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The estimation of supervisor effects, and the structural estimation of the
learning model of supervisor assignment
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Using branch-manager linked data from a cooperative bank and a car sales

bank, we investigate the source of branch performance differences. Despite the significant variation

in the local conditions of branches, we found that managerial talent matters significantly. Manager
effects explain about 30% of the raw variation in the branch profit per. Branch effects explain a
larger share of the variations in branch profit per worker (about 60%). We did not find evidence
that branch managers are rewarded for their real contributions, measured by the estimated manager
effects, via salary increase. Rather, they are rewarded merely for the raw performance of their
branches. Managers are rewarded, however, with improved branch assignments when they increase
profit-per-worker. A one standard deviation improvement in manager effects would increase the
probability of being assigned to the top quartile branches by 8.7%.
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Decomposition

Var(yic) = Var(a i) + Var(Wsai.r)) + Var(Xie )+ 2Cov(a , @) + 2Cov(a i, XitB + 2Cov(W 3.0,

XitB ) + Var(e i) ~——————————————————————- O]
o @
Raw variance of performance measure 5270.490 1.000
Variance ( ) 1853.303 0.352
Variance ( ) 3637.055 0.690
Variance (XB) 1781.515 0.338
Variance (residual) 836.042 0.307
2xCovariance (manager, branch) 71.098 0.013
2xCovariance (manager, XB) -930.386 -0.177
2xCovariance (branch, XB) -1928.568 -0.366

No. of observations 5496
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0.997
0.6%
3.507

Standardized 0.997
(1.851)

Standardized 3.507***
(1.519)

Female 3.525
(9.752)

Age -0.854
(0.532)

Tenure -0.295
(1.192)

(Tenure)? 0.058**
(0.029)

Year dummies Yes
153.768*

Constant

*%*

(27.800)

2.1



R squared 0.3887

No. of observations 5496
8.7
(D (2).
Coefficients Margind
effects
Standardized 0.559*** 0.087***
(0.200) (0.027)
( )1 0.017***  0.003***
(0.002) (0.0003)
Female -0.219 -0.034
(0.769) (0.006)
Age -0.128*** -0.020* **
(0.039) (0.006)
Tenure 0.085 0.023***
(0.084) (0.006)
(Tenure)? 0.002
(0.002)
No. of observations 5428 5428
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