
Formula One: The 2009 Crisis
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The seeds of the dispute were sown last winter when the Honda Motor Company
unexpectedly withdrew immediately from the series due to the financial crisis. F.I.A. and
Ecclestone decided the sport needed to cut costs to prevent further sudden withdrawals.

They hit on a two-tier set of regulations that will give a technical advantage to teams
that agree to a budget cap. The level of the cap has changed during the negotiations, but
currently stands at 100 million for 2010.

The five manufacturers who back teams Ferrari, BMW, Mercedes, Toyota and Renault
are involved in the series primarily to show off and develop their technology. They argue
that the new rules would give an advantage to the small teams that spend less to develop
technology.
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Southern Europe in crisis

• For years, Portugal et al have lived beyond their means.

• The economic and financial crisis demanded urgent government
intervention, further increasing debt levels.

• Financial markets fear default, thus increasing interest rates, thus
making payment more difficult, thus justifying fears.

• Greece most acute case, but Portugal and Spain not far.
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Southern Europe in crisis (cont)

• Portugal must make an effort towards budget balancing.

• Portugal must make an effort to show that its macroeconomic
shape is not very different from other European countries.

• Portugal must implement urgent structural microeconomic
reforms (urgent for the past 20 years or so).
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Government deficit and GDP
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Greece 12.9

US 12.5

Iceland 12.4

Spain 11.4

Ireland 11.4

United Kingdom 10.9

Japan 10.3

Portugal 9.3

France 7.9

Slovakia 6.3

Slovenia 6.1

Check Republic 6

Belgium 5.8

Italy 5.3

Canada 5

Netherlands 4.9

Austria 3.6

Germany 3.3

Denmark 3

Finaland 2.4

Sweden 2.2

Luxenbourg 1.1
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Public debt and GDP
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Southern Europe in crisis (cont)

• Portugal must make an effort towards budget balancing.

• Portugal must make an effort to show that its macroeconomic
shape is not very different from other European countries.

• Portugal must implement urgent structural microeconomic
reforms (urgent for the past 20 years or so).
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Selection and productivity
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Selection and productivity

Individual firm productivity Average

40 60 80 90 100 110 120 140 160 100.0

42 62 82 92 102 112 122 142 162 102.0

60 80 90 100 110 120 140 160 107.5

80 90 100 110 120 140 160 114.3
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The fallacy of the mean

• Average productivity in Portugal approximately one half of leading
European countries (McKinsey).

• But huge variability:

− 34% firms with productivity below one half of average.

− 11% firms with productivity above twice the average.

• Back-of-the-envelope calculation: 20% Portuguese firms have
higher productivity than median of Europe’s leading countries.

Source: McKinsey and my own calculations.
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Portugal vale a pena

Efacec, Fepsa, Ydreams, Mobycomp, GALP, SIBS, BPI, BCP, Totta,
BES, CGD, Stab Vida, Altitude Software, Primavera Software, Criti-
cal Software, Out Systems, WeDo, Brisa, Bial, Grupo Amorim, Quinta
do Monte d’Oiro, Activespace Technologies, Deimos Engenharia, Lu-
sospace, Skysoft, Space Services; Portugal Telecom Inovação; grupos
Pestana, Vila Gal, Porto Bay, BES Turismo, Amorim Turismo,...

Source: Nicolau Santos (Expresso).
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Management quality and firm performance

• Firm performance, as measured by various indicators, is positively
correlated with the quality of its management.

• Measures of firm performance include sales, sales growth,
profitability, survival.

• Measures of management quality include establishment of targets,
monitoring mechanisms, incentives mechanisms.

Source: Nicholas Bloom and John Van Reenen, “Measuring and Explaining Management Practices Across Firms and
Countries,” Quarterly Journal of Economics, Vol 122 (2007), pp. 1351–1408.
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Product market competition

Management z-score = 0.180 × Import penetration
+ 1.257 × Competitiveness index
+ 0.120 × Number of competitors

Source: Nicholas Bloom and John Van Reenen, “Measuring and Explaining Management Practices Across Firms and
Countries,” Quarterly Journal of Economics, Vol 122 (2007), pp. 1351–1408.
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Management quality

Management score (z)
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3.0

3.5
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Excluding z < 2

Excluding z < 3

U.S. Portugal Greece

Source: Nicholas Bloom and John Van Reenen, “Measuring and Explaining Management Practices Across Firms and
Countries,” Quarterly Journal of Economics, Vol 122 (2007), pp. 1351–1408; and my own calculations.
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Improving productivity levels

• Primary and secondary education.

• University education; business schools.

• Bureaucracy costs.

• Public sector / taxation levels.
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Getting rid of the left tail

• Ease of firm entry and exit.

• Economic mobility.

• Legal system.

• Competition and a level playing field.

19



Takeaways

• Micro crisis more serious than macroeconomic crisis.

• To increase average productivity, get rid of the left tail.

• A level playing field is the best way to get rid of the left tail.
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