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Abstract

The Effect of Firm Characteristics on the Relationship between Managerial Ability

and Firm Performance’
Cho Sang-Min* * Yoo Ji-Yeon**

This paper expands the results of previous studies indicating that manager’s ability positively
affects business performance to analyze whether the degree to which the role of manager’s ability
improves business performance appears differently according to the characteristics of enterprises.
As for the characteristics of enterprises, whether enterprises correspond to enterprises with high
levels of funding constraints or late movers in the market is considered. Enterprises with high
levels of funding constraints greatly require managers’ roles not only for efficient use of funds but
also for smooth financing. Late movers require more judgments of professional managers to
overcome insufficient resources held and low profitability. In the case of enterprises with corporate
characteristics with high dependency on the manager, the business performance is expected to
greatly vary with the ability of the manager.

The empirical analysis was conducted with listed companies from 2010 to 2014, manager’s ability
was measured by first measuring the efficiency of the entire enterprise through data envelopment
analysis (DEA) using the methodology of Demerjian et al.(2012) and removing enterprise
characteristics factors thereafter. Business performance was measured by the return on industrial
fixed assets.

The results of the empirical analysis indicated that the degree to which manager’'s ability
improves business performance was higher in managerial competence enhances managerial
performance in enterprises with high levels of funding constraints and late movers. Business
performance is considered to have been improved further in cases where manager’s ability is high
because investments were made more efficiently through smooth funding. In addition, in the case
of late movers in relatively poor environments, business performance was improved further because
high manager’s ability induced efficient decision making.

In this paper, we extend the precedent study that the manager’'s ability improves the
management performance, and confirm that the manager’s ability to improve the managerial

performance can be different according to the situation of the company. In addition, it is
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meaningful to analyze empirically whether a company’s managerial ability is more important.

This paper expanded the results of previous studies indicating that manager’s ability improves
performance to identify that the degree to which manager’s ability improves business performance
may appear differently according to situations in which enterprises are placed. In addition, this
paper is meaningful in that it empirically analyzed what enterprises require manager’s ability more

importantly.

Key Words: Firm Characteristics, Managerial Ability, management performance, financial constraints,

follower firm



