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Human capital theory is the dominant theoretical framework used to explain objective intra-organizational ca-
reer success. However, the economic assumption that human capital development results in greater pay due
to enhanced performance is challenged in non-Western contexts. Therefore, this study examines how the com-
ponents of human capital influence pay in a non-Western setting where local companies commonly face salient
socio-cultural and institutional pressures. In this vein, a formalmodel including performance evaluation as a par-
tial mediator between human capital components and pay in a Latin American setting is developed and tested.
The findings indicate that human capital development influences pay, but not due to enhanced performance as
posited by human capital theory, suggesting that social and institutional pressures seem to influence the relation-
ships. Furthermore, pay-for-performance compensationmechanisms appear towork only at the general employ-
ee level but not at the managerial level.

© 2014 Published by Elsevier Inc.
1. Introduction

In today’s knowledge-rich global environments, individual career
success increasingly rests on employability across organizations
(Dries, Pepermans, Hofmans, & Rypens, 2009). Despite this growing
trend, many individuals continue to develop their human capital and
pursue career success within the same organization (Verbruggen, Sels,
& Forrier, 2007). Objective intra-organizational career success has tradi-
tionally been examined in Western settings using the explanatory
frame of human capital theory (Ng & Feldman, 2009). However, there
is a paucity of research on the relationship between human capital
and objective intra-organizational career success in non-Western set-
tings (Fang, Zikic, & Novicevic, 2009). Researching careers in these
novel contexts entails the need for theorizing and conducting empirical
research in a manner that accounts for context-specific effects
(i.e., contextualizing theory) (Tsui, Nafdakar, & Ou, 2007; Whetten,
2009). In particular, May & Stewart (2013, p. 148) argue that “there is
potential for cross-fertilization from international management re-
search not only to ascertain the generalizability of inferences, but also
to capitalize on contextual contingencies for insights concerning con-
struct additions that enrich theory’s ability to describe and predict phe-
nomena of interest more thoroughly and robustly across boundaries.”
An illustrative construct is pay-for-performance which, based on
ontextualizing human capita
14), http://dx.doi.org/10.1016
human capital theory, is influenced by individual education and train-
ing. To model and test this influence in the local context, it is necessary
to contextualize human capital theory.

Contextualizing theory involves identifying the conditions under
which a theory developed in one context holds within another context
(McGuire, 1983). Theory contextualization is different from theorizing
about context, which involves examining how differences among con-
texts may influence a change in an established theory. This distinction
is particularly important because contemporary research suggests that
human resource (HR) notions typically have components of universal
validity while also incorporating contextualized cultural particulars
that are manifested in specific HR policies and practices (Bonache,
Trullen & Sanchez, 2012). Hence, the purpose of this paper is to contex-
tualize human capital theory by examining how institutional (i.e., socio-
cultural) factors may influence the relationship between human capital
and objective intra-organizational career success in a firm operating
within a Latin American context.

Within the examined institutional context, sociocultural norms re-
flect the “common Roman law heritage, a common Iberian colonial
past, and present day patterns of social organization” (Rosenn, 1988,
p. 128). As a result, individuals working in this context tend to share a
strong awareness of social stratification, paternalism and in-group col-
lectivism (House, Hanges, Javidan, Dorfman, & Gupta, 2004) that may
suppress the importance of technical competence in performance eval-
uations and inflate the importance of symbolic aspects of human capital
for objective intra-organizational career success. If empirical results
l theory in a non-Western setting: Testing the pay-for-performance
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indicate this institutional rationale explains level of pay better than the
traditional economic model, we could infer that human capital leads to
objective intra-organizational career success in the novel context but
operates differently than the typically theorized economic mechanism.
Thus, by examining human capital theory within a relatively novel con-
text, we may derive novel insights about the existing theory and the
phenomenon that it espouses to explain.

2. Theoretical grounding

Human capital theory is widely used to explain objective career suc-
cess inWestern settings (Becker, 1962; Forstenlechner, Selim, Baruch, &
Madi, 2014; Sullivan & Baruch, 2009). Objective career success reflects
observable achievements of an individual, such as pay and promotion
(Judge et al., 1995), and has typically been related to human capital
and socio-demographic antecedents (Ng, Eby, Sorensen, & Feldman,
2005). Although multiple factors are considered to be indicators of ob-
jective career success (e.g., salary and number of promotions), we
focus on pay, which has been designated as a global dimension of career
success acrossmultiple cultural settings (Demel, Shen, Las Heras, Hall, &
Unite, 2012).

The main prediction of human capital theory is that increases in
human capital translate into greater pay through increased job perfor-
mance. However, only in ideal cases do performance evaluations offer
an “objective, rational, and systematic way for organizations to manage
workforce performance” (Chiang&Birtch, 2010, p. 3) becausemanagers
often experience institutional pressures that introduce bias into the re-
lationship between human capital and performance evaluations, aswell
influencing the combined impact of human capital and performance on
objective career success (Parboteeah & Cullen, 2003). In other words,
while economic rationality implies that investments in human capital
may lead proximally to increased performance and distally to greater
pay, this does not take into account the political, socio-cultural, and in-
stitutional context in which the investments in human capital are em-
bedded (Peng, 2003).

The socially-embedded nature of intra-organizational career success
has recently attracted growing interest from career researchers (Kats,
Van Emmerik, Blenkinsopp, & Khapova, 2010; Khapova, Vinkenburg, &
Arnold, 2009). Societal processes and cultural influences impact career
success in non-Western settings through HR policies and practices
(Thomas & Inkson, 2007) because HR systems are “often based on
customs, imitation of other firms, administrative convenience, and ad
hoc programs developed through narrow functional lenses,” (Gomez-
Mejia, Berrone, & Franco-Santos, 2010, p. 55).

3. Hypothesis development

Human capital theory posits and empirical evidence supports the re-
lationship of education (Fleisher, Hu, Li, & Kim, 2011; Ng et al., 2005;
Singh, Ragins, & Tharenou, 2009), tenure (Altonji & Williams, 2005;
Ng et al., 2005; Williams, 2009), and training (Singh et al., 2009) with
pay. However, relatively little work explicates differential influences
andmechanisms via economic, as opposed to socio-cultural and institu-
tional, forces. Our model extends current thought by examining these
paths of influence.

Fig. 1 illustrates the mechanisms through which the three human
capital components are hypothesized to influence pay. The lower path
depicts an indirect influence and stipulates that the impact of human
capital on pay ismediated by the degree towhich greater human capital
translates into improved performance ratings. This represents an eco-
nomic, or rational, view in that the relationship between pay and
human capital is a function of pay-for-performance systems that recog-
nize value added through increased productivity. The upper path de-
picts a direct influence of human capital on pay implying that greater
human capital leads to increased pay regardless of its impact on perfor-
mance. That is, compensation is based on the symbolic, or potential,
Please cite this article as: Hayek, M., et al., Contextualizing human capita
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value of human capital, rather than on evaluated performance. The
model also incorporates a boundary condition, rank, which is proposed
to moderate the relationship between performance evaluations and
pay.

3.1. Economic perspective of human capital on objective career success

The economic perspective of human capital theory posits that the
three human capital components influence performance and thus result
in greater pay. In other words, the paths from human capital compo-
nents to objective intra-organizational career success, are mediated by
performance evaluation scores.

3.1.1. Education
A fundamental assumption of the economic perspective is that in-

vestment in education leads to greater productivity, which is reflected
in improved performance evaluation scores (Mason & van Ark, 1994),
and subsequently to increased pay. In a recentmeta-analysis conducted
by Ng & Feldman (2009), the authors found that educationwas a signif-
icant predictor of core task performance. Therefore, based on human
capital theory and previous empirical research, performance evaluation
scores are likely to explain how education is mapped onto objective
career success in terms of pay. Hence, the following is hypothesized:

H1a. Education has an indirect, positive relationship with pay via a
positive relationship with performance evaluation scores.

3.1.2. Tenure
Longer tenure results in greaterfirm-specific knowledge,which sub-

sequently is related to increased productivity. Several empirical studies
support the positive tenure-performance relationship (Sturman, 2003;
Van Iddekinge, Ferris, Perrewe, Perryman, Blass, & Heetderks, 2009).
In effect, it is likely that through a gradual process longer tenure results
in performance improvements and ultimately to increases in pay.
Therefore, the following is hypothesized:

H1b. Tenure has an indirect, positive relationshipwith pay via a positive
relationship with performance evaluation scores.

3.1.3. Training
Training typically develops job- andfirm- specific skills that enhance

individual employee performance (Salas et al., 1999), thus contributing
to greater productivity (Hatch & Dyer, 2004). Longitudinal studies (Van
Iddekinge et al., 2009) and studies involving multiple levels of analysis
(Bartel, 1994) indicate a significant impact of training on employee
performance scores. Furthermore, training and skill development 
l theory in a non-Western setting: Testing the pay-for-performance
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opportunities significantly and positively influence pay because of
improved performance (Ng et al., 2005). Therefore, the following is
hypothesized:

H1c. Training has an indirect, positive relationship with pay via a
positive relationship with performance evaluation scores.

A significant relationship of these three components to pay via
performance evaluation scores is particularly relevant to pay-for-
performance systems that are designed to leverage the use of human
capital by establishing a strong link between individual performance
and pay (Jenkins, Mitra, Gupta, & Shaw, 1998; Rynes, Gerhart, & Parks,
2005). The rationale for implementing these systems comes not only
from empirical investigations that were designed to examine their ef-
fectiveness (Cadsby, Song, & Tapon, 2007; Chiang & Birtch, 2010;
Scott, Shaw, &Duffy, 2008), but also from severalmeta-analyses that in-
dicate a significant positive relationship between pay and performance
(e.g., Guzzo, Jette, & Katzell, 1985; Jenkins et al., 1998). Therefore, the
following is hypothesized:

H2. Performance evaluation scores are positively related to pay.

The above hypotheses reflect a rational (i.e., economic) human cap-
ital perspective on a pay-for-performance compensation system. How-
ever, this rational, economic view may not fully explain the nature of
the relationship between performance evaluation and objective intra-
firm career success in terms of pay. Specifically, complementary socio-
cultural and institutional influences may function such that the
human capital components directly influence pay, thereby attenuating
the proposed indirect effect operating through performance evaluations
scores.

3.2. Socio-cultural and institutional influences of human capital on objec-
tive career success

Context-specific institutional pressures and socio-cultural factors
may attenuate the mediating role of performance evaluation scores.
This instance occurs when managers—influenced by industry-related
benchmarks, institutional pressures, or societal norms—allocate pay or
other rewards based upon reputational effects of the human capital
components, independent of their influence on performance. For in-
stance, compensation systems often reflect seniority-based rewards
(Gomez-Mejia et al., 2010) rather than on performance improvement
driven by tenure.

In non-Western contexts, such as the Ecuadorian context, managers
making pay decisions may experience institutional pressures that sup-
press the primacy of performance scores at a greater level than man-
agers in Western settings (Serneels, 2008). For example, “Ecuador has
arguably the most cumbersome labor legislation in Latin America.
There are several mechanisms through which the government inter-
fereswithwage setting in the private sector, including the nationalmin-
imumwage, mandatory wage adjustments to compensate for increases
in the cost of living, and a vast number of mandated benefits” (MacIsaac
& Rama, 1997, p. 136). Ecuadorian law establishes two important
components of salary 1) a minimum salary, and 2) distribution of ten
percent of profits before taxes divided among employees; this is com-
puted as a combination of base salary, years of tenure, and number of
dependents. Such salient institutional influences might interfere with
organizational commitment to implement pay-for-performance poli-
cies, and may influence managers to bypass strict adherence to perfor-
mance evaluations as the linchpin between human capital and pay.

The regional socio-cultural context of Ecuador is unique as the coun-
try belongs to the Latin American cluster, which is characterized by a
strong sense of dignity, the dominance of in-group over out-group iden-
tity, and paternalistic leadership (House et al., 2004). At the national
level, Ecuador scores lower than the United States on assertiveness
and uncertainty avoidance, and higher on in-group collectivism. These
Please cite this article as: Hayek, M., et al., Contextualizing human capita
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socio-cultural characteristics are particularly relevant when assessing
how performance evaluations influence pay because performance ap-
praisals are likely to be influenced in a biased way by social norms
(Chiang & Birtch, 2010). Additionally, wage and salary expectations in
Latin America are discussed less frequently during interviews due to
the overall cultural de-emphasis on performance relative to other
countries (Posthuma, Levashina, Lievens, Schollaert, Tsai, Wagstaff &
Campion, 2014). As a result, the value of human capitalmay be assessed
in a socio-culturally normative way directly influencing pay (Gomez-
Mejia et al., 2010). Therefore, the following hypothesis is offered:

H3. Education, tenure, and training are directly, positively related to
pay.

3.2.1. Rank as a contextual boundary condition
Amore rigorous test of theory contextualization requires identifying

boundary conditions that may delimit the domain within which the
theory applies (Whetten, 1989). As managers are likely to be more en-
titled than non-managers in a non-Western context with high power-
distance like Ecuador, and culturally embedded artifacts and expecta-
tions have a strong influence on perceptions of managerial competence
beyond skills required for job performance (Chong, 2013), employees’
rankmay act as a boundary conditionwhen contextualizing human cap-
ital theory. This allows social forces to supersede performance forces
when assigning pay rates for managers. The rank grouping may also
be particularly relevant because the nature of managerial pay differs
from the nature of non-managerial pay in the following ways:
a) managerial performance is more difficult to measure because “high
levels of interdependence [that] oftenmake it difficult to isolate individ-
ual managers’ contributions to outcomes” (Wood, Atkins, & Bright,
1999, p. 703); and b) the pool ofmanagers is typically limited and there-
fore pay premiums are expected by those who meet the requirements
to be hired for managerial positions (Tosi, Werner, Katz & Gomez-
Mejia, 2000).

In addition, managers commonly have more years of education and
experience, and make more personal sacrifice and investment in their
careers than non-managers do “so their higher pay may be seen as a re-
turn on this human capital investment” (Gomez-Mejia et al., 2010,
p. 135). Research supports the notion that at the managerial level, pay
is seldom based on performance (Baker, Jensen, & Murphy, 1988) and
that performance explains pay only at the lower levels of the firm
(Flabbi & Ichino, 2001). Hence, the following is hypothesized:

H4. Rank moderates the relationship between performance evaluation
scores and pay so that the relationship between performance evaluation
scores and pay is stronger for non-managers than for managers.

4. Design and methodology

This study uses a lagged, cross-sectional path analysis to test human
capital theorywithin a single organization, in a developing countrywith
salient institutional and socio-cultural pressures. We use secondary
data on 856 employees from amajor Ecuadorian financial services com-
pany. Thefirm is nationally owned andnot a subsidiary of a foreignmul-
tinational organization. The organization primarily focuses on the
issuance of credit cards and is not involved in any significant sales-
type activity such as investment banking or brokerage services that
could potentially create differential pay treatment among employees.
Most of the employees work in Quito (Ecuador’s capital) or Guayaquil
(Ecuador’s primary financial hub). The data spans the years 2009 and
2010, and the outcome measure (2010 salary) is lagged one year rela-
tive to the predictors which were from the calendar year 2009. Of the
population (624 non-managers and 158 managers), 782 (91%) had
complete data, and another 58 (7%) were missing only a single value.
Expectation maximization algorithms were used in Mplus to replace
the missing values. Table 1 provides descriptive statistics and intercor-
relations for independent, dependent, and control variables.
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4.1. Independent variables

The total number of years of formal education for each employee
represents the sum of years of primary and secondary education, to-
gether with years of undergraduate and graduate coursework. Approx-
imately 17 percent of the individuals have a high school degree, 74
percent have a four-year undergraduate degree, and the remaining 9
percent of have some form of graduate degree. Values range from
twelve to twenty-one with a mean of 15.52 (SD= 1.76).

Tenure is the number of years from the time of employment until
the time of this study. Tenure ranges from 1 to 36 years with a mean
of 6.72 (SD = 5.38) years.

Training is operationalized as the total number of independent
courses or workshops an employee participated during their employ-
ment with the firm. The mean was 1.02 courses (SD= 2.65). While all
employees receive training related to their specific work duties, the
firm also provides additional opportunities to develop firm-specific
skills beyond those necessary for completing day-to-day tasks. Given
our focus on differentiating aspects of human capital across individuals,
we computed the number of developmental courses that each employ-
ee participated in beyond requisite job-skills training. Approximately,
thirty percent of employees participated in some form of additional
firm-specific training and development.

Annual performance evaluation scores are measured on a 5-point
Likert-type scale ranging from poor (=1) to excellent (=5). The ap-
praisal procedure involves the following steps: 1) Each employee estab-
lishes yearly goals and provides self-evaluations against these goals;
2) Each employee is evaluated by his or her supervisor as to the attain-
ment of goals established by the employee and by the organization;
3) Employees meet with their supervisor and are expected to reach a
consensus as to the final evaluation score; 4) In the case that an agree-
ment is not reached, a representative from the HR department is
assigned to act as amediator between the employee and the supervisor;
5) If an agreement cannot be reached, the score given by the supervisor
remains as the final evaluation score. Themean performance evaluation
score is 4.28 (SD=.35).
4.2. Moderating variable: rank

The rank of the employees of the financial services firm is broadly
divided into managers and non-managers. Non-managers represent
82 percent of the sample and managers represent 18 percent. Com-
puting this moderating effect necessarily requires including a main
effect of rank on pay. Therefore, rank also serves as a control variable,
in that the relationships between pay and the predictor variables in-
volve variance in pay rates that are not attributable to employees'
rank.
Table 1
Descriptive statistics and intercorrelations.

Variables M SD 1 2

1. Gender .53 .50
2. Marital status .59 .49 .12⁎
3. Number of dependents 1.09 1.17 .18⁎ .53⁎
4. Age 34.01 7.98 .13⁎ .28⁎
5. Tenure 6.67 5.38 .03 .22⁎
6. Education 15.48 1.76 .02 − .08
7. Training 1.02 2.65 − .02 .04
8. Performance evaluation 4.28 .35 − .02 .03
9. Pay (2010) 818.6 832.53 .03 .10⁎
10. Rank 1.20 .40 − .04 .06

Note. N = 856.
† p ≤ .05 (two-tailed)
⁎ p ≤ .01 (two-tailed)

Please cite this article as: Hayek, M., et al., Contextualizing human capita
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4.3. Dependent variable: objective career success (pay)

Salary is used as the proxy indicator of objective career success. In
Ecuador pay is typically calculated as a fixed monthly salary and does
not include any variable pay components required by Ecuadorian law.
An interviewwith the HR director revealed that salaries for all positions
are determined by a fixed component, that is determined by the level of
similarity between the required competencies for a given position with
those of the individual filling the position, and a variable component
that is contingent on employees achieving goals that are set by them-
selves in conjunction with their supervisors. Salaries range from $240
per month to almost $9,000 per month with a mean salary of $818.62
per month (SD = 832.53). A natural logarithmic transformation is
used to normalize the data prior to our analyses.

 

 

4.4. Control variables

Gender is coded 0 for female and 1 formale. The sample is fairly bal-
anced with 46 percent female and 54 percent male. Marital status is
coded 0 for single and 1 for married. The majority of respondents
(60%) are married. Employees self-reported the number of financially
dependent family members under the age of 18 living in the home.
Forty-two percent of the sample does not have children, while 58 per-
cent have between one and six children.

Several additional variables were considered as statistical controls,
but preliminary evidence indicated either non-significant differences
related to these variables, or in the presence of differences, our current
model adequately accounted for those differences. In particular we in-
vestigated the location of employees in regard to whether they were
at headquarters in Quito (n = 661) or elsewhere (n=195). In addition
to Quito, there were six other potential locations, with the vast majority
of the remaining employees in Guayaquil (n = 134). Among the other
locations, the number of employees ranged from 5 to 22. An ANOVA in-
vestigation comparing mean levels of compensation across these loca-
tions indicated no significant differences (F = .61, p = .75). We also
examined categories based on operating departments or units, and job
functions. The majority of employees are at the operational level, and
work within the Service Center (n = 661) in various departments di-
rectly related to providing customer service. While there were signifi-
cant differences across some departments in terms of average salary
(F= 9.09, p b .001), a closer examination revealed that the primary dis-
tinction was captured by our managerial versus non-managerial rank
within each department. Overall, therewas a high degree of consistency
among the salaries of operational employees regardless of department,
and there was a high degree of consistency among the salaries of man-
agers, but therewas a significant divide between these two categories of
employees.
3 4 5 6 7 8 9

.55⁎

.38⁎ .68⁎
− .22⁎ − .23⁎ − .17⁎
.04 .08† .01 .16
− .04 − .05 − .02 .06 .05
.17⁎ .33⁎ .23⁎ .21⁎ .22⁎ .11⁎
.08† .24⁎ .28⁎ .08† .16⁎ .14⁎ .56⁎
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Table 2
Summary of hypotheses and support.

Hypothesis Path Result

H1a Education → Performance Evaluation → Pay Not supported
H1b Tenure → Performance Evaluation → Pay Not supported
H1c Training → Performance Evaluation → Pay Not supported
H2 Performance Evaluation → Pay Supported
H3a Education → Pay Supported
H3b Tenure → Pay Supported
H3c Training → Pay Supported
H4 Performance Evaluation * Rank → Pay Supported
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5. Results

The data were analyzed using path analysis in Mplus version 6
(Muthén & Muthén, 2010). Path analysis offers the benefit of assessing
thefit of the overall proposedmodel, aswell as the specific relationships
among the variables (LeBreton, Wu, & Bing, 2008). We used Maximum
Likelihood Robust estimation to provide path coefficients and standard
errors that are robust to deviations from normality. This procedure pro-
vides a way of accounting for potential range restriction in the perfor-
mance evaluation variable. While scholars have advised against using
statistical corrections for range restriction related to performance ap-
praisals (Murphy & Cleveland, 1995), this estimation method accounts
deviations from normality in the distribution of values for this variable.
Results are depicted in Fig. 2 and detailed in Table 2. Three indices are
used to determine model fit: chi-square (χ2), comparative fit index
(CFI), and root mean square error of approximation (RMSEA). The the-
oretical model results in a χ2= 22.14 (df = 5), p b .01; CFI= .99, and
RMSEA= .07. Values of .95 or higher for CFI and .06 or lower for
RMSEA are considered to result in good fit (Hu& Bentler, 1999). Overall,
the results suggest good fit of the theoretical model, and explain 47% of
the variance in pay.

Hypotheses 1 and 2 relate to paths associated with the economic ra-
tionality of human capital theory (i.e., an indirect relationship with pay
conveyed via performance evaluation scores). Hypotheses 1a, 1b, and 1c
predict that the three human capital components indirectly influence
pay through performance evaluation scores. Full support for this set of
hypotheses is contingent upon support for H2. These hypotheses are
not supported as none of the human capital components significantly
relate to the performance evaluation scores (years of formal education:
β= .05, p= .20; tenure: β=− .01, p= .75; training: β= .04, p= .20).
Hypothesis 2, which predicts a significant relationship between perfor-
mance evaluation scores and pay, is supported (β = .34, p = .001).
Thus, although the relationship between evaluation scores and pay is
supported, H1 is not supported because the human capital components
are not significantly related to performance evaluation scores, and, as
such, there were no indirect effects to convey. Hypothesis 3 predicts
significant direct relationships between the human capital components
and pay. This hypothesis is supported for years of formal education (β=
.18, p b .001), tenure (β= .12, p b .001), and training (β= .08, p= .02).

Hypothesis 4 predicts amoderating effect of rank on the relationship
between performance evaluation scores and pay. The results indicate
the presence of a significant interaction effect (β= −1.02, p = .04;
see Joreskog (1999) for explanation of acceptable standardized coeffi-
cients greater than 1). The nature of the interaction was explored
using a procedure from Hayes & Matthes (2009) and is plotted in
Fig. 3. The conditional effect of performance evaluation scores is
Education

Pay

Performance 
Evaluation 

Score
Rank

Tenure

Training

−1.02†

.18***

.12***

.08†

.05
−.01

.04 .34***

Fig. 2. Formal model. Note. N = 856. χ2 = 22.14 (df = 5), p b .001; RMSEA = .07, CFI =
.99, SRMR = .03). Rank was coded such 1 = Non-managers and 2 = Managers. Pay was
operationalized as a log-normalized value based upon monthly salaries in dollars. The
main effect of rank on pay was significant (B = 1.53, p b .001). Due to their non-focal na-
ture within the study, control variables and their associated paths are not depicted in the
model. Statistical significance was calculated using robust standard errors. † p ≤ .05 (two-
tailed). * p ≤ .01 (two-tailed). ** p ≤ .001 (two-tailed).
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calculated for each level of rank, and estimated outcome values are
derived for various combinative levels of the variables. Simple slope
analysis indicates that although the interaction effect is significant for
non-mangers (b = .28, p b .001), for managers it is non-significant (b
=− .02, p= .32). Therefore, as hypothesized, the link between evalua-
tion scores and pay is stronger for non-managers than for managers.
6. Discussion

Our empirical findings suggest that institutional pressures may bias
the rational assumptions of human capital theory regarding the rela-
tionship of human capital components and pay. Specifically, the rational
prediction positing that greater accumulation of human capital will re-
sult in higher performance evaluations and consequently to higher
pay (Fang et al., 2009; Williams, 2009) is not supported in the present
study. Rather, only the direct influences between human capital and
pay are significant. This finding suggests that individuals aremore likely
to achieve greater pay based on the symbolic value of their formal edu-
cation and training rather than based on their economic value as pre-
dicted by human capital theory. This implies that when making pay
decisions,firmmanagers appear to primarily focus on institutional pres-
sures, such as benchmarked salary data, or by the shared perception of
socio-culturally symbolic value of degrees obtained through formal ed-
ucation and training when allocating pay.

Given that our data were from a single firm, we cannot state with a
high degree of certainty as to whether this is a function of the
Ecuadorian context, or whether this related to policies within this par-
ticular organization. However, the sociocultural norms of this culture
(i.e., strong awareness of social stratification, paternalism, and in-
group collectivism) may suppress the importance of technical compe-
tencewhile inflating symbolic aspects of human capital. Notably, our re-
sults follow this line of reasoning, which may indicate preliminary, but
tenuous, support for this effect being tied to Ecuadorian context rather
than merely being a function of this firm.
Fig. 3. Graph of Performance Evaluation and Rank Interaction on Pay. Note: Graph depicts
individual regression lines for observationswithin each rankdesignation, and accounts for
the full set of predictor and control variables shown in the Fig. 1. The graph captures the
entire range of performance evaluation scores (3 – 5) reported for the 856 employees.
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This finding of significant symbolic rather than economic value of
education and training for objective intra-organizational career success
is important because there is a paucity of research addressing how insti-
tutional pressures coming from external labormarkets or socio-cultural
environment influence objective intra-organizational career success
(Dulebohn&Werling, 2007). This is particularly relevant because sever-
al authors (i.e., Fernandez-Alees, Cuevas-Rodriguez, & Valle-Cabrera,
2006) suggest that certain human capital components (i.e., education)
may signal an individual’s knowledge, skills, and abilities and thus influ-
ence pay beyond the influence of performance evaluations. Also, re-
search suggests that sheepskin effects of educational credentials
(i.e., the symbolic value of a degreewhile controlling for years of educa-
tion) may influence pay without consideration for performance (Ferrer
& Riddell, 2002; Wald & Fang, 2008). Therefore, the lack of support for
performance evaluations as the explanatory mechanism between edu-
cation and training with pay suggests that non-economic factors may
be influencing managerial decisions regarding employee pay within
this organization.

However, caution should be taken when interpreting the results be-
cause a portion of the indirect effect posited by human capital theory
was supported. Specifically, the link between evaluation scores and
pay is significant, while the initial portion of the relationship – the hy-
pothesis that accumulated human capital positively influences perfor-
mance evaluation scores – is not supported. It is possible that the
diminution of this expected effect is driven by leniency bias which is
common in collectivistic contexts, or could be a unique manifestation
of the evaluation system within this particular organization.

Such leniency bias corresponds to information that is available about
the use of performance appraisal within Latin American contexts. In
particular, Latin American “law and custom emphasize the responsibil-
ity of the employer to treat employees as if they were an extended fam-
ily. This, alongwith a collectivist culturewith an emphasis on harmony”
results in a situation in which employees are sensitized to differences in
evaluation and pay (Milliman,Nason, Zhu, &De Cieri, 2002, p. 90). In the
organization where we conducted this study, employee input is vital to
the ultimate score received on the performance appraisal, and this is in
line with Latin American contexts where the performance appraisal
process is strongly viewed as a process to discuss subordinates’ views,
and to allow subordinates to express their feelings (Milliman et al.,
2002). To that end, no individuals received evaluation scores lower
than 3 (the midpoint on the 1 to 5 performance scale). This could sug-
gest that true differences in performance are not being captured by
these scores, resulting in relatively little discernible variance in individ-
ual performance ratings, and an inability to detect any statistically
significant effect.

We note that Rousseau & Fried (2001, p. 4 emphasis added) address
the issue of range restriction by stating, “Virtually all organizational re-
search is subject to range restriction because research settings select,
adapt, suppress, and amplify a host of variables that are of interest to or-
ganizational researchers. The point is not that more variation is better,
but that sustained attention to those factors contributing to observed
variation” is necessary such that those factors are identified and
discussed in meaningful ways. Consequently, it is worth noting that
the observed variance, while limited, did significantly predict pay differ-
ences within this particular organization. That is, although there were
only minor differences in performance evaluation scores, thus preserv-
ing the harmony and communal feel mentioned earlier, those differ-
ences that did exist were meaningful in a predictive sense.

7. Implications and limitations

The research implication of this study is the pruning of the contextu-
alized human capital theory (Gray & Cooper, 2010) to explain how
human capital influences objective intra-organizational career success
in the Latin American context. Theory pruning involves “limiting,
bounding, and perhaps reducing theory, outside a large, multistudy
Please cite this article as: Hayek, M., et al., Contextualizing human capita
assumption, Journal of Business Research (2014), http://dx.doi.org/10.1016
framework” (Leavitt, Mitchell, & Peterson, 2010, p. 649). Van de Ven &
Johnson (2006, p. 814) suggest, “one has a much greater likelihood of
making important knowledge advances to theory and practice if the
study is designed so that it juxtaposes and compares competing plausi-
ble explanations of the phenomena being investigated.” In this study,
we pruned the contextualized human capital theory of objective intra-
organizational career success in one large financial services firm in a
Latin American setting.

In terms of practical implications, objective intra-organizational ca-
reer success appears to result from the symbolic value of formal educa-
tion and training rather than on the economic value as predicted by
human capital theory. The results from the current study indicate that
non-managerial employees are rewarded based on their performance
evaluationswhilemanagers tend to be rewarded based on their creden-
tials, not their performance. Rewardingmanagers based on their formal
education and not for their performance should draw attention fromHR
departments to findways to link performance and pay at higher organi-
zational levels.

The two primary limitations of this study are that the data is based
on a single firm situated in the Ecuadorian context and the cross-
sectional design. Therefore, future studies should use a broader sample
of firms to test the generalizability of our findings and implement longi-
tudinal designs to track career success over time (Ployhart &
Vandenberg, 2010). Another potential limitation within our data is
range restriction on performance evaluation scores. Range restriction
attenuates the correlation between variables and minimizes the ability
to accurately detect significant relationships.

Although statistical corrections have been developed (see Sackett &
Yang, 2000), such corrections have been cautioned against within the
performance appraisal literature because of unfounded assumptions re-
garding the true mean of performance, knowledge (or lack thereof) re-
garding the actual distribution of performance scores, and the belief that
accurate performance appraisals would necessarily display high vari-
ability (Murphy & Cleveland, 1995). In particular, selection systems
are designed to limit variability in performance by acquiring and
retaining those applicants and incumbents who can maintain suitable
levels of performance (LeBreton, Burgess, Kaiser, Atchley & James,
2003). Alternately, lack of variance in performance evaluations can be
due to biases (e.g., leniency, central tendency, strictness) on the part
of the rater that results in clustered rankings with restricted range.
This variance restricting effect has been attributed to causes ranging
from organizational norms to managerial intentions when the evalua-
tions are performed for administrative, rather than developmental pur-
poses (Jawahar & Williams, 1997; Spence & Keeping, 2013).

Nomatter the underlying reason, a high degree of variance in perfor-
mance evaluations across employees seems to be an unfounded expec-
tation, and may only occur in situations in which managers (i.e., raters)
are required to use forced-distributions or stacked ranking systems.
Therefore, as noted by Jawahar &Williams (1997), the validity of perfor-
mance evaluation scores is questionable in the absence of objective
measures; however, they remain an organizational reality, and it
would behoove scholars and practitioners alike to better understand
their functioning as it relates to outcomes of organizational interest.

In our particular case, the range of performance evaluation scores is
truncated and ranges from 3 to 5, rather than the potential full range of
1–5. To account for the inherent deviation in normality associated with
such truncation, we derived robust standard errors. Robust standard er-
rors tend to be larger than standard errors, thus when calculating statis-
tical significance based on t values (i.e., parameter estimate divided by
standard error), larger effect sizes are necessary to obtain statistical sig-
nificance. Regardless of our use of this approach,which provides greater
confidence in the actual significance of our results, it remains that this
compression of scores limits the variance in evaluation scores available
for prediction by antecedent variables. In fact, the human capital predic-
tors only accounted for 1% of the variance in performance evaluation
scores, and we speculate the lack of significant predictive relationships
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from human capital to evaluation scores may have been an artifact of
this restriction. Given this limitation of our data (range restriction),
the significant relationship between evaluation scores and pay is partic-
ularly noteworthy. Overall, themodel accounted for 47% of the variance
in pay. In addition, the presence of an interaction effect of performance
evaluation scores and rank was detected. Given that the study had sev-
eral characteristics detailed byMcClelland& Judd (1993) as creating dif-
ficulty in detecting statistically significant interactions (e.g., lack of
control in field settings, relative statistical power, small samples—in
our case the managerial subsample), this effect may be considered
relatively strong.

8. Conclusion

This study contextualizes human capital theory to explain how
human capital influences objective career success within an organiza-
tion situated in a socially-complex context that is relatively neglected
in the career literature. Johns (2001) suggested that context has been
downplayed across a broad range of management scholarship, and spe-
cifically criticized the performance appraisal literature for being an
“acontextual. futile attempt to isolate appraisers from contextual influ-
ence” (p. 33). We have attempted to account for context, specifically
Ecuadorian and more broadly Latin American norms, when explaining
the role of human capital in predicting career success. While our study
was limited to a single organization, the findings conform to many of
our expectations that were based on accounting for context. To that
end, we have offered some speculation as to the wider implications of
performance appraisal and career successwithin this context. However,
while some scholars argue that such speculation is not justified, Johns
(2001, p. 33) offers this advice; “there is nothing to lose from such spec-
ulation and often something to be gained.” Therefore, the contribution
of this study resonates well with the argument that “in order to better
understand individual’s career needs, we must progress beyond the in-
dividualistic and de-contextualized models offered by the majority of
studies and develop a more complex interpretation, which acknowl-
edges the interplay between individual careers and the wider institu-
tional and national cultures” (Ituma & Simpson, 2006, p. 992).
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