operate (Hofstede, 1980; Donaldson, 1996). Therefore,
multinational enterprises (MNEs) need to adapt their structure to different surroundings.
The importance of culture and management variation has been seen in failures of
companies going abroad. As an example, Lincoln Electric expanded to Europe and
applied the same strong incentive system that was successful in the US, which however
turned out to be an enormous failure ascribed to differences embedded in cultural roots

(Hastings, 1999).
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Looking at the published literature, the diversity of management practices across
countries has been evaluated and verified (Bloom and Van Reenen 2010; Bloom et al.,
2012; Budhwar & Khatri, 2001; Hempel, 2001). The relationship between culture and
management practices has been tested as well (Van Hoorn, 2014; Mathews et al., 2001;
Newman & Nollen, 1996). In this line of research, there are very few studies that
simultaneously consider the main three variables of this paper; management practices,
culture and firm performance (Chow, Shields & Chan, 1991). Therefore, there is still
much to discover about management practices being culturally contingent. One area that
has not been investigated in depth is the potential interplay between culture and certain
management practices and their effect on performance, which is addressed in this paper.
How much does national culture moderate the effect of management practices on firm
performance?

This paper seeks to understand which management practices are more performance-
enhancing depending on the culture of a particular country. The line of argument is
based on contingency theory, thus culture is understood as a contingency factor that
shapes organizational behavior. The basic assumption is that companies adapt their
management practices to the national culture, which will have a positive effect on firm
performance.

The work developed in the following sections provides empirical evidence and a
deeper knowledge about the relationship between management practices, culture and
firm performance across eighteen countries. Chapter two contains the most relevant
theoretical insights in national culture, contingency theory and management practices.
Moreover, the research question and related hypothesis are developed according to the
theoretical background. Chapter three is concerned with the methodological aspects of
the empirical analysis and chapter four presents the results obtained. Lastly, the results

are discussed and followed by a conclusion in chapter five and six respectively.
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CHAPTER 2. BACKGROUND AND HYPOTHESES DEVELOPMENT

Together with the rejection of universally valid management practices, the role of
culture in international business has gained attention in the last decades. With the
liberalization of trade, an increasing flow of foreign direct investment (FDI) arises,
companies operate worldwide, and a wave of mergers and acquisitions (M&A), where
different cultures come in contact with each other, takes place. In this context, culture
influences economic outcomes and shapes how a company functions and it is organized.
In sum, culture affects management practices.

From a contingency theory perspective, culture is seen as the factor affecting the
company and its outcomes. Based on these characteristics, this chapter presents a brief
description of the key aspects of this paper; management practices, contingency theory
and national culture. The second section offers an overview on related previous studies

that led to the research question of this paper. Lastly, hypotheses are developed.

2.1. Background

2.1.1. Management practices
The form in which companies are managed and structured has been a focus of study for
a long time. According to Ng (2011) “Management means getting things done
effectively through people to achieve the desired results. This requires a combination of
leadership, communication and people skills” (Ng 2011, 93). According to this
definition, management is defined by the relationships between employees and
supervisors, which are strongly influenced by the national culture of those. In the
literature concerned with this topic, one can find several publications on management
practices. However, this paper is based on the work that has been done by Bloom and
his colleagues over the years since their research is based on effective and quantitative

measures carried out across many firms and countries.
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Their work was created to provide solutions to the questions of why and how
management practices differ across countries (Bloom & Van Reenen, 2007). The team
developed the World Management Survey (WMS) and groups management practices
into three operational activities: monitoring, incentives and targets. According to Bloom
& Van Reenen, (2007), monitoring refers to how known the events (e.g., performance),
processes, and problems are, its communication and the subsequent establishment of
solutions. Target practices describe the settlement of objectives, its nature, the viability
to reach them, and the outcomes. Lastly, the term incentives activities refer to the
methods through which the company encourages employees to improve their
performance (e.g., bonus system). Good employees are compensated and bad employees
punished. Consequently, best management practices are described as “those that
continuously collect and analyze performance information, that set challenging and
interlinked short- and long-run targets, and that reward high performers and fire low
performers” (Bloom et al., 2012, 3).

Looking at the WMS in detalil, it presents evidence for the lack of homogeneity in
management practices. As an example, companies in the US and Japan are the best
managed, whereas organizations in India account for the worst run firms. Within
Europe, the best-managed firms are located in Germany while the worst managed
companies can be found in Greece (Bloom, et al., 2012). Depending on the country,
companies specialize in different dimensions of management practices. Concretely, for
companies in certain countries such as the US, it is more important to give individual
incentives, while other countries, such as Germany, focus on monitoring (Bloom, et al.,
2012). This argument leads to the core of this thesis - the interaction between national
culture and certain management practices, owing to the fact that companies specialize in

particular areas in response to their cultural environment.
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2.1.2. Contingency theory
The assumption of one unique and universally valid organizational structure ended with,
among other reasons, the failure of US management styles in other locations than their
home market. The contingency paradigm started to play a role in the 1950’s and the
theory itself was being applied in companies (Hofstede, 1980). This meant moving from
a reality where one size fits all towards a context where the structure of an organization
was adapted to the needs of a particular situation (Donaldson, 1996). In other words, it
begun to be accepted that the “worldwide effective and successful” US style of
management was not appropriate for every location.

Contingency theory basically says that there is no single organizational structure that
is optimal for all organizations (Donaldson, 1996). In this sense, Donaldson states that
an organization adapts itself to the current contingencies so that there is a fit between
the organization itself and several contextual contingencies. There are several
contingency factors that arise internally or externally (environment) and those
contingencies affect the organizational structure, requiring adaptation (Donaldson,
2001). Therefore, the company needs to adapt to its environment in order to be
successful and improve firm performance (Child, 1975).

Some of the core internal contingency factors are size, technology, task uncertainty,
diversification, and environment (Donaldson, 1996). Depending on the characteristics
of those factors, the structure of the organization varies. For instance, a small company
has few levels of hierarchy, centralized power, few departments, and is not diversified.
By contrast, a large firm is decentralized and formally structured allowing for
diversification (Donaldson, 2001).

Contingency theory has been developed over the years to include more variables
than the mentioned above. However, the effect of national culture was ignored for a
long period of time. Evidence was presented that culture is not irrelevant to

organizations and consequently to contingency theory, suggesting that its scope should

10
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be broadened to include culture (Child, 1975; Tosi & Slocum, 1984; Tayeb, 1987).
More recently, several studies have included culture as a contingency factor (Chow et
al., 1991; Newman and Nollen, 1996).

In line with contingency theory, a company could have different structures in
different locations as a response to the environment. Therefore, this paper considers
culture as a contingency factor coming from the environment in which the firm operates

and needs to adapt to.

2.1.3. National culture
Nowadays business takes place around the world 24 hours a day, human capital is
internationally mobile, and communication across countries is cheap. In a context where
business does not know frontiers, culture plays a crucial role.

Culture is considered to be a network of informal institutions that shape, enable, and
constraint human behavior in a society (North, 1990) and refers to the values common
to a group that are transmitted from generation to generation (de Jong, 2009). For this
paper, Hofstede’s definition of culture has been chosen due to its narrow and specific
description. He defines culture as “the collective programming of the mind that
distinguishes the members of one group or category of people from another” (Hofstede
2001, 9).

This paper emphasizes on the various dimensions of national culture and its
differences between countries, including social trust, each of which can be a moderator,
at least in principle, between management practices and firm performance. The
following sections briefly introduce the work done by Hofstede and Schwartz in regards

to the measurement of national culture and conclude with the notion of social trust.
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2.1.3.1. Hofstede’s six dimensions of national culture
The six dimensions of national culture developed by Hofstede represent the most
relevant aspects of a society which help to understand and characterize national

cultures.

Power Distance

Power distance refers to the extent in which unequal distribution of power is accepted
by members of society (Hofstede, 2013). Individuals living in a society characterized by
high power distance (e.g., China) accept status and power domination. Moreover,
individuals recognize the authority and obey to the leaders (Hofstede, 2015). Applying
this concept to a firm, in large power distance nations the hierarchy is clearly defined

and subordinates are told what to do without being consulted (Hofstede, 2011).

Uncertainty Avoidance

The dimension ‘Uncertainty Avoidance’ measures the extent to which a person feels
threatened, stressed or scared when facing uncertainty or ambiguity (Hofstede, 2013).
De Jong (2009) illustrates several materializations of this dimension. For instance, in
societies where uncertainty avoidance is high, tolerance towards foreign and foreignness
tends to be low. Furthermore, there is a need for clear rules. Structure and stability are
also highly appreciated. In this sense, bank based societies (e.g., Germany) usually
score high in uncertainty avoidance, whereas in market based societies (e.g., US)
uncertain situations are accepted. Moreover, societies with low uncertainty avoidance

have flexible labor market practices and liberalized trade.

Individualism vs. Collectivism
According to Hofstede (2013), in an individualistic society on the one hand, one is
expected to take care of oneself and one’s immediate family. On the other hand, in a

collectivistic society individuals are tied to groups and networks where loyalty,
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cohesion and trust are basic values. For instance, the US is known for its high score on
individualism, by contrast, China is known as a collectivistic society. Furthermore, in
individualistic societies, individual interest is pursued while in a collectivistic culture,

the group interest is always positioned above individual (Hofstede, 2011).

Masculinity vs. Femininity

In a masculine society, gender roles are clearly distinguished. Men should pursue
material success and be competitive, while women should be modest and focused on the
quality of life. By contrast, in a feminine society, gender roles overlap and both, men
and women, are expected to be modest and care about the quality of life (Hofstede,
2013). In a masculine society, work is more important than family and men make
important decisions, being the ones legitimate for politics (Hofstede, 2011). Generally, a
market based society scores high on masculinity due to the presence of strong

competition and has a higher gender gap (de Jong, 2009).

Long vs. Short Term Orientation

This dimension stands for the importance given to short- or long-term returns and
outcomes. For instance, if a society is long-term oriented, the results in the long run are
more important (Hofstede, 2013) than the short-term results. As an example, individuals
in Central Europe (long- term oriented culture) have saving accounts, while in a short-
term oriented nation, namely the US, consumption is very high (Hofstede, 2011) and

people tend to not save.

Indulgence vs. Restraint

A society which allows individuals to satisfy desires such as sex or consumption and
where people consider themselves happy, scores high on indulgence. By contrast, a
society, where people do not feel free to enjoy life and have fun, is considered

restrained (Hofstede, 2013). As an example, indulgence is high in Sweden whereas
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restraint dominates in Iraq or Bangladesh, because many restrictions in daily life exist

such as alcohol consumption or strict sexual norms.

2.1.3.2. Schwartz’s seven cultural value orientations
This paper relies on further measures of national culture in order to increase the quality
of the analysis. Schwartz S. H. (1999) developed seven values respectively pooled in
three opposing cultural dimensions. The three dimensions from which the seven values
are derived emerge from three issues present in all cultures and their corresponding

responses. A concise description is carried out below.

Conservatism or Embeddedness vs. Autonomy

The dimension relates to the issue regarding the relationship between the individual and
the group (Schwartz, 1992). In this context, autonomy (which is affective in terms of
feelings and leisure, and intellectual in terms of ideas) is promoted when people live on
their own, are independent, and pursue individual interests. By contrast, a society
pooled in the embeddedness cultural value implies that individuals act accordingly to
collective interests (Schwartz, 1999). From an organizational perspective, in societies
where embeddedness dominates, employees give more importance to the group than
individual interests, group objectives predominate and autonomous work lacks (Sagiv &

Schwartz, 2007).

Hierarchy vs. Egalitarianism

The issue addressed in this dimension is measured by the behavior that keeps the social
order in society (Schwartz, 1999). If a society scores high on hierarchy, the power is
unequally distributed. Within the organization, power is centralized among few
managers (Sagiv & Schwartz, 2007). Conversely, if the country is characterized by high

levels of egalitarianism, humans are equally viewed and treated.
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Mastery vs. Harmony

The last dimension refers to the population’s attitude towards the environment
(Schwartz, 1999). On the one hand, a national culture could be characterized as mastery
when it is legitimate that individuals attempt to change the world and alter the social
sphere in order to reach objectives encouraged by ambitious behavior. An opposing
solution is represented by high scores on the cultural value harmony, described as the
intention of society to fit and adapt to the world without altering the environment and

avoiding resource exploitation (Sagiv & Schwartz, 2007).

2.1.3.3. Social trust

Social trust is a crucial aspect reflected in national culture, affecting firms as well.
Among researchers it is commonly described as the good culture and represents the
values a society holds, which are transmitted from generation to generation (Guiso,
Sapienza & Zingales, 2008). In this sense, social trust is high if a society holds values
that foster trust and cooperation, which results in visible, aggregated benefits such as an
easy distribution of public goods, decrease of criminality, good functioning of
governments (Beugelsdijk, 2009) or economic development (Tabellini, 2005). More
precisely, social trust can be measured at the firm level, which refers to the resources
generated in the network a firm belongs to. This network produces on the one hand
positive results, namely tactic knowledge sharing, and on the on the other hand negative
results, such as lack of flexibility and lockout to new ideas (Beugelsdijk, 2009).
Therefore, social trust affects society and economic outcomes.

As a conclusion for the theoretical background section, it is crucial to put emphasis
on the importance of national culture and management variation. Culture varies across
countries (Hofstede, 1980) and within countries (Beugelsdijk, Maseland, Onrust, Van
Hoorn, & Slangen, 2015). Furthermore, management practices and managerial behavior

differ between countries (Bloom, et al., 2012; House & Peterson, 2004) and between
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locations within a country (Van Hoorn, 2015). In this sense, contingency theory could

serve to establish the link between culture and management practices variation.

2.2. Prior Research
The interest in research on culture and management practices has rocketed together with
the rise in economic activities that take place at a global level. This section briefly
addresses some of the most relevant contributions in the subject that led to the gap in

the literature that encouraged the writing of this paper.

2.2.1. Differences in management practices across countries
The WMS, which has been introduced in last section, is widely known as a research
project that digs deep into the how and why management practices differ. Over the
years, several conclusions could be derived. Overall, management practices differ
considerably across countries and within countries. Family firms are poorly managed
and public owned companies score the worst (Bloom, et al., 2012). Moreover, firms
facing strong competition and flexible labor regulation derive superior management
practices (Bloom, et al., 2012). Additionally, the analysis of the WMS data presents
evidence of a positive and significant relationship between management practices and
performance (Bloom and Van Reenen 2010; Bloom et al., 2012).

Along with the WMS, further research has been done on the topic. One example is
the study developed by Hempel (2001). Here, Chinese and Western managerial
practices and the form in which they evaluate performance differ significantly. In this
regard, the managers from each region have different perceptions about what
performance is, thus the Chinese models do not function efficiently in Western
countries and vice versa. For instance, in the Chinese culture, personal characteristics
such as loyalty are valued as a proxy for performance, while the focus in Europe is more

on tangible outcomes, namely productivity, motivation or analytical skills. Moreover,
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the objectives of the organizations are very different. For Chinese companies, the
maintenance of full employment is of great importance, while for Western companies
economic maximization is a central strategy (Hempel, 2001). Additionally, strong
differences have been found in practices such as training or compensation of employees
between British and Indian companies (Budhwar & Khatri, 2001).

In general terms, the implementation of quality management has a positive effect on
firm performance (Kaynak, 2003; Douglas & Judge, 2001; Das et al., 2000 & Wilson

and Collier, 2000; Nair, 2006).

2.2.2. The direct effect of national culture on management practices
It is crucial that management practices are in accordance with the corresponding
national culture. Therefore, MNEs expanding across borders need to find the optimal fit
between management practices and culture in order to survive and be successful.

The study by Newman & Nollen (1996) sheds more light on the issue showing that
organizations act accordingly with a certain national culture and lay more or less
emphasis on certain management practices. As a case in point, in individualistic
countries such as the US, management practices positively affect performance if
individual contribution is accounted. Furthermore, in masculine cultures, performance is
higher when merit-based practices are applied due to the high competitive
environments. By contrast, individual incentives do not function properly in
collectivistic societies such as China, thus requiring different management styles where
the emphasis is laid on group results (Newman & Nollen, 1996). Focusing on Europe,
the variety of management practices in Portugal, Finland and the United Kingdom (UK)
respond to differences in national culture as well (Mathews et al., 2001). By way of
illustration, where uncertainty avoidance is strong, rule-based management practices are
settled. Alternatively, more responsibility is given where uncertainty avoidance and

power distance is weaker (Mathews et al., 2001).
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A more recent paper based on prior research and using the WVM has been published
by Van Hoorn (2014). He upgrades the literature using firm and country level variables,
thereby emphasizing on the effect of individualism on management practices. The
results illustrate that countries with higher scores on individualism lead to more

sophisticated management practices (Van Hoorn, 2014).

2.2.3. Management practices, culture, and firm performance
Based on the arguments mentioned above, there is a clear need to understand the
context in which certain management practices are key to increase firm performance. In
this regard, the proposition is to see management practices from a contingency theory
perspective where culture shapes the development of the company. In other words, firm
performance is determined by management practices, and those are culturally
contingent. However, the number of studies linking the three variables concerned
(culture, firm performance and management practices) is very limited. Chow and his
colleagues (1991) studied the relationship between individualism, management and
performance. Nonetheless, they were not able to find any interactive relationship among
them (Chow et al., 1991). In the paper written by Sousa & Voss (2008), they stated that
research on testing interactions using culture as contingent is very limited. In this
context, a paper by Flynn and Saladin (2006) grasps the issue and found significant
interactions between different dimensions of culture and management practices. The
results showed that, for instance, cultures with low scores on power distance and high
on uncertainty avoidance are tied to human resources practices (Flynn & Saladin, 2006).
These studies gave importance to the alignment of culture with certain management
practices.

In sum, management practices should be adapted to the national culture in order to
achieve the best possible outcomes, but which practices are the appropriate ones in each

context? In light of prior research, there are no conclusive studies that empirically
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analyze the interactions using culture as a contingency factor and its effect on
performance over a wide range of firms and countries. Therefore, research in this
direction needs to be done. This paper tries to contribute by filling the gap in the
literature. Moreover, this paper seeks to overcome the limitations of prior research

concerning very few countries and firms included in the samples.

2.3. Hypotheses Development
Contingency theory suggests that the effect of one variable on another depends on a
third variable (Donaldson, 2001). Therefore, the effect of management practices on firm
performance depends on a third variable, national culture. On this matter, the
performance-enhancing effect of certain management practices is stronger in some
cultures than in others.

The needs of the context shape the direction of management in a determinate
location. This paper seeks to answer the following research question: How does national
culture moderate the effect of management practices on firm performance?

Answering this question by means of analyzing the moderator effect of culture on
management practices and firm performance would contribute to the literature towards
the understanding of cross-cultural management. This would give answers to which
management practices a company should focus on regarding the country in which it
operates. It would also clarify issues related with M&A and the integration process.

Putting all together, the theoretical model on which this paper relies is represented in

Figure 1.
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Figure 1.Theoretical model.
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Culture is about individuals interacting with each other and with society.
Management basically refers to managers interacting with their subordinates to get
things done. Consequently, national culture has a direct influence on defining how
management is conducted, which will be materialized in firm performance. However,
not all cultural dimensions are relevant for the purpose of this paper, therefore some of
them are not included as hypotheses.

Based on the theoretical background presented in the earlier sections of this chapter,
several hypotheses in form of interaction terms are developed with the premise that
management practices are culturally contingent. Therefore, certain management
practices presume to have a stronger positive/negative impact on performance
depending on the scores of certain cultural dimensions. Specifically, the three main
operational aspects of management practices concerned are incentives, targets layout,

and monitoring.

2.3.1. Individualism-collectivism, management practices and firm performance
The individualism dimension is associated with individual responsibility, rewards and
autonomous work (Newman & Nollen, 1996). In individualistic societies, individual
interest is pursued and objective criteria for hiring, firing, and promotion are used. By
contrast, in collectivistic countries, group interest is pursued and the procedures benefit
for instance, relatives and informal structures within groups (Hofstede, Hofstede &

Minkov, 2010). As a result, employees in collectivist nations perform higher acting
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within a group, while in individualistic countries employees perform better when they
are individually evaluated. Regarding individualistic employees, they highly value
autonomy, independence, individual decisions, initiative, challenging tasks and freedom
at work (Hofstede, 1980). Thus, group rewards are successfully established in
collectivistic societies, while individual rewards in individualistic nations (Gelfand,
Erez & Aycan, 2007).

Moreover and relying on cross-cultural Organizational Behaviour (OB)!, the paper
by Gelfand and his colleagues (2007) presented several insights that deserve attention as
well. As an example, individual feedback is appreciated and influences employee
motivation in individualistic cultures, whereas group feedback is preferred in
collectivistic nations. Moreover, positive feedback and success achievement motivate
individualistic employees, while negative feedback and failure avoidance have a
stronger motivating effect on collectivistic workers. Concerning incentives, individual
rewards such as bonuses are effective in individualistic cultures whereas rewards based
on other criteria such as seniority or group performance are at the cusp in collectivistic
societies.

These illustrations serve as an argument to strengthen the idea that individualistic
societies should emphasize on incentives, thereby motivating, encouraging and
rewarding employees individually. In individualistic societies, employees know their
goals and are individually encouraged by a powerful incentive system. According to the
WMS, management practices that emphasize on incentives are determined by how
successfully a company attracts, retains, and develops talent, rewards individual
employees, applies a bonus system, and encourages competition and ambition among

the workforce. In consequence, in countries with high levels of individualism, the effect

' OB can be described as the analysis across cultures of similarities and differences in the workplace

(Gelfand, Erez & Aycan, 2007).
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of incentives practices will have a greater positive impact on performance than in

collectivistic societies.

H1: Incentives management practices have a stronger positive effect on firm

performance in individualistic countries than in collectivistic countries.

2.3.2. Masculinity-femininity, management practices and firm performance
Turning to another dimension, in countries with high degrees of masculinity, the
material success is pursued, competition is high and employees fight to be promoted
(Newman & Nollen, 1996). Masculine and feminine societies differ as well in how they
manage and solve conflict situations and meetings, seen as a fight in masculine
countries and based on negotiation and compromise in feminine countries. Interestingly,
in masculine nations a rise in the salary is preferred over a working time reduction, and
there is a common aspiration of living to work, whereas the contrary happens in a
feminine society. (Hofstede, Hofstede & Minkov, 2010). Moreover, the organization’s
members in masculine societies put emphasis on salary, recognition, challenging tasks
and performance thereby trying to be the number one in large firms (Hofstede, 1980).

Within consequence of these arguments, masculine societies are expected to
emphasize on incentives and targets. The reasoning behind lies in the strong
competition that is given, the promotion system, the emphasis on earnings, recognition,
challenging objectives, individual decisions, and the ambition among the workforce to

be the best because work is central focus point in life.

H2a: Incentives management practices have a stronger positive effect on firm
performance in countries with a masculine culture than in countries with a

feminine culture.
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H2b: Targets management practices have a stronger positive effect on firm
performance in countries with a masculine culture than in countries with a

feminine culture.

2.3.3. Uncertainty avoidance, management practices and firm performance
Formal regulation and informal structures at the work sphere are crucial and highly
valued in strong uncertainty avoidance societies (Hofstede, Hofstede & Minkov, 2010).
In nations that report high levels of uncertainty avoidance, employees prefer to have
structured and defined tasks, standardized processes and clear regulation while they
avoid taking risks and do not feel comfortable in unknown situations (Newman &
Nollen, 1996). Moreover, employees in this context do not like change, which results in
a lack of flexibility, and prefer goals that are easier to achieve because they do not carry
uncertainty. In response to it, managers are expected to provide clear answers and
guidance to their employees (Hofstede, Hofstede & Minkov, 2010). In line with
Hofstede’s argument (1980), in societies with strong uncertainty avoidance, members
report anxiety, stress at work and are concerned about the future. Furthermore,
employees have limited ambitions and prefer to work in larger companies, managed by
experienced local or national leaders who are generally risk-averse.

In consequence with the last paragraph, a firm in a strong uncertainty avoidance
culture would emphasize in target activities in order to minimize uncertainty.
Uncertainty reduction could be addressed though clear targets and a defined horizons as
a response to the necessity of written rules, structured activities and less risky behavior

characteristic of high uncertainty avoidance contexts.

H3: Targets management practices have a stronger positive effect on firm
performance in countries with strong uncertainty avoidance cultures than in

countries with weak uncertainty avoidance cultures.
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2.3.4. Power distance, management practices and firm performance
In large power distance cultures, hierarchy, inequality and dispersed wages dominate in
the firm (Hofstede, 1980). Authoritarian management is preferred in large power
distance cultures, whereas in small power distance societies, management is expected to
be participative (Gelfand, Erez & Aycan, 2007). According to Newman and Nollen
(1996), differences between superiors and subordinates in large power distance nations
are strong and they are not treated equally. In such environments, the hierarchy is
pyramidal. Power is centralized among old respected managers and employees do not
participate in the decision-making process. They are strictly supervised and tasks are
clearly communicated (Hofstede, Hofstede & Minkov, 2010; Hofstede 1980). By
contrast, in small power distance cultures, individual initiative is valued, the firm’s
structure is flat, and power is decentralized. Moreover, employees and supervisors are
seen as equals whenever they interact with each other. In a large power distance society,
managers are reluctant to delegate and they make decisions without consulting their
employees, who are afraid to disagree with their supervisors (Hofstede, 1980).

In sum, on the one hand, companies in countries that score high in power distance
should focus on practices that require, for example, discipline. On the other hand,
companies located in small power distance countries would benefit from practices
which require proactive behavior and participation among the workforce (Hofstede,
Hofstede & Minkov, 2010). Overall, the expected influence of large power distance
cultures on the quality of management practices is negative. In particular, in large power
distance countries the quality of monitoring, referring to how problems are exposed to
supervisors and how improvements take place, will be lower because employees are
afraid to disagree with managers. Moreover, managers make decisions regardless of
subordinate’s opinions. Dialogs regarding performance or possible conflicts rarely take

place.
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H4: Monitoring management practices have a stronger negative effect on firm
performance in countries with large power distance cultures than in countries

with small power distance cultures.

2.3.5. Harmony vs. mastery, management practices and firm performance
Referring to Schwartz’s cultural dimensions, mastery and harmony are values linked to
management practices as well. According to Schwartz’s (1999) line of argumentation,
mastery encourages a proactive and dynamic behavior that aims to change the natural
and social environment by means of technological advance and innovation. By contrast,
harmony stands for accepting and adapting to the environment. In cultures where
mastery prevails, work is the central pillar of life (Schwartz, 1999). Mastery promotes
ambition, competitiveness, exploitation of resources, motivation and the pursue of
success (Sagiv & Schwartz, 2007). As a result, mastery leads to an increased motivation

to achieve goals by means of strong encouragement through an incentive system.

HS: Incentives management practices have a stronger positive effect on firm
performance in countries with mastery cultural values than in countries with

harmony cultural values.

2.3.6. Social trust, management practices and firm performance
Lastly, social trust as good culture is expected to have a positive effect on management
practices in general. This is because social trust does not distinguish between any
specific behavior as it has been shown above with particular cultural dimensions. In
fact, social trust relates to the cooperative environment in societies as a whole.
Furthermore, social trust facilitates the flow of ideas and tacit-knowledge within the
organizations’ network. Therefore, social trust is expected to positively affect

monitoring, target and incentives activities.
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Hé6: Countries that score high on social trust will have a greater positive effect
of management practices on firm performance than countries with low scores of

social trust.

2.3.7. Autonomy-embeddedness, hierarchy-egalitarianism, management practices

and firm performance
Taken as a whole, it can be noticed that some dimensions are not directly included as
hypothesis in this paper. Firstly, due to its similarity to Hofstede’s dimensions, two of
Schwartz’s dimensions are not included, however they are employed as alternative
cultural dimensions in the empirical robustness checks. Taking a look into Schwartz’s
measures of culture, Hofstede’s individualism-collectivism resembles the autonomy-
embeddedness dimension because both relate to the attitude of individuals towards the
group. Companies, in countries where the culture is characterized by embeddedness,
take care of employees as if they were a family (Sagiv & Schwartz, 2007). This limits
the effectiveness of hiring and effectively dismissing people. Consequently, this will
have a negative effect on incentives due to the bad quality of the hiring process and the
refusal to remove poor performing employees. The opposite effect would be expected
for countries with high scores on autonomy. Additionally, the dimension developed by
Schwartz that classifies cultures into hierarchy or egalitarianism could be compared to
the power distance dimension because both are concerned with the unequal distribution
of power. In egalitarian cultures, negotiation and cooperation among supervisors and
subordinates takes place (Sagiv & Schwartz, 2007), which facilitates internal
communication and problem solving. This has a positive impact on monitoring, whereas
the opposite is expected in hierarchical cultures.

Secondly, the inclusiveness of certain dimensions does not make sense in
congruence with management practices. Linking the cultural dimensions indulgence vs.

restraint and long- vs. short term orientation to management practices is not effective
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and there is no consistent causal statement that relates those dimensions neither to a
certain management practice nor organizational behavior. Therefore they are not
included as hypotheses.

The table below illustrates the expected interaction’s effect of the different

dimensions of national culture, including social trust, and management practices.

Table 1. Overview of hypotheses.

Hypothesis National Culture Management Practice Interaction
(country level) (firm level) expected effect
H1 Individualism Incentives +
H2 Masculinity Incentives and targets +
H3 Uncertainty Avoidance Targets +
H4 Power Distance Monitoring -
HS5 Mastery Incentives +
Heé Social Trust Overall management +
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CHAPTER 3. DATA AND METHOD

This paper relies on a quantitative approach to test the hypotheses empirically.
Consequently with the cross-sectional nature of the data, a regression will be run. This
paper uses an interaction approach to test the moderating effect of culture on the
relationship between management practices and firm performance. Moreover, the data is
analyzed at a firm- and country-level. Therefore an appropriate analysis is needed where
information (observations) of many individuals from different levels is tested. This is
made possible by the use of fixed effects at the country-level, otherwise the results

would be misleading.

3.1. Data sources and sample
The main source of data for the empirical analysis is the World Management Survey
(WMS) (Bloom et al.,, 2012), which contains cross-country firm-level data on
management practices and firm performance. The data is supplemented with cross-
country data from three additional sources. Firstly, measures of national cultural
differences developed by Hofstede (Hofstede, 2018) are added. Secondly, the cultural
dimensions proposed by Schwartz (Schwartz, 2008) are included as well. Lastly, social
trust as good culture is added and retrieved from the World Values Survey (WVS)
(Inglehart et al., 2018).

The sample as a whole includes information from eighteen developing and
developed countries. A description of the variables included in the model follows in the
next section and several tables that include descriptive information are located in

appendix 2.
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3.2. Variables and measures

3.2.1. Dependent variable
Firm performance, measured at firm-level, is retrieved from the WMS and represented
by the Return On Capital Employed (ROCE?). This paper relies on this measure
because it has been successfully used in previous studies of Bloom and colleagues
among others. Moreover, diverse measurements of sales are used as alternative measure
of firm performance in the robustness check. Even if the data collected from the
interviews ranges from 2002 to 2010, both measures (ROCE and sales) are retrieved
from the same sample of the WMS as the independent variables. This means that a
company’s scores on incentives, targets, and monitoring practices are from the same
year as its ROCE and sales information. Moreover, year fixed effects have been added
to account for the time variation.

With regard to the validity of the measures, it was effectively checked by the authors
of the survey. Both, ROCE and sales, were significantly correlated at 1% level to the

management practices (Bloom et al., 2012).

3.2.2. Key independent variables
The quality of management practices and national culture are included in the empirical
analysis as main explanatory variables and combined together as diverse interaction
terms.

The independent variables are measured at both, country- and firm-level. At the
country-level, national culture was accounted as scores on diverse cultural dimensions
and level of social trust. The scores on the dimensions of national culture are obtained
from the Values Survey Module (VSM) (Hofstede, version 08.12.2015) and from

Schwartz’s research project (Schwartz, 2008). Moreover, social trust is retrieved from

2 ROCE = Earnings before interest and tax (EBIT) / (Total assets - Current liabilities).
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the WVS (Inglehart et al., 2018). At the firm-level, the main independent variable is the
quality of management practices in the manufacturing sector, measured through the
scores obtained in the WMS between the years 2002-2010 (Bloom et al., 2012). The
data was obtained from the WMS project, which is open to the public. In this sense, a

more detailed description of the variables is presented in the following lines.

3.2.2.1. National culture

The increasing importance of the impact that culture has in economic outcomes led to a
rising interest among scholars in international business. One important contribution was
made by Hofstede (1980), who developed a survey whose answers were combined to
create scores in six dimensions of culture. The VSM consists of 30 questions that
measure participants’ values from matched samples of various countries. The responses
are then averaged to create a country-level score in each dimension, thus measuring
national culture (Hofstede, 2013). A representation of the variation of national culture is
included in appendix 1.

Schwartz’s seven cultural value orientations are used in this paper as well.
Schwartz’s research uses, as Hofstede, matched samples and countries as unit of
analysis. He developed a survey where matched samples formed by teachers and
students from several countries filled out the questionnaire anonymously. The
respondents rated values that were supposed to be relevant in life. Possible answers
ranged from -1, contrary to participant’s values, to 7, supreme relevance (Schwartz,
1999). As a result, the survey obtains scores for seven values nested in three cultural
dimensions. The survey has been taken in six waves differentiating by year and country
coverage, covering overall from 1988 to 2007 and including more than 80 countries.

The scores on the dimensions on national culture have been criticized for being old
and not being updated. However, even though Hofstede’s national culture was measured

between 1960-1970 (Hofstede, 1980), the scores are still representative and reliable
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even if the data seems ancient and does not match the year of WMS. It is certain that
culture changes (Shenkar, 2001), but the development is absolute and not relative
because all cultures change simultaneously, thus Hofstede’s measure is stable and valid
(Beugelsdijk et al., 2015). In this sense, the same logic applies for Schwartz’s measures
of culture as well.

Social trust is measured through the well-known question included in the World
Values Survey (WVS): “Generally speaking, would you say that most people can be
trusted or that you can't be too careful in dealing with people?” The answers range from
1 (most people can be trusted) to 2 (can't be too careful) with a special item if the
respondent does not know. The results are originally reported in percentage, which was

converted into a 0-100 scale for its application and use in the empirical analysis.

3.2.2.2. Management practices

The study of management is mostly based on case studies and less on empirical research
(Bloom and Van Reenen, 2010). However, the survey developed by Bloom and his
colleagues is the most complete research project developed so far and it is taken as a
core background of this paper. The WMS consists of a double-blind survey conducted
more than 20,000 times to mid-level plant managers in 35 countries. The project aims to
increase the knowledge about management practices across firms and countries (Bloom,
etal., 2012).

The survey consists of open questions on 18 management practices that are clustered
in three dimensions: monitoring, targets and incentives. Important to say is that even if
the scope of the WMS has been extended to hospital, schools and retail industry
(Bloom, et al., 2012), this paper solely focuses on the manufacturing sector. The scores
obtained range from 1 (worst) to 5 (best) and can be transformed into a country average
score. The sample includes a range of developing and developed countries, thus

increasing its generalizability. In this sense, the survey developed several mechanisms
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to avoid potential biases. For instance, managers did not know that their answers led to
a score in a questionnaire. Moreover, during the telephone interview, a second person
(interviewer) was listening and filling in the questionnaire independently (Bloom, et al.,
2012). A visual representation of the variation of management practices across countries

is included in appendix 1.

3.2.3. Control variables
In order to increase the robustness of the model, further explanatory variables that

presume to have an impact on firm performance are added.

3.2.3.1. Firm-level control variables
Looking at the firm, ownership (private, public, family owned, etc.) is related to the
quality of management practices and to firm performance (Bloom, et al., 2012). The
variable is obtained from the WMS and added as diverse dummies because it is a binary
variable that takes, for instance, value 1 if the company is family owned and 0 if not. In
addition, the size of the firm, measured through the number of employees, is taken into
account because larger firms have found to be positively related to firm performance
(Hofstede, 1980). Furthermore, the company could be domestic (founded in the country
that the manager is interviewed in) or it could be a subsidiary from a MNE. Foreign
firms also deviate from local management practices, drawing influence from their
country of origin. Moreover, the industry to which the firm belongs is also identified

through the SIC identification number.

3.2.3.2. Country-level control variables
The variables are measured at both country- and firm-level. Therefore the model
includes country fixed effects to account for within country clustering and between
countries variation. Consider the example of GDP growth, if a country is growing, it

would have an effect on performance, which is more likely to increase (Newmar &
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Nollen, 1996). However, by adding fixed effects, the incidence of possible country
variables on the dependent variable is removed, such as differences in GDP or the

quality of formal institutions. Therefore, no country variables per se are added.

3.3. Empirical model and estimation
The model used is a multiple regression that includes fixed effects. The empirical
analysis uses firm- and country-level variables. As in this case firm-level data is nested
within countries, the independent variables are correlated with each other at the country-
level, thus they are not independent and the basic OLS assumption is violated. This can
be solved by using an aggregation approach, which clusters the standard errors at the
higher level, in this case country level. By doing this, we allow the observations to
correlate within countries (Wooldridge, 2010). This paper uses the described approach
over multilevel because of its simplicity and the reduced number of countries that are
included in the sample, only eighteen. The equation derived defines firm performance as

a function of national culture, management practices and the interactions between both.

FP = f (NC, MP, MP*NC)

Putting everything together, the regression at firm (f) and country (c) level could be

represented as the following equation:

FPs = o+ BiMons + BoTars + B3Incs + B4INDe+ BsPDe + BsUAc + f7MAS. + BsMastery.
+ BoSTc + BrolncF INDe + Bi1ilnc/*MAS.: + BioTarf*MAS. + BizTars*UA. +

BiaMon*PD. + BisInciMastery. + BisManagement*ST, + &

3 FP: Firm performance; Mon: firm score on monitoring; Tar: Firm score on targets; Inc: Firm score on
incentives; IND: Score on dimension individualism; MAS: Score on dimension masculinity; UA: Score
on dimension uncertainty avoidance; PD: Score on dimension power distance; Mastery: Score on cultural

dimension Mastery; ST: Country social trust level. By is a constant and & the error term.
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CHAPTER 4. EMPIRICAL RESULTS

The empirical analysis for this paper has been done by leveraging the features of the
software product Stata. This chapter presents the results obtained. The main tables that
are crucial for the arguments made are displayed in this chapter and additional tables
can be found in appendix 3.

As a starting point, the econometric features of the variables included in the model
are described. Then, the baseline results are presented. Firstly, the direct effects of
management practices and national culture on firm performance are accounted.
Secondly, the interaction terms are added and the moderating effects are evaluated. In
section 2, several robustness checks are carried out using alternative dependent
variables and interaction terms. Moreover, the fact that one or more independent
variables could be strong linearly related (multicollinearity) is taken into account.
Lastly, section 3 of this chapter contains an alternative empirical approach that increases
the validity of the results.

Appendix 3 includes the summary statistics displayed in Table A.3. It helps to get an
overview of the data used in the analysis and contains the name of the variables along
with their respective mean, standard deviation and minimum and maximum value. The
dependent variable, firm performance, is labeled ROCE. The average of management
quality and the three operational practices (targets, incentives and monitoring) are
displayed as well. The following variables are firm-level variables and represent
respectively: 5 years sales growth rate; sales (logarithmic form); sales per employee;
firm ownership; firm size (number of employees); domestic or foreign multinational and
industry code (sic). Country refers to the country where the firm is located and it is
followed by the national culture measures (power distance, individualism, masculinity,
uncertainty avoidance, harmony, mastery, hierarchy, egalitarianism, autonomy,

embeddedness) and social trust.
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In this context, the variable firm ownership (family, government, dispersed
shareholders, etc.) had several observations missing, which were replaced by the term
“unknown”. Moreover, in some cases, observations with regard to cultural country-level
variables in Northern Ireland were missing, which were replaced taking Great Britain as
reference due to its similarity. Consequently, each variable has 7,094 observations,
hence the problem with missing information has been solved.

Several variables present high fluctuation (maximum and minimum) and the range
and/or scale in which the observations were reported is considerably wide. Moreover,
due to the cross-sectional nature of the data, it is necessary to check whether the results
are driven by a few outliers. The influence of observations with high residuals deserves
attention because, if the deviation between the predicted and actual values is notable,
the results could be misleading. By having the data winsorized, influential observations
have been removed. Therefore, the data has been winsorized* and standardized’, thus it

is easier to work with and facilitates the consequent interpretation.

4.1. Baseline results
It is of great importance to evaluate the correlation among the variables included in the
model in order to see the positive or negative relationship between two variables. The
correlation matrixes that measure the linear dependence between two variables are
included in appendix 3.

The correlation coefficients between management practices and firm performance
are displayed in Table A.4. Importantly to say is that it can be seen that, logically,
management practices overall are strongly positive correlated with incentives, targets

and monitoring practices. Moreover, management is positively correlated with ROCE,

4 Possible influential cases are replaced for another observation which is not suspicious of being an
outlier. In this thesis they have been replaced at the level 10% and 90%.

3> A standardized variable has a mean of 0 and standard deviation of 1.
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thus a rise in management quality is accompanied by an increase of firm performance.
Among the three specific operational activities, incentives are the strongest correlated
with firm performance.

Table A.5 illustrates the correlation coefficients of national culture variables,
including social trust, with firm performance. According to prior literature, it can be
observed that individualism is positively correlated with ROCE because firms perform
better in individualistic countries, meaning that if individualism increases, so does
ROCE. In contrast, power distance is negatively correlated with ROCE. Importantly,
power distance is strongly positively correlated with hierarchy, and individualism with
autonomy, which is in line with the hypotheses because hierarchy and autonomy are
used as an alternative independent variable to power distance and individualism
respectively.

It is not legitimate to make causal statements from a correlation matrix, nevertheless
it provides a valuable orientation about the strong or weak linear relationship among

variables and its direction.

4.1.1. Direct effect of management practices and culture on quality management
and firm performance
Table 2.a, displayed below, contains the results of the first regressions made. It solely
reports the direct effects of national culture on management and firm performance
(Models 1-2) and the direct effects of incentives, targets and monitor practices on firm
performance (Model 3).
In line with previous studies, culture is highly significant as explanatory variable of
management and firm performance. Concretely, individualism, masculinity, uncertainty
avoidance and social trust on the one hand have a positive impact on management and
ROCE. On the other hand, power distance and mastery exert a negative influence on the

dependent variables. Looking at the direct effects of management practices, incentives
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and targets have a significant and positive influence on firm performance. However,
monitor practices are not significant. These results illustrate the importance of culture
and its direct relationship with management practices and firm performance, along with

the direct effect of incentives and targets operations on firm performance.

Table 2.a. Direct effect of national culture, management and firm performance.

@ (2) 3)
Dependent variable Management ROCE ROCE
Individualism 0.597%** 1.19%**
(6.38) (14.84)
Masculinity 0.193** 0.102**
(3.21) (3.14)
Power Distance -1.23%%* -2.16%%*
(9.56) (19.26)
Uncertainty Avoidance 1.85%*%* 3.01%%*
(8.23) (16.07)
Mastery -0.140%** -0.298***
(4.51) (20.7)
Social Trust 0.641%** 0.542%*%*
(5.52) (7.12)
Incentives 0.058**
(3.5)
Targets 0.067*
(2.24)
Monitoring -0.035
(1.12)
Size 0.225%** 0.002 -0.015
(6.85) (0.08) (-0.46)
MNE domestic 0.038 0.019 0.016
(1.54) (1.85) (1.4)
MNE foreign 0.163%** 0.037* 0.023
(6.45) (2.22) (1.58)
Ownership
Dispersed shareholders 0.113 0.021 0.015
(1.54) (0.28) (0.19)
Family, external CEO 0.130 -0.161 -0.166
(1.22) (1.67) (1.63)
Family, family CEO -0.367** -0.181 -0.152
(2.92) (2.07) (1.77)
Founder -0.283* -0.067 -0.048
(2.38) (0.88) (0.64)
Government -0.227 -0.3%* -0.274**
(-1.84) (3.25) (2.91)
Managers 0.099 0.017 0.025
(0.62) (0.14) (0.22)
Country fixed effects No No Yes
N 7094 7094 7094
R? 0.199 0.062 0.069

Note: t statistics in parentheses. *p<0.05; **p<0.01; ***p<0.001. All control variables are included in the
regression but not all are reported. Data concerns 7094 firms from 18 countries.
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Putting all aspects together, Table 2.b reports the baseline results of firm
performance regressed on management practices and national culture simultaneously.
The regression includes several firm-level control variables in each model. Additionally,
sector, country and year fixed effects are taken into account. Model 7 includes all fixed
effects and has the highest R squared (0.14), meaning that the independent variables
included explain 14% of the variation in firm performance. In this model, targets,
incentives, individualism and uncertainty avoidance are significant and have a positive
influence on ROCE. By contrast, power distance, mastery and masculinity (weak effect)
are negatively related to ROCE. Remarkably enough, social trust losses its significance
as in comparison to Table 2.a. Additionally, firm performance will be hampered if the

company is family owned or the government has the control over it.

4.1.2. Moderating effects of national culture
The interaction terms that represent the hypotheses developed in chapter 2 are added
one by one and the results are illustrated in Table 3. Each model (8-14) includes one
interaction term that reflects a particular interplay between national culture and
management practices. In the left column, the interaction term added in the respective
model is specified.

The main outcome is that no interaction term is significant. Thereby it is the
explanatory power of the models (R squared), similar to the baseline regressions in
Table 2.b. This means that adding the interaction terms does not increase the
explanatory power of the model. The statistically insignificant coefficients show that the
incidence of culture as a moderating effect between management practices and firm
performance has been overestimated. With regard to the other variables, the results
remain considerably stable. Management practices are still significant and carry the
same sign as in the baseline models. Importantly, these results are consistent in all

models (8-14) regardless of the interaction term included.
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Table 2.b. Baseline results: Management practices, national culture and other

determinants of firm performance.

Dependent variable (4) ROCE (5) ROCE (6) ROCE (7) ROCE
Targets 0.067* 0.067* 0.067* 0.067*
(2.27) (2.24) (2.65) (2.66)
Monitoring -0.033 -0.035 -0.034 -0.036
(1.06) (1.12) (1.4) (1.45)
Incentives 0.053 0.058 0.040* 0.045%*
(3.26) (3.5) (2.43) (2.83)
Individualism 0.930%** 1.181%** L117%%*%* 1.342%%
(14.25) (14.9) (7.55) (8.64)
Masculinity 0.130%** 0.054 -0.107 -0.176*
(3.69) (1.49) (1.33) (2.28)
Power Distance -1.666%** -2.137%%* -2.018%%** -2.439%%*
(19.72) (19.55) (7.39) (8.51)
Uncertainty Avoidance 2.316%** 2.927%** 2.589%** 3.136%**
(16.92) (16.51) (7.48) (8.6)
Mastery -0.205%** -0.291%%* -0.353%** -0.429%**
(16.57) (18.52) (6.62) (7.81)
Social Trust 0.494%** 0.471%** 0.153 0.132
(7.49) (6.42) (1.35) (1.2)
Size -0.0126 -0.015 -0.012 -0.014
(0.4) (0.46) (0.43) (0.51)
Ownership
Dispersed shareholders 0.153%** 0.015 0.144%** 0.016
3.97) (0.19) (3.19) (0.29)
Family, external CEO -0.034 -0.166 -0.046 -0.165
(0.62) (1.63) (0.69) (1.94)
Family, family CEO -0.034 -0.152 -0.033 -0.142%*
(0.67) (1.77) (0.78) (2.41)
Founder 0.071 -0.048 0.050 -0.059
(1.82) (0.64) (0.89) (1.01)
Government -0.159 -0.274%* -0.121 -0.225%*
(1.78) (2.91) (1.17) (2.29)
Managers 0.150 0.025 0.127 0.013
(1.08) (0.22) (0.71) (0.08)
Private equity 0.218 0.077 0.212 0.082
(1.51) (0.43) (1.25) (0.43)
Private individual 0.075 -0.048 0.093 -0.919
(1.33) (0.69) (1.32) (0.33)
MNE Dummy Yes Yes Yes Yes
Country fixed effects Yes Yes Yes Yes
Sector fixed effects No No Yes Yes
Year fixed effects No Yes No Yes
N 7094 7094 7094 7094
R? 0.061 0.069 0.132 0.140

Note: t statistics in parentheses. *p<0.05; **p<0.01; ***p<0.001. MNE dummy is included and indicates
if MNE is foreign or domestic. All control variables are included in the regression but not all are reported.
Data concerns 7094 firms from 18 countries.
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Table 3. Regression coefficients with interaction effects.

® )] 10) a1 (12) (13) (14)
Dependent var. ROCE ROCE ROCE ROCE ROCE ROCE ROCE
Incentives*
Individualism 0.001 - - - - - -
(0.02)
Incentives*
Masculinity - 0.007 - - - - -
(0.84)
Targets*
Masculinity - - -0.013 - - - -
(1.37)
Targets*
Uncertainty
Avoidance - - - 0.008 - - -
(0.46)
Monitoring*
Power Distance - - - - -0.018 - -
(0.79)
Incentives*
Mastery - - - - - 0.012 -
(0.56)
Management*
Social Trust - - - - - - -0.026
(1.24)
Targets 0.067* 0.067* 0.068* 0.068* 0.068* 0.066* 0.065*
(2.23) (2.24) (2.35) 2.2) (2.29) (2.23) (2.07)
Monitoring -0.034 -0.035 -0.035 -0.035 -0.035 -0.034 -0.036
(1.12) (1.11) (1.13) (1.13) (2.21) (1.13) (1.25)
Incentives 0.059%** 0.059%** 0.060%** 0.059%** 0.058** 0.06** 0.058**
(3.39) (3.54) (3.65) (3.49) (3.43) (3.28) (3.6)
Size -0.015 -0.015 -0.015 -0.015 -0.015 -0.015 -0.014
(0.47) (0.46) (0.47) (0.46) (0.47) (0.46) (0.45)
Ownership
Family CEO -0.151* -0.151* -0.151* -0.149* -0.154* -0.149* -0.146*
(1.7) (1.72) (1.74) (1.67) (1.73) (1.69) (1.66)
Government -0.270* -0.269* -0.270%* -0.269* -0.277* -0.269* -0.268*
(2.76) (2.83) (2.84) (2.81) (2.68) (2.85) (2.74)
Fixed effects Yes Yes Yes Yes Yes Yes Yes
N 7094 7094 7094 7094 7094 7094 7094
R? 0.141 0.141 0.141 0.141 0.141 0.141 0.141

Note: t statistics in parentheses. *p<0.05; **p<0.01; ***p<0.001. ROCE is the dependent variable and
the interaction term added is specified in the left column. All models include country, year and sector
fixed effects. As country fixed effects are included, national culture variables are not included. All firm-
level control variables are included in the regression but not all are reported. Data concerns 7094 firms

from 18 countries.
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4.2. Robustness checks and extensions
In this section, several robustness checks have been carried out in order to increase the
validity of the results presented above. Firstly, alternative dependent variables that
capture other aspects of firm performance have been evaluated. Secondly, alternative
interaction terms using other dimensions of national culture have been used as
substitutes of individualism and power distance. Thirdly, the multicollinearity concern

has been addressed.

4.2.1. Dependent variable
In order to use other measures of firm performance such as sales, growth of sales in 5
years, and sales per employee, the correlation matrix of those variables can be analyzed
using Table A.6, which is located in appendix 3. The astonishing low correlation degree
of ROCE with sales per employee suggests that it is not a robust alternative for firm
performance. Among ROCE, sales, and growth of sales in 5 years, the correlation
coefficients are highly relevant, reporting sales growth the strongest positive linear
relationship with firm performance. This means that an increase in ROCE is
accompanied by a rise in the 5 year sales growth variable and vice versa.

The three right columns of Table 4 (Models 18-20) report the regression results with
each of the alternatives for the dependent variable suggested. It can be seen that sales
per employee (Model 20) lacks significance in most of the explanatory variables and the
R squared is very low. This confirms the lack of validity for its use as alternative
dependent variable. In the model 19, sales are expressed in logarithmic form and show
the most robust results, which improves the statistical fit from approximately 14% in the
prior models to 69%. Targets, monitoring, individualism, uncertainty avoidance and
mastery are positive and significant, while masculinity and power distance report a
negative relationship. However, the incidence of national culture decreases because the

coefficients are notably smaller than in the baseline model (Model 7). In addition, it is
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crucial to note that size becomes strong, positive and highly statistically significant
whereas it was not significant in the baseline model. Nevertheless, these results show

overall that the baseline model is robust.

4.2.2. Interaction terms
The models 16 to 17 in Table 4 explore the effects of replacing individualism-
collectivism and power distance for other dimensions of national culture, namely
autonomy-embeddedness and hierarchy-egalitarianism. The dependent variable, firm
performance, has been estimated using alternative interaction terms instead of the ones
included in the original hypotheses and reported in Table 3.

As argued in chapter two, several of Schwartz’s cultural dimensions, hierarchy-
egalitarianism and autonomy-embeddedness, were initially left out due to their
similarity to power distance and individualism-collectivism respectively. Therefore, the
interaction terms included in these robustness checks contain alternative variables of
cultural dimensions. The interaction term incentives*individualism has been replaced
by incentives*autonomy. In addition, power distance has been substituted for hierarchy,
resulting in the interaction term monitoring*hierarchy. The results are reported in Table
4, using ROCE as dependent variable. As a result, none of the interaction terms assumes
statistical significance, thus the interplay between operational activities and national
culture does not affect firm performance. Therefore, the initial results (Table 3) are
strengthened because the use of alternative cultural dimensions does not alter the
outcomes.

As with the previous regressions that included interaction terms, the alternative
interaction terms are not significant with the exception of the term
monitoring*hierarchy. In accordance with Hypothesis 4, the contingent effect of the

cultural dimension power distance on monitoring activities has a negative effect on firm
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performance. Table 4 uses the cultural value hierarchy as alternative to power distance
and the results support the hypothesis, however the coefficient is very low.

Whether the model is estimated with these alternative interaction terms or with the
original ones (Table 3), the main results do not change substantially. Targets,
incentives, individualism, power distance, uncertainty avoidance and mastery are
significant and carry the same sign in all models. Moreover, the R squared is

approximately the same.

4.2.3. Addressing multicollinearity
Due to the cross-sectional research design of this paper, the likelihood of
multicollinearity deserves special attention. Multicollinearity means that one or more
independent variables are strong linearly related, which could bias the results. In this
paper, it is tested by applying VIF (variance inflation factor), which simply consists of
regressing an explanatory variable on all the others.

Table A.7, in appendix 3, displays the VIF values of the variables included in the
models. The high value that individualism carries can be observed. Consequently, the
model has been estimated without individualism, resulting in a lower VIF overall, thus
solving the multicollinearity issue. However, since the cultural dimension individualism
is crucial in this paper, it cannot be left out.

The exclusion of the cultural dimension individualism-collectivism raises a possible
suggestion for future research, which is left to upcoming studies and not discussed in

this paper.
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Table 4. Robustness checks: Alternative measures of the cultural dimensions

Individualism and Power Distance, and ROCE are used.

(18) (19) (20)
Growth Logarithm  Sales per
as) (16) a7 sales 5 sales employee
Dependent var. ROCE ROCE ROCE years
Incentives™® Affective
Autonomy 0.004 - -
(0.24)
Incentives* Intellectual
Autonomy - -0.009 -
(0.58)
Monitoring * Hierarchy - - -0.043*
(2.63)
Targets - - - 0.049 0.046** 0.053
(1.97) (3.69) (1.91)
Monitoring - - - -0.052 0.038* -0.023
(2.02) (2.45) (0.59)
Incentives - - - 0.068** 0.048* 0.026
(3.45) 2.7 (1.22)
Individualism - - - 0.613%** 0.166%* 0.124
(7.62) (3.65) (1.23)
Masculinity - - - 0.33 %% -0.148** -0.014
(8.77) (-3.64) (-0.35)
Power Distance - - - -0.497%** (. 373k** -0.293
4.7 (5.39) 2.1
Uncertainty Avoidance - - - 0.095 0.296** 0.349
(0.54) (3.25) (1.87)
Mastery - - - -0.546%** 0.175%** 0.025
(-15.95) (11.35) (1.88)
Social Trust - - - 0.002 0.116 0.101*
(0.41) (1.94) (2.54)
Size -0.015 -0.014 -0.015 0.179%** 0.696%** -0.093
(0.51) 0.5) (0.53) (7.66) (31.24) (2.01)
Ownership
Family CEO -0.138* -0.137* -0.133* 0.116 -0.163*** -0.038
(2.39) (2.35) (2.37) (1.45) 5.5 (1.17)
Founder -0.057 -0.056 -0.05 0.259** -0.238%* -0.108
(1.00) (0.97) (0.89) 3.D (3.40) (1.82)
Government -0.220* -0.215%* -0.228* -0.208 -0.139 -0.026
(2.21) (2.15) (2.19) (1.23) (1.35) (0.53)
Managers 0.021 0.021 0.023 0.132 -0.373%** -0.203**
(0.13) (0.13) (0.14) 1.3) (8.03) 3.3
Fixed effects Yes Yes Yes Yes Yes Yes
N 7094 7094 7094 7094 7094 7094
R? 0.141 0.141 0.142 0.222 0.699 0.023

Note: t statistics in parentheses. *p<0.05; **p<0.01; ***p<0.001. ROCE is the dependent variable for
models 15-17 while alternative dependent variables are used for models 18-20. The interaction term
added in models 15-17 is specified in the left column. All models include country, year and sector fixed
effects. Models 15-17 do not include national culture variables because country fixed effects are included.
Control variables are included in the regression but not all are reported. Data concerns 7094 firms from

18 countries.
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4.3. Alternative empirical approach a la Myles Shaver 1998
Each organization decides which management practices are applied, thus management
practices are self-selected. A company would choose and adopt superior management
practices in accordance with the national culture if the expected outcome is higher than
the required investment. Therefore, the assessment of firm performance on the basis of
the quality of management practices is at risk of bias and could suffer from
endogeneity®.

Alterations in management practices have an effect on firm performance, as well as
variations in firm performance could have impact on management practices. In other
words, an increased quality of management could positively affect firm performance as
well as higher performance would encourage the adoption of superior management
practices. A model that addresses the endogeneity of management practices is necessary
in order to avoid misleading conclusions (Shaver, 1998).

Relying on the basis of the empirical model developed by Myles Shaver (1998), this
paper uses an alternative approach in order to increase the validity of the results. In this
regard, if management practices are culturally contingent, culture is expected to be a
good predictor of management practices. However, if the predicted and actual values
deviate, national culture may not be the best predictor of management practices. The
model can be defined as management practices being a function of national culture as

represented in the following equation.

MP= f (NC)

¢ Endogeneity refers to the presence of an explanatory variable that is correlated with the error term

usually caused by an omitted variable or measurement error (Wooldridge, 2000).
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From an empirical perspective, the estimated values of management practices are
obtained using national culture as a predictor. Then, the deviance between firms’ actual
and predicted management practices is calculated, generating the new variables X and

AX. The descriptive statistics are shown in the table below.

Table 5. Descriptive statistics of variables X and AX.

Variable Obs. Mean Std. Dev. | Min Max
X = Difference between actual and 7094 7.89¢-10 1 -1.22 418
predicted MP

AX = Absolute difference between 7094 0.706 0.564 0 3.31
actual and predicted MP

Note. MP is the abbreviation of management practices. The variable X represents the deviance between
the actual and the predicted value of management practices. The variable AX represents the absolute
difference between the actual and the predicted value of management practices. Both variables have been
already winsorized and standardized.

It can be seen that predicted and actual management practices deviate considerably,
suggesting that management practices are not strictly predicted by national culture. This
raises further questions about the feasibility of management practices contingent on
culture.

Additionally, this paper estimates the firm performance consequences of the
deviance between actual and predicted management practices. To this end, a model has
been developed in which the deviation between actual and predicted management

practices is included as explanatory variable.

MP= f (X, AX, NC, MP)

Table 6, displayed below, illustrates the estimation of firm performance with the new
explanatory variables added (X, 4X). Model 21 includes management practices as an

explanatory variable while model 22 does not.
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Table 6. Regression coefficients with the deviance between actual and predicted

management practices as explanatory variable.

Dependent var. (21) ROCE (22) ROCE

Management 0.061 -
(0.29)

Difference between actual and

predicted management 0.008 0.069**
(0.04) (3.21)

Absolute difference between actual and

predicted management 0.044 0.044
(1.66) (1.66)

Individualism 1.306%** 1.332%%*
(6.04) (7.74)

Masculinity -0.127 -0.122
(1.67) (1.55)

Power Distance -2.379%** -2 427 **
(5.92) (7.54)

Uncertainty Avoidance 3.084%** 3.159%**
(5.66) (7.73)

Mastery -0.419%** -0.425%**
(5.96) (7.01)

Social Trust 0.184 0.211
(1.34) (1.97)

Size -0.012 0.002
(0.23) (0.05)

MNE domestic 0.012 0.014
(0.86) (1.49)

MNE foreign 0.018 0.027
(0.60) (1.86)

Ownership

Family, family CEO -0.143 -0.160*
(1.73) (2.65)
Government -0.231* -0.242*

(2.82) (2.46)

Fixed effects Yes Yes

N 7094 7094

R? 0.135 0.139

Note: t statistics in parentheses. *p<0.05; **p<0.01; ***p<0.001. ROCE is the dependent variable for all
models. All models include country, year and sector fixed effects. MNE dummy is included and indicates
if MNE is foreign (f) or domestic (d), however is not significant. Data concerns 7094 firms from 18
countries.

The explanatory power of model 22 is slightly higher (0.139). It can be observed
that the deviance between actual and predicted management practices is significant and
positive. Consequently, a positive difference between actual and predicted management
practices will have a positive impact on performance, thus a firm with more

sophisticated management practices has a higher firm performance.
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As the positive performance consequences of management practices are universal
and not culturally contingent, positive differences between actual and predicted
management practices have a positive performance effect, while negative differences
between actual and predicted management practices have a negative performance effect.

Moreover, Figure 2 represents the universal relationship between management
practices and firm performance. It shows a positive and increasing evolution, suggesting
that the higher the quality of management, the greater the firm performance regardless

of national culture.

Figure 2. Representation Firm Performance and Management Practices.

o

1
1

Firm Performance
0
1

Management Practices

Relationship FP-MP

Note: The oscillation between positive and negative values is because the variables have been
previously standardized.

The results derived from the approach developed in this section provide further
support to the perspective that management practices are not strictly contingent on
culture. In sum, the results presented in this chapter suggest that management practices
are not culturally contingent. Instead, the existence of a set of superior management
practices that are universally valid is feasible, meaning that the relationship between the

quality of management and firm performance is positive and constant across countries.
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CHAPTER 5. DISCUSSION

5.1. Validity of hypotheses and interpretation
The main conclusion drawn from the empirical analysis is that the findings do not
support the hypotheses, as signified by estimated coefficients for the interaction terms
being not statistically significant at usual levels. The models are estimated with and
without interaction terms, resulting in very similar outcomes and R squared, around
14%. Therefore, the addition of the interaction terms does not improve the explanatory
power of the model. Moreover, several robustness checks have been carried out using
alternative dependent variables and interaction terms, showing similar results. A further
empirical approach complemented the analysis, and, using national culture as predictor,
showed the deviance between the actual and the predicted value of management
practices. These results suggest that the effect of management practices on firm
performance is not culturally contingent, at least not strictly.

In accordance with prior literature, this paper presents evidence of the direct
influence of national culture and management practices on firm performance. In
particular, higher scores on the cultural dimensions of individualism and uncertainty
avoidance encourage a rise of firm performance, while power distance exerts a negative
influence. Looking at management practices, targets and incentives operational
activities are favorably related to firm performance, meaning that an increase in the
quality of those positively affects firm performance. Moreover, companies owned by
either families or the government perform rather poorly. In other words, companies
perform better in individualistic cultures where a high degree of uncertainty is avoided,
while in high power distance societies firms obtain poorer outcomes.

The analysis of the interplay between culture and management practices and its
effect on firm performance is not novel to this paper, however prior research has been

very limited and significant results lack (Nair, 2006). For instance, Chow and his
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colleagues (1991) analyzed, through an experimental approach, the direct effect of
culture and management together with the interaction between them on firm
performance. The findings, in line with this paper, showed a significant impact of the
direct effects but no significant interactions were found. Another study seeks to explain
management by analyzing the interplay between work-related control activities and
national culture in Japan and the US, however the interactions were not significant
(Chow, Kato & Shields, 1994). In addition, a more recent paper illustrates the
ambiguous and mixed results of culture as a contingency factor, using most of the
studies a reduced country sample (Chenhall, 2003). One can argue that the misleading
results are due to the reduced country sample, sometimes comparing only two nations.
Moreover, the use of the same cultural dimensions, mostly individualism, or the
experimental nature of the studies is an issue as well. In any case, this paper overcame
these limitations and the results are still not consistent, thus raising further doubts about
management practices being culturally contingent.

In summary, an increased quality of management practices results in a higher firm
performance regardless of national culture. Perhaps more importantly, the role of
culture interacting with management practices becomes questionable, making room for
alternative explanations.

Looking in depth at the results, this paper provides several valuable implications for
future research. Encouraged by the fact that that a set of superior management practices
that are universally valid has been present in the literature, it may be said that culture as
moderating factor could have been overestimated. In accordance with this paper, the
assumption of universal management practices is popular in the manufacturing sector as
well, where excellence is possible by using practices such as Just-In-Time (JIT)
(Schonberger, 1986). Moreover, in manufacturing firms, the adoption of best
management practices and quality management will result in higher firm performance

(Voss, 1995; Samson & Terziovsky, 1999). This paper generates reasonable doubts in
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this direction, providing support for a set of universal superior management practices
instead of culture-bound management. In any case, those management practices
represent the basic operational activities included in this paper; incentives, monitoring
and targets. In other words, the application of, for instance, JIT (just-in-time) methods,
promotion of good employees, and communication are part of superior management
practices in any country regardless of its culture. Therefore, maybe the puzzle is not
whether management practices have a stronger/weaker effect in certain cultures but to
discover why some companies do not adopt superior management. Some reasons could
be driven by elevated investment costs, lethargic managers not open for change, or even
the lack of knowledge of more sophisticated practices.

Culture has enjoyed a central position in the international business literature for the
past decades, responding to the internationalization and rapid spread of multinational
firms across the globe. However, this paper suggests a change of direction. It could be
legitimate to not entirely reject the paradigm of a superior management system which is
valid in culturally diverse countries. Culture shapes the international context of
business, nevertheless it is possible that culture has lost importance in today’s
globalized world. This is not to say that culture has been overestimated by researchers
and practitioners, however alternative contingency factors could have been
underestimated. For instance, certain high advanced technology or innovation processes
could be relevant to management and have not been evaluated or taken into account.
Moreover, the age of the firm could serve as moderator because more experienced firms
have accumulated more knowledge which positively affects the appropriate use of
superior management practices. These arguments imply that other variables apart from
culture, such as innovation, R&D or the age of the firm could be considered as possible
contingency factor in future research. Furthermore, the term globalization of cultures

has gained importance in the past years, opening a new field that requires further
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research and which could shed more light on the issue of management being culturally
contingent by a global culture.

In sum, further research in this area needs to be done in order to draw valid and
robust conclusions about the possible alternative direction of contingency theory,

culture and the re-emergence of universal management practices.

5.2. Objections and limitations
In light of the results presented in last chapter and the argumentation exposed above,
one may ask oneself whether management practices are certainly culturally contingent.
Indeed, not as far as the evidence presented in this paper shows. However, this paper
comes with several limitations.

First of all, the development and direction of this study could have been influenced
by the personal culture, perceptions and understanding of the researcher. In this sense,
the theory could have been incorrectly applied, being the link of management practices,
national culture, contingency theory and firm performance not well interpreted.

From an empirical perspective, the small sample size composed of eighteen
countries, even though greater than in previous studies, is still a basic concern.
Especially being the number of firms clustered in certain countries very low. There is
thus a need for more observations in order to detect significant results. Moreover, the
solely consideration of manufacturing firms touches upon the inappropriate sample by
rejecting other sectors. Management and national culture is about people and the
correspondent relations. Therefore, contingency theory is correct but only for certain
type of firms because the relationships in manufacturing companies are mostly between
humans and machines and not so much between humans and humans.

Thirdly, the results could vary as well depending on the variables used. ROCE, as
main dependent variable, could be replaced by other measures of firm performance

apart from sales such as customer satisfaction or growth of market share (Sousa & Voss,
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2008). This was however not possible for this paper because the WMS lacked the
identification necessary to link the observations to an additional dataset. In addition,
inappropriate measures of management practices could bias the results and contingency
theory may hold but for other management practices other than incentives, targets and
monitoring.

Moreover, it could be argued that cultural values and beliefs carry different weight
across-countries, thus certain values have potentially more impact in some regions than
in others. Furthermore, instead of using national culture, organizational culture could be
used, which cannot be done with Hofstede’s and Schwartz’s cultural dimensions due to
the ecological fallacy’ issue. Additionally, the results could be affected as well by the
possibility that differences in national cultures are not extreme enough to provide
significant outcomes. Likewise, the high VIF of the cultural dimension individualism
needs to be addressed and solved. In this line of argument, Hofstede’s dimensions have
been widely used in most of cultural research done, thus it could be interesting to use
alternative measures of culture such as the GLOBE project or Trompenaars’ cultural
dimensions. Moreover, assuming within country homogeneity in cultural values
deserves special attention. National culture is measured at the country level and, in
some nations, the intra-country culture variation is a major issue. For instance, in some
regions of Africa, national borders were decided by colonial powers, thus members of
one society could have stronger cultural differences with people of that particular
country than with citizens of neighbor countries.

Reverse causality is an issue that needs to be solved as well. In this sense, is
performance caused by an increased quality of management or does performance

encourage the adoption of more sophisticated management practices? This complex

It refers to the application of reasoning at the higher level (nation) to a lower level (individuals,

organizations) which is not appropriate and lead to biased results.
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question is not possible to answer with a cross-sectional research design, therefore time-
series data would be appropriate to establish causal relationships.

Lastly and as to close this chapter, a question that rose constantly in the writing
process of this paper and should inspire the reader: Why do the US and Japan have

nearly opposite cultural values and, in parallel, are very close in management practices

scores?
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CHAPTER 6. CONCLUSION

With the rise of internalization of companies several decades ago, it became clear that a
unique management style was not suitable for all environments and settings, thus giving
importance to the role of cross-cultural management. This paper relies on theoretical
insights of contingency theory for the empirical analysis of management practices being
culturally contingent.

Relying on Hofstede’s and Schwartz’s dimensions of national culture, social trust
and on the quality of management practices (incentives, monitoring and targets
activities), this paper tests the interaction effect of those variables on firm performance.
The results present evidence of the direct effect of culture and management practices on
firm performance, however they do not support the hypotheses. Being that the
interaction terms are not significant, national culture does not exert an effect on the
relationship between management practices and firm performance.

The positive impact of the quality of management practices on firm performance is
not culturally contingent. Consequently, this paper cannot provide answers related to
which concrete management practices are more performance-enhancing and should be
applied in alignment with the national culture. Instead, the results suggest that there is a
set of superior management practices that are valid across countries. More sophisticated
management practices are positively related to firm performance regardless of national
culture.

This paper overcame prior limitations related to the nature of the analysis and the
number of countries and cultural dimensions included. Nevertheless, the objections
accounted in the last chapter encourage further research on the topic in order to find
conclusive results that solve the puzzling role of the interplay between culture and

management practices.
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Appendices
Appendix 1. Figures
Figure A.1. National culture across-countries.
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Note: The figure illustrates Hofstede’s scores on the cultural dimensions power distance (PD),
individualism (IND), masculinity (MAS) and uncertainty avoidance (UA) among the countries included
in the sample.

Figure A.2. Average management practices across-countries.
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Note: Average management is the average score on all the questions across all firms in the corresponding
country.
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Figure A.3. Specific management practices across-countries.
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Note: The scores of the three operational practices (monitoring, targets and incentives) are averaged and
plotted in the figure.

Appendix 2. Data

Table A.1. Main country-level data.

Average Power Uncertainty Social
Country Management | Distance | Individualism | Masculinity | Avoidance | Mastery | Trust
Argentina 3.05 49 46 56 86 3.92 19.2
Australia 2.96 38 90 61 51 3.97 51.4
Brazil 2.69 69 38 49 76 3.93 7.1
Canada 3.05 39 80 52 48 4.09 41.8
Chile 3.08 63 23 28 86 3.78 12.4
China 2.74 80 20 66 30 4.41 60.3
France 3.06 68 71 43 86 3.72 18.7
Germany 3.24 35 67 66 65 3.86 44.6
Great Britain 3.06 35 89 66 35 4.01 30.0
Greece 2.77 60 35 57 112 4.25 -
Northern Ireland 2.86 35 89 66 35 4.01 30.0
Republic of Ireland 2.87 28 70 68 35 4.04 30.0
Italy 2.98 50 76 70 75 3.81 27.5
Japan 3.38 54 46 95 92 4.06 35.9
Poland 2.9 68 60 64 93 3.84 22.2
Portugal 2.81 63 27 31 104 4.11 -
Sweden 3.21 31 71 5 29 3.81 60.1
United States 3.31 40 91 62 46 4.09 34.8

Note: Average Management is given in the original scale (1-5). Cultural dimensions and Social Trust are
given in a scale 0-100, while Mastery is illustrated in the original scale (-1, 7). Portugal and Greece
lacked information regarding Social Trust, which was replaced by Italy for the empirical analysis due to
the cultural similarity.
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Table A.2. Disclosure management practices scores per country.

Average Average Average Average

Country Management monitoring targets incentives
Argentina 3.05 3.5 2.7 3
Australia 2.96 3.24 2.86 2.7
Brazil 2.69 2.9 2.5 2.83
Canada 3.05 3.6 3.2 2.83
Chile 3.08 33 3.1 2.75
China 2.74 2.94 2.67 2.69
France 3.06 3.46 3.03 2.73
Germany 3.24 3.55 3.25 2.98
Great Britain 3.06 3.38 3.02 2.87
Greece 2.77 3 2.7 2.6
Northern Ireland 2.86 3.02 2.8 2.8
Republic of Ireland 2.87 3.05 2.88 2.76
Italy 2.98 3.23 3.01 2.73
Japan 3.38 3.61 3.5 3.09
Poland 2.9 3.09 2.95 2.86
Portugal 2.81 3.17 2.74 2.57
Sweden 3.21 3.64 3.17 2.84
United States 3.31 3.51 3.23 3.23

Note: Average management is the average score on all the questions (18). The highest scores are in bold.
Average monitoring, targets and incentives are the average scores in those operational practices
respectively. The highest score in each management practice is highlighted in bold.
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Appendix 3. Empirical results

Table A.3. Descriptive statistics.

Variable Obs. Mean Std. Dev. Min. Max.
ROCE 7094 15.5 15.49 -25 50
Management 7094 3.02 0.617 1.055 4.88
Targets 7094 3 0.716 1 5
Incentives 7094 2.82 0.629 1 5
Monitoring 7094 3.32 0.742 1 5
Growth 5 year sales 7094 0.388 0.686 -3.42 3.17
Logarithm sales 7094 11.1 1.531 1.94 16.59
Sales per employee 7094 326.6 1110.5 0.092 83326.9
Firm ownership 7094 4.7 3.334 1 10
Size 7094 5.81 1.134 0 11.09
MNE domestic 7094 0.131 0.337 0 1
MNE foreign 7094 0.151 0.357 0 1
SIC 7094 318.8 81.65 13 999
Country 7094 11.07 3.82 1 18
Power Distance 7094 50.51 16.45 28 80
Individualism 7094 65.21 23.71 20 91
Masculinity 7094 55.01 20.36 5 95
Uncertainty Avoidance 7094 62.21 29.51 29 112
Harmony 7094 4.11 0.326 3.46 4.62
Mastery 7094 3.98 0.193 3.72 4.41
Hierarchy 7094 2.25 0.479 1.6 3.49
Egalitarianism 7094 4.85 0.324 3.46 5.27
Affective autonomy 7094 3.92 0.401 3.03 4.39
Intellectual autonomy 7094 4.65 0.344 4.46 5.13
Embeddedness 7094 34 0.223 3.03 3.86
Social Trust 7094 34.06 13.27 7.1 60.3

Note: The variables illustrated in this table are not winsorized nor standardized. The transformation has
been done after.

Table A.4. Correlation matrix: management practices and firm performance.

ROCE Management  Incentives Targets Monitoring
ROCE 1
Management 0.105 1
Incentives 0.105 0.832 1
Targets 0.093 0.893 0.649 1
Monitoring 0.073 0.891 0.595 0.742 1

Note: Indicates the correlation coefficients. The maximum value is 1 and means perfect linear correlation.
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Table A.5. Correlation matrix: national culture, social trust and firm performance.

Affective  Intellectual
ROCE PD IND MAS UA Harmony  Mastery  Hierarchy Egalit.  Autonomy Autonomy Embedd. ST
ROCE 1
Power Distance -0.056 1
Individualism 0.095 -0.733 1
Masculinity -0.057 0.051 0.127 1
Uncertainty Avoidance 0.103 0.55 -0.459 -0.013 1
Harmony -0.089 -0.054  -0.193 -0.357  0.399 1
Mastery -0.021 0.249 -0.55 0.306  -0.147 -0.426 1
Hierarchy 0.032 0.41 -0.236 0392  -0.367 -0.725 0.553 1
Egalitarianism -0.047 -0.29 0.235 -0.316  0.247 0.611 -0.499 -0.856 1
Affective Autonomy 0.066 -0.531 0.57 -0.277  -0.267 0.082 -0.408 -0.302 0.399 1
Intellectual Autonomy -0.022 -0.228 0.271 -0.401 0.065 0.709 -0.759 -0.605 0.68 0.571 1
Embedded -0.009 0.51 -0.34 0.43 0.206 -0.605 0.506 0.571 -0.599 -0.781 -0.79 1
Social Trust 0.051 -0.159  -0.261 -0.27 -0.599 0.046 0.36 0.301 -0.381 -0.142 -0.07 -0.044 1

Note: Indicates the correlation coefficients. The maximum value is 1 and means perfect linear correlation. Several variable names on the top row have been abbreviated, however the whole
name corresponds with the first column respectively.

Table A.6. Correlation matrix of alternative dependent variables.

ROCE Sales per empl. Sales growth 5 y. Sales
ROCE 1
Sales per employee 0.02
Sales growth in 5 years 0.216 0.050 1
Sales 0.141 0.158 0.183

Note: Indicates the correlation coefficients. The maximum value is 1 and means perfect linear correlation.
Several variable names on the top row have been abbreviated, however the whole name corresponds with
the first column respectively.
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Without individualism
With individualism
Variable VIF Variable VIF
Individualism 16.13 Targets 2.18
Uncertainty Avoidance 8.62 Uncertainty Avoidance 2.58
Social Trust 7.11 Social Trust 251
Mastery 4.27 Monitoring 2.46
Power Distance 4.19 Incentives 1.89
Targets 2.68 Power Distance 1.78
Monitoring 2.46 Mastery 1.72
Incentives 1.9 Masculinity 1.57
Mastery 1.75 Size 1.17
Size 1.26 MNE foreign 1.07
MNE foreign 1.08 MNE domestic 1.05
Mean VIF 4.37 Mean VIF 1.86

Note: The coefficients are ranked in the order of most relevant (top row) to least relevant (bottom row).
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