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1.  Challenges for talent management 

Talent management is a firm-wide, holistic approach for selecting, developing, and 
retaining employees to achieve business objectives and continuous growth. While exec-
utives have always been focused on hiring the ‘right people’, recent challenges in the 
labor market have contributed to an increasing attention towards the strategic planning 
of human capital within the firm (Fernández-Aráoz 2014).  

The probably largest challenge is the demographic change which causes a shrinking 
talent pool, thereby creating a huge gap in the current and future human capital supply. 
Accordingly, organizations frequently voice their concern about the leaking pipeline of 
talent. Surveys show that 56% of the executives are concerned about the ability to have 
sufficient successors to fill leading positions, and 62% of CEOs question the availability 
of talented workforce to operate their organization in the future (Fernández-Aráoz et al. 
2011; Boston Consulting Group 2010; PriceWaterHouse 2014). Macroeconomic predic-
tions amplify these concerns by forecasting decreasing labor force participation rates, as 
well as a skill mismatch in the labor market that forces highly skilled employees to take 
low-level skill jobs without opportunities to apply and develop their talent (see, e.g., 
Bureau of Labor Statistics 2013; Eurostat 2017).  

In addition to the threat of scarce talent, the growing trend towards a knowledge-
intensive economy demands a new composition of skills (Powell and Snellman 2004). 
Innovative technologies allow the automation of more and more processes, which puts a 
wide range of occupations such as transportation and logistics or administrative work at 
risk. This in turn causes especially the knowledge and skills to perform routine tasks to 
become obsolete, and pressures employees to acquire more creative and social skills 
which are necessary in jobs that are less susceptible to automation (Frey and Osborne 
2017). Consequently, when being asked about future competencies of auditors at a re-
cent auditing conference, the partners unanimously agreed that the need for technical 
skills to accomplish typical audit routine tasks, such as assessing audit evidence, will be 
replaced by the demand for soft skills. Communication skills, teamwork abilities, and 
leadership skills are gaining ground (Foundation for Auditing Research 2017). This 
requirement extends to multiple firms and industries: a survey among firm executives 
indicates that nowadays the level of soft skills is one of the major factors taken into 
account when evaluating the potential of job candidates (Robles 2012). Moreover, tech-
nical advancements and knowledge is accessible to many firms to help boost efficiency 
and productivity. However, firms can differentiate themselves by hiring the employees 
who have the unique talent and ideas to move the firm forward, and capitalize on up-
coming opportunities. That means, the composition of a firm’s human capital has an 
impact on the innovativeness of the firm, thereby forming a potential competitive ad-
vantage. This potential magnifies for firms whose organizational success is entirely 
contingent on their human capital such as professional service firms (Hitt et al. 2001; 
McCabe 2016). 
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2. Talent management as tool for performance management 

Given these challenges, this academic work comprises four studies that focus on the 
identification and development of talented employees. While talent is typically rooted in 
the human resource management literature, it is similarly relevant from a performance 
management and control perspective. In general, management control is a function that 
ensures that employees behave in desirable ways to increase the likelihood of achieving 
organizational goals. In the management control literature, the identification of talent 
and development of employees is characterized as personnel controls (Merchant and 
Van der Stede 2012). Personnel controls are ubiquitous, and every firm relies on them, 
for example, with job interviews to assess the candidates fit with the job requirements, 
in-house training to share knowledge within the organization, or the evaluation of pro-
motion candidates. These types of controls lay the ground for organizational perfor-
mance by selecting the right individuals and providing them with the resources to per-
form their job adequately. Therefore, personnel controls contribute to the achievement 
of organizational goals by creating a highly motivated and well performing workforce. 
Subsequently, more rigid controls to direct employee behavior and decision making can 
complement personnel controls, if considered necessary. Although being so common 
and building the foundation of each control system, to date the management control 
literature on the effectiveness of personnel controls is relatively limited (for recent 
exceptions, see, e.g., Abernethy et al. 2015; Campbell 2012).  

3. Outline of the dissertation 

In order to increase our understanding of the relation between management control and 
talent management, I investigate which underlying criteria firms adopt to identify and 
select talent, focusing on both, the identification of supervisory talent and high potential 
employees in general. Closely related, I further focus on how firms assure and incentiv-
ize the employee’s talent development in accordance with the organizational needs.  

As the usefulness of talent management increases with a firm’s dependency on its 
human capital, I exploit the personnel and performance evaluation data of a large inter-
national professional service provider, providing me with a suitable setting to obtain 
meaningful insights into talent identification and development practices. More specifi-
cally, with the first three studies, I introduce the supervisor as critical management con-
trol function, which is particularly important when considering the management control 
system of knowledge-dependent firms. I provide new insights on the role of the supervi-
sor from two perspectives: on the one hand, I examine how the firm identifies potential 
supervisors, and incentivizes them to expand their supervisory talent. On the other hand, 
I study how a supervisor contributes to the talent development of her subordinates. The 
fourth study of this dissertation broadens our general understanding of a designated 
talent identification process, and potential pitfalls thereof. The remainder of this chapter 
explains the content of each study in more detail. 
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4. The identification of supervisory talent (study one) 

The second chapter starts with the introduction of the supervisor role, and the criteria 
that are relevant to receive this role. The major purpose of the supervisor is to help the 
subordinate to find his place in the firm, and to support his personal and professional 
development in line with the organizational goals. For that reason, supervisors have a 
variety of tasks and responsibilities, such as placing their subordinates into suitable 
positions, creating a training and goal plan, evaluating performance, and giving feed-
back as well as career advice (Orth et al. 1987; Dirsmith and Covaleski 1985). Due to 
the diversity of potential tasks, it is difficult to create a generalizable profile for the 
supervisor function. Depending on the control system and delegation scheme of each 
organization, the responsibilities and tasks of a supervisor vary based on the organiza-
tion’s preferences. That is, the job profile of the supervisor is an organization-specific 
composition of tasks and responsibilities. In my setting, for example, the supervisor is 
responsible for all of the above described tasks, which underlines the firm’s reliance on 
the supervisor function to bring up the next generation of employees in accordance with 
the firm’s standards and expectations. This further implies that the choice to assign an 
employee the role as a supervisor with all attached rights and duties has to be viewed as 
a management control practice choice. But before entrusting any supervisory decision 
rights and responsibilities to an employee, the organization has to select suitable candi-
dates who are able to take on this position.  

Recently, interpersonal skills have gained increasing attention. I define interpersonal 
skills as skills that allow one to interact properly and work effectively with others. This 
includes aspects such as the ability to communicate and listen, to understand and man-
age expectations and emotions, as well as joined problem solving and decision making. 
Interpersonal skills have been identified as crucial competencies that make the differ-
ence between successful and unsuccessful leaders (Goleman 2004). Confirming this 
view, a survey among top executives reveals that such skills are on their priority list 
when looking for new job candidates (Robles 2012). This is not surprising as individual, 
interpersonal skills, in contrast to standardized and easier-to-access technical skills, are 
considered to be a driver of a firm’s competitive advantage (McGahern 2009). Asking 
post-graduates, 48% of the survey respondents indicate that interpersonal skills had a 
very positive influence on their careers, having the highest value compared to other core 
skills such as business modelling or project and time management (AMBA 2008). 
While being useful for multiple roles within the organization, I propose that, given the 
close, personal interaction and frequent communication with subordinates, management 
particularly leans on interpersonal skills when comparing potentially talented candidates 
for supervisory positions. That is, when selecting a supervisor candidate, I expect that 
management considers these skills as fundamental leading indicator to ensure that the 
supervision of future subordinates will be a success, and to reduce the probability of an 
ineffective supervisor-subordinate relationship.  
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5. Impact of supervisors on the development of subordinate talent 
 (study two) 

The next chapter turns to the question to what extent and how the supervisor is actually 
able to influence the personal and professional development of her subordinates, helping 
to explain under which circumstances she is able to support the firm in developing a 
talented workforce.1 Prior research has identified performance evaluation-based feed-
back as one of the main drivers of development and performance improvement (e.g., 
Earley et al. 1990; Matsui et al. 1987; Matsui et al. 1983). Preparing reliable evaluations 
of subordinate performance levels and providing constructive feedback to the subordi-
nate is typically part of the supervisor’s job. However, the correct assessment of subor-
dinate performance leads to consequences that not every supervisor is capable of deal-
ing with (Harris 1994; Murphy and Cleveland 1991). For example, it potentially results 
in uncomfortable conversations with underperforming subordinates as the supervisor 
confronts them with their weaknesses, thereby ruining their supervisor-subordinate 
relationship (Westermann et al. 2015). Such aspects induce supervisors to give lenient 
and compressed ratings without providing the necessary feedback when subjectivity is 
used (Fisher 1989; Fried et al. 1992). Therefore, prior literature has considered inaccu-
rate performance evaluations as result of the supervisor’s attempt to avoid such negative 
consequences (e.g., Moers 2005). However, I argue that it is possible to infer valuable 
information about the supervision skills when (not) biasing performance evaluation. 
Hereby, the supervisor signals that she is willing and able to handle the economic and 
social costs of providing accurate evaluations and feedback, which is viewed as indica-
tion of high supervision skills.2  

However, a meta-analysis on the effectiveness of feedback has revealed that, while 
on average, feedback does increase performance, in ⅓ of the studies the effect even 
turns out to be negative (Kluger and DeNisi 1996). To shed light on these mixed results, 
I consider the lack of supervisor performance as potential explanation for why feedback 
is not always effective and leads to performance improvement. That is, while the super-
visor might be willing to provide feedback, she might lack the expertise and job know-
how to fill the feedback with valuable content and advice that helps the subordinate to 
develop into the right direction. A supervisor must attain an adequate level of 
knowledge and skills, reflected by a strong performance record, as well as an under-
standing of the profession to be able to provide meaningful feedback and guide the 
subordinate in his career decisions. Hence, I study to what extent the usefulness of su-
pervision skills depends on the supervisor’s own performance record, thereby consider-
ing these factors as complements in fostering subordinate performance development. 

                                                           
1 In the accounting literature, superiors are typically labeled as females. 
2 Supervision skills cover a wide range of aspects such as the ability to manage subordinate performance, 
including the setting of realistic goals and the provision of training, feedback, and knowledge to achieve those 
goals, as well as motivational and interpersonal skills. For the purpose of this dissertation, I focus on the 
supervisor’s ability to manage subordinate performance. 
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6. Incentivizing supervisory talent (study three) 

Given the expected benefits of the supervisor in developing talent within the firm, but 
also considerable variation in supervision skills, the study in chapter four provides in-
sights into how the firm is able to incentivize further development of the supervisor’s 
own skills and knowledge.3 As examined in the prior chapter, the supervisor’s talent to 
develop subordinates into the right direction depends on her distinct supervision skills, 
reflected by unbiased performance evaluations, but not every supervisor can handle the 
negative consequences. Therefore, a potential skill-driven bias can only be mitigated by 
investing in supervision skills, investments which are unobservable and costly, and thus 
need to be incentivized (Mohrman and Lawler 1983; Murphy 1992). Previous theoreti-
cal and empirical research shows that promotion opportunities are an effective mecha-
nism to induce human capital acquisition, especially when the associated skills are even 
more important for the next jobs (Grabner and Moers 2016; Prendergast 1993). This 
long-term investment perspective renders promotions as adequate tool for providing 
incentives to supervisors to devote time to the development of their supervision skills 
(Grabner and Moers 2016). Therefore, we expect that the ability to critically evaluate 
subordinates and also to pass on this criticism, i.e., having high supervision skills, is 
necessary to advance in the firm. 

In addition, the study further investigates how the firm deals with supervisors who 
do not show the aforementioned ability. Given the predicted lower likelihood of promo-
tion, these supervisors can seek other forms of reward by engaging in impression man-
agement, e.g., by distorting performance-related information of their subordinates based 
on the hope to receive a higher financial compensation for their alleged supervisory 
efforts. Since firms predominantly link annual compensation to performance ratings 
(e.g., Merchant and Van der Stede 2012), incorporating such deviant behavior in the 
supervisor’s annual performance rating is an effective mechanism to punish undesirable 
behavior as it corresponds to the supervisor’s short-term oriented attempt to receive 
benefits. As a result, we expect that management mitigates opportunistic bias by directly 
penalizing the supervisor with a decrease in the performance rating when receiving 
signals of opportunistic reporting behavior. Thereby, the firm implicitly aims to dis-
courage strategic management of ratings and demonstrates the preference for accurate 
feedback and ratings in order to obtain a realistic picture of workforce performance and 
talent.  

7. Insights into a talent identification system (study four) 

The last study in chapter five moves away from the role of the supervisor and takes a 
broader perspective, examining the effectiveness of the firm’s entire talent identification 
process. While performance measures usually enable the firm to evaluate an employee’s 
                                                           
3 The studies in chapter four and five are co-authored with Isabella Grabner and Frank Moers, therefore I 
switch from singular to plural first-person point of view. 
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past performance, they provide only limited information regarding the employee’s po-
tential to perform in a prospective job that requires a different skill set. Therefore, firms 
are gradually moving towards the incorporation of explicit potential or talent assess-
ments in their annual performance evaluations to assess the employee’s promotability to 
a different task environment. In our setting, we are able to exploit the firm’s recent 
change in the performance management system that shifts from the implicit identifica-
tion of high potential employees to the explicit assessment of potential.  

We start this exploratory investigation by analyzing the impact of the system change 
on the overall effectiveness of the talent identification process, revealing that under the 
new system employees who have received a promotion demonstrate lower future per-
formance. This implies that the new system is less effective in identifying the talents of 
promotable candidates that are needed in their new and different task environment. This 
is especially problematic as the value of a potential assessment system lies in identify-
ing employees who have the capabilities for tasks that are not yet part of their current 
job (Gibbs 2008). Therefore, in a second step, we provide a more detailed analysis of 
the new system to uncover potential explanations for why promotion decisions might be 
less effective under the new system by focusing on 1) the weighting and 2) the predic-
tive validity of the potential measure (Grabner and Moers 2013a; Ittner et al. 2003). 
Regarding the weighting, we observe that, as intended, a higher potential rating is asso-
ciated with an increased likelihood of promotion, i.e., receives weight in the promotion 
decision. Considering the predictive validity, the results indicate that the explicit as-
sessment of potential is not necessarily useful in predicting future job performance in a 
new task environment. That is, the predictive validity of the potential rating is rather 
limited as the underlying criteria do not capture the distinct potential to perform well in 
a future (different) job, and is therefore not suitable to assist in talent identification. 
These findings suggest that while the firm makes promotion decisions in line with the 
outcome of the potential assessment system, the information content of the potential 
ratings does not capture the relevant information to identify talented promotion candi-
dates, potentially leading to an incorrect assessment of how well an employee can per-
form in a different task environment. Therefore, while at first sight, a potential assess-
ment program seems perfectly suited to avoid the Peter Principle by avoiding a narrow 
focus on current performance, it has become evident that significant attention has to be 
paid to the definition of talent and its corresponding criteria, otherwise the identification 
process does not include the true drivers of organizational success, and fosters a poten-
tial loss of talent instead. 
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1. Introduction 

In this study, I examine the role of the supervisor as a management control choice. 
When referring to supervisory positions, many people have an individual in mind whose 
main task comprises monitoring subordinates at the assembly line, or designing produc-
tion schedules. Interestingly, when typing “supervisor” into the job search on mon-
ster.com, the top 10 skills related to that term, amongst others, are performance reviews, 
performance management, staff development, and corporate communication. The nature 
of these skills clearly illustrates that supervisors play a vital role in bringing an organi-
zation’s management control system to life.  

As many organizations implement a structured supervision program that aims at de-
veloping talent in order to stimulate organizational performance (Hegstad and Wentling 
2004), this study investigates the supervisor as a crucial part of the performance man-
agement and control system. More specifically, this study concentrates on the determi-
nation of criteria that are relevant to be selected as supervisor. Before entrusting any 
supervisory decision rights and responsibilities to an employee, the organization has to 
select suitable candidates who are able to take on this position. This implies that the 
choice to assign an employee the role as a supervisor with all attached rights and duties 
has to be viewed as a management control practice choice.  

While employees regularly obtain a promotion to the next hierarchical level, not all 
of them automatically receive the responsibility to function as supervisors (Dirsmith and 
Covaleski 1985). In their new supervisory position, employees are charged with a new 
range of tasks that require certain skills, many of which are often uncorrelated with 
technical skills. One part is indeed to oversee the subordinate’s productivity and focus 
on the correct execution of their tasks. However, more often the supervisor assumes the 
additional role of a coach and mentor, which implies guidance and development of 
subordinates to launch a successful career within the organization (Orth et al. 1987). 
Hence, a supervisor does not have a general, clearly defined profile, but it rather in-
cludes a range of tasks, with the ultimate composition of the profile depending on the 
organization’s preferences to delegate rights and responsibilities to the supervisors. 
Therefore, in a setting where the supervisor is not only responsible for subordinate 
productivity, but also serves as an abiding career and development advisor, I examine 
which competencies are taken into account in the decision to promote an employee for 
the first time to the role as supervisor. Considering the close interaction with subordi-
nates, and building on recent research on the selection process of managers (Kaplan and 
Sorensen 2017), I argue that management uses signals of outstanding leadership and 
interpersonal orientation to assign the role as a supervisor. While interpersonal skills 
seem a suitable selection criterion that predicts a successful supervisor, research has 
demonstrated that firms oftentimes deviate from those criteria, irrespective of their 
predictive validity. For example, when making promotion decisions from sales worker 
to sales manager, Benson et al. (2016) find that firms rely on current job performance 
instead of using other observable signals that better predict managerial performance. A 
potential reasons for this deviation is consistent with tournament theory (Lazear and 
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Rosen 1981), as firms may want to emphasize current sales performance to encourage 
the employees to exert sufficient effort in their current role. Furthermore, current sales 
performance is measured relatively easily and reliably, which decreases the potential for 
favoritism, and therefore improves incentives (Prendergast 1998). In contrast, the meas-
urement of interpersonal skills is inherently subjective, and therefore, ex ante it is not 
clear whether the firm uses interpersonal skills as criterion for the promotion to the 
supervisory role. 

I conduct my analysis using proprietary data from an international professional ser-
vice provider. To predict the propensity of receiving the supervisory role, I use a sample 
of 2,781 employees for the time period 2010 to 2012. The results show that, in line with 
my expectation, indeed interpersonal skills receive substantial weight when deciding 
who receives supervisor responsibilities. While economically oriented skills are relevant 
to receive a promotion to the manager rank, prior performance on leadership- and de-
velopment-related activities is essential to signal the ability to master the new role as a 
supervisor, and educate the next generation of employees. 

The primary contribution to the management control literature is to raise the aware-
ness that the role of the supervisor is implemented as part of the performance manage-
ment and control system, and that this choice is not random (cf. Dirsmith and Covaleski 
1985; Covaleski et al. 1998). The determinants of who is eligible to act as supervisor 
and hence chosen to be part of that system is a relevant question that has not been ad-
dressed before. While, for example, their influence on target setting or performance 
evaluations outcomes has been investigated (e.g., Aranda et al. 2014; Moers 2005; 
Feichter 2016), it has not been clear who these individuals are that receive the responsi-
bility to act as intermediary between the organization and lower-level employees. A 
clear understanding of the typical characteristics of supervisors is a necessary first step 
to inform further research that investigates the subsequent impact of supervisors. 

The remainder of the chapter is organized as follows. In section 2, I present an over-
view of prior literature on the relevance of interpersonal skills at the work place, as well 
as the development of the hypothesis. Section 3 describes the research site and the con-
struction of the sample and measures. In section 4, I present the empirical design and 
discuss the results, as well as a supplemental analysis in section 5. Finally, the chapter 
ends with a conclusion in section 6. 

2. Theoretical background and hypothesis development 

The job as a supervisor varies in terms of roles and responsibilities (Orth et al. 1987; 
Martin and Simmering 2016; Dirsmith and Covaleski 1985). In accordance with the 
more traditional view, supervisors act as the organization’s advocate and steer the ac-
tions of their subordinates in alignment with the organizational strategy and goals. Often 
they serve as an intermediary between top management and lower-level employees, for 
example, by laying out new policies or plans to their subordinates (Viator and Scandura 
1991). Further, supervisors place their subordinates in positions where their skills are 
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considered to be most productive, eventually increasing organizational performance. In 
regular intervals, usually on an annual basis, supervisors formally evaluate their subor-
dinates’ performance and uncover areas of improvement (Harris 1994).  

Furthermore, the supervisor can also assume the role of a coach (Viator and 
Scandura 1991). A coach is rather action-oriented and gives the highest priority to the 
completion of a given task. A coach designs an agenda, breaks down jobs into manage-
able tasks, each with a specific timeline and success indicator. Setting up a goal plan for 
the upcoming period tailored to the personal background and competencies of the sub-
ordinate is equally important. Regular feedback meetings reveal whether the subordi-
nate is on track and, if necessary, in need for interventions. The supervisor supports the 
subordinate in learning required skills by providing ongoing guidance and adequate 
training. This in turn enables the subordinate to perform the job that he is assigned to.  

Lastly, the mentor role adds another function to the supervisor role portfolio. Men-
toring-related activities are typically advisory in nature. Usually the supervisor has a 
better understanding of the profession and organization than the subordinates. Conse-
quently, the supervisor is in an exclusive position to lend advice to the less experienced 
subordinate about his development and potential career. The supervisor shares her per-
sonal experience and knowledge to assist the subordinate in building his own unique 
expertise, resulting in personal development and growth within the firm (Scandura and 
Viator 1994). 

Due to the variety of potential roles and tasks, it is difficult to create a generalizable 
profile for a supervisor. Depending on the control system and delegation scheme of each 
organization, the responsibilities and tasks of a supervisor vary based on the organiza-
tion’s preferences. That is, the job profile of the supervisor is an organization-specific 
composition of tasks and responsibilities. However, they have one thing in common: as 
soon as the supervisor becomes more than a watchdog solely monitoring the output of 
the subordinate, interpersonal skills are required (Goleman 2004; Riggio and Lee 2007).  

The term “interpersonal skills” is often used interchangeably with “people or social 
skills”. In the work environment, it describes all skills and behaviors that influence an 
individual’s ability to interact and work productively with other individuals. Definitions 
of interpersonal skills typically emphasize the ability to behave in ways that increase the 
probability to accomplish certain outcomes. That is, interpersonal skills are goal-
oriented behaviors to achieve those outcomes, such as convincing someone to put effort 
in his work, or to expand the professional network that offers new opportunities (Hayes 
2002). In order to achieve those goals, aspects such as the ability to communicate and 
listen, to understand and manage expectations and emotions, as well as joined problem 
solving and decision making come into play. Firm executives indicate that such skills 
are on their priority list when looking for new job candidates (Robles 2012). While 
standardized and easier-to-access technical skills are the basis for performing the task at 
hand, the preference for individual, interpersonal skills is not surprising as these skills 
are considered as firm’s means to differentiate itself, and hence being a driver of a 
firm’s competitive advantage (McGahern 2009).4 A survey among post-graduates fur-
                                                           
4 Technical skills are abilities and knowledge that help to accomplish specific tasks. 
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ther highlights the importance of interpersonal skills to achieve their goals; 48% of the 
respondents indicate that these skills had a very positive influence on their careers, 
having the highest value compared to other core skills such as business modelling or 
project and time management (AMBA 2008). Indeed, studies also show that interper-
sonal skills lead to higher individual economic income (Borghans et al. 2014; Duncan 
and Dunifon 2012; Heckman and Kautz 2012). From a labor market perspective, Wein-
berger (2014) and Deming (2015) provide evidence that employment and wages have 
increased in occupations with high technical and social skill requirements, suggesting 
they are complementary to earning premia. 

While these studies show that generally employees at all levels can benefit from the 
increase in interpersonal skills, the importance of such skills grows when considering 
the previously described responsibilities and tasks of a supervisor (Dirsmith and 
Covaleski 1985). First, supervisors need to effectively communicate organizational 
goals and orders to their subordinates (Berson and Avolio 2004). This may seem trivial 
at first sight, yet complicated or firm-specific terminology, or an unclear expression of 
thoughts often impedes the communication between supervisors and subordinates. 
Communication also includes listening. If a subordinate approaches his supervisor with 
a given problem, the supervisor has to offer sufficient time to discuss, but also help 
solving the problem or situation (Mumford et al. 2000). This also highlights the ability 
to resolve conflicts at the work place, as disputes between colleagues can negatively 
impact the working climate. This goes hand in hand with the supervisors’ ability to 
understand and empathize with the challenges that their subordinates face when starting 
out at the organization (Kellett et al. 2006). In addition, supervisors and subordinates 
often stay in a long-term relationships. Research has shown that supervisors and subor-
dinates are most satisfied in relationships that are characterized by mutual respect, hon-
esty, and trust (Graen and Uhl-Bien 1995). Especially trust is a key factor that increases 
the quality of the relationship, as it reassures the subordinate that the supervisor is act-
ing in his best interest (Brower et al. 2000). The formation of high quality relationships 
is crucial to create a positive feedback environment that encourages the subordinate to 
follow the supervisor’s advice and feedback to develop further (Dahling et al. 2012; 
Dalton et al. 2015). Trust has also been associated with lower knowledge transfer costs 
and a higher probability that subordinates understand and are able to apply the trans-
ferred knowledge (Levin and Cross 2004; Tsai and Ghoshal 1998; Zaheer et al. 1998), 
all related to the main responsibilities of the supervisor. 

Due to the special relevance of interpersonal skills at the supervisor level, I argue 
that employees who have not been serving as a supervisor before are able to increase 
their chance of receiving the supervisory role by demonstrating outstanding interperson-
al skills. Considering the usefulness, if not necessity, of these skills at the supervisor 
level, I expect that organizations take these skills into account when deciding on wheth-
er or not to grant an employee supervisory responsibilities for the first time, and hence 
give them an active part in the management control system. As a result, I state the fol-
lowing hypothesis: 
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H:  Interpersonal skills are positively associated with the likelihood of receiving the 
new role as supervisor. 

3.  Research setting, sample, and measures 

The research site is a professional service firm. The firm’s corporate hierarchy is orga-
nized in six hierarchical levels (plus top management). While the first two ranks refer to 
non-management employees, the promotion to the third rank is typically accompanied 
by the acquisition of management and supervisor responsibilities. More specifically, 
employees are eligible for the role as supervisor when they receive the promotion from 
the senior consultant to the manager rank, i.e., they either receive a promotion to man-
ager rank, or a promotion to manager rank plus supervisory responsibilities.5 

The role and tasks of the supervisor  

The role of the supervisor is to support the systematic personal and professional devel-
opment of the subordinates, including the formulation of the goal and training plan, the 
completion of annual performance evaluations, and ongoing advice with regard to their 
advancement within the firm. That is, in this setting the organization delegates a rela-
tively large set of responsibilities and tasks to the supervisor. 

When a new employee enters the workforce, he is assigned to a permanent supervi-
sor. In the beginning of the supervisor-subordinate relationship, the supervisor meets 
with the subordinate to get an idea about the subordinate’s general profile such as exist-
ing knowledge and skills, as well as work-related interests. Based on the subordinate’s 
profile, the pre-determined development plan (depending on the rank) for the next year 
is complemented by self-established goals that are developed in accordance with the 
supervisor. In addition, the supervisor sketches an adequate training program infused 
with learning experience designed to help with the achievement of the individual career 
goals. Throughout the year, the supervisor arranges the regular staffing of the subordi-
nate, i.e., the assignment to projects fitting the subordinate’s profile. For each project, 
the subordinate receives formal feedback about the personal and professional project 
performance. In particular, the project leader rates each member of the project team on 
four pre-established dimensions: (1) Sales, (2) Personal, (3) Quality and Risk Manage-
ment (QRM), and (4) Efficiency.6 The sales performance dimension focuses on the 
employee’s ability to build relationships with the firm’s clients, to represent and devel-
op the brand and share best practices in the network, to contribute to revenue growth, 
and to discover business opportunities. The personal dimension reflects the employee’s 
willingness to enhance his own skills but also those of others, seek and provide feed-

                                                           
5 While usually I mean with ‘employees’ all workers of the organization, I distinguish between supervisor and 
subordinate in the research setting section to better illustrate the supervisor role. 
6 The project leader may or may not be the permanent supervisor, which implies that there is a possibility that 
the supervisor also contributes to the subordinate’s on-the-job-learning. However, due to missing information, 
I cannot determine the project leader. 
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back on their performance, support recruiting activities, being considered as leader, but 
also reflects communication inside the firm as well as team orientation. QRM covers the 
compliance with internal and external standards, the identification of risks and guidance 
on how to resolve risky and complex issues, the demonstration of technical knowledge, 
as well as the application of internal tools and guidelines. Efficiency represents the 
employee’s ability to manage projects in terms of scope, budget, profitability (especially 
negotiation of fees), staffing, etc. The rating scale for all performance-related infor-
mation ranges from 1 to 5. Receiving a 1 means that an immediate intervention is re-
quired in order to improve quickly. A 2 signals that not all performance goals are met so 
that further improvement is necessary. Employees who meet 100% of their goals and 
perform well compared to their peers receive a 3. If they exceed expectations and out-
perform peers, a 4 is provided. A 5 signals a continuous outperformance of peers includ-
ing the setting of stretched goals. Qualitative guidelines are provided for employees at 
each rank with regard to each performance dimension and how to differentiate them-
selves from their peers. 

After six months, the supervisor routinely conducts a performance check to monitor 
progress and adapt the subordinate’s development plan where necessary. At the end of 
the year, a formal performance review takes place, requiring several steps: prior to hav-
ing an individual performance evaluation meeting with the subordinate, the supervisor 
gathers information on the subordinate’s performance, including project ratings and 
informal feedback from project leaders. During the meeting with the subordinate, the 
subordinate’s performance is assessed based on the achievement of the assigned and 
self-established goals, as well as the personal and professional development during the 
year. Furthermore, the supervisor provides constructive feedback and points out areas 
for improvement to increase performance in the upcoming year. The supervisor sub-
sumes all information with her personal impression about the subordinate’s capabilities 
into a supervisor rating. As soon as all official annual performance reviews between the 
supervisors and subordinates are completed, all supervisors and top management (typi-
cally per office) gather to finalize the performance evaluation process in the calibration 
committee meeting.7 This formal performance review results in a final performance 
rating and a promotion decision for each employee.  

Sample and measures 

The sample for analyzing my hypothesis consists of 2,781 employees in the period from 
2010 to 2012. This sample captures a subset of employees who are eligible for the first 
time to receive the role as a supervisor, which occurs when they are promoted from the 
senior consultant rank to the manager rank. However, top management does not assign 
the role as a supervisor to every employee. As the decision to either promote to manager 
                                                           
7 A recent survey finds that more than 50% of firms set up so-called calibration committees to validate the 
potential of each employee against the relevant peer group (Hastings 2012). The primary stated purpose of 
calibration committees is to ensure consistency in the interpretation of performance ratings, and attenuating 
potential biases (Demeré et al. 2015). During the calibration sessions, managers and supervisors discuss the 
subordinate’s performance and adjust the rating that usually has been recommended by the supervisor, if 
necessary. See also chapter 4. 
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rank, or to promote to manager rank plus supervisor role is made simultaneously, I use a 
multinomial logit model. Therefore, the dependent variable is assuming 0 if the em-
ployee is not promoted (NO_RPOM), 1 if the employee receives a promotion (PROM), 
and 2 if the employees receives in addition to the promotion the role as supervisor for 
the first time (SV_ROLE). The main predictors of becoming a supervisor are a set of 
variables capturing different skills. More specifically, I use the average scores on the 
four different performance dimensions (SALES, PERSONAL, QRM, EFFICIENCY) that 
an employee receives after the completion of a project, where PERSONAL is used as a 
proxy for the interpersonal skills dimension. As Allen (2003) has identified helpfulness 
as predictor of willingness to mentor others, I include the amount of hours an employee 
provided training to colleagues (TEACHING). In addition, I include effective utilization 
(EFF_UTIL) and overtime (OVERTIME) to control for other performance indicators 
which are typically used in this industry, as well as gender (GENDER) and job tenure 
(JOBTENURE) (Grabner and Moers 2013b). 

Descriptive statistics 

Table 1 reports descriptive statistics for the dependent and independent variables. I find 
that while being eligible for the supervisor role due to a promotion to manager rank, 
only 62% of the employees receive these rights and responsibilities. While the PER-
SONAL, QRM, and EFFICIENCY ratings of the employees are around 3.9, the SALES 
dimension is slightly lower with 3.5 on average. TEACHING has been provided by 18% 
of employees. 
 

TABLE 1 
Descriptive statistics 

Variable n Mean S.D. Min Q1 Median Q3 Max 
NO_PROMit 2,781 0.79       
PROMit 2,781 0.08       
SV_ROLEit 2,781 0.13       
SALESit 2,781 3.49 0.48 2.00 3.00 3.50 4.00 5.00 
PERSONALit 2,781 3.93 0.48 2.00 3.67 4.00 4.20 5.00 
QRMit 2,781 3.89 0.54 2.00 3.50 4.00 4.20 5.00 
EFFICIENCYit 2,781 3.86 0.55 2.00 3.50 4.00 4.17 5.00 
TEACHINGit 2,781 4.52 17.67 0.00 0.00 0.00 0.00 413.50 
EFF_UTILit 2,781 92.64 21.76 0.00 80.00 97.00 107.00 138.61 
OVERTIMEit 2,781 128.34 99.03 -25.50 55.50 113.00 179.00 520.00 
GENDERit 2,781 0.59 0.49 0.00 0.00 1.00 1.00 1.00 
JOBTENUREit 2,781 2.40 2.55 0.50 1.00 2.00 2.00 19.25 

 
An inspection of the correlations of the independent variables in table 2 and variance 
inflation factors does not give rise to multicollinearity concerns.  
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TABLE 2 
Correlations between variables 

Variable 1 2 3 4 5 6 7 8 9 
1 SALESit 1.00     
2 PERSONALit 0.51*** 1.00        
3 QRMit 0.54*** 0.55*** 1.00     
4 EFFICIENCYit 0.59*** 0.56*** 0.71*** 1.00     
5 TEACHINGit 0.10*** 0.07*** 0.07*** 0.08*** 1.00     
6 EFF_UTILit 0.12*** 0.12*** 0.12*** 0.12*** -0.07*** 1.00    
7 OVERTIMEit 0.16*** 0.14*** 0.15*** 0.17*** 0.05** 0.38*** 1.00   
8 GENDERit 0.08*** 0.04* 0.02 0.06** 0.04* 0.01 0.06*** 1.00  
9 JOBTENUREit 0.01 -0.02 -0.01 -0.03 0.05* -0.03 0.04* -0.04* 1.00 
*** p<0.01, ** p<0.05, * p<0.1; two-tailed 

4. Data analysis and discussion of results 

My hypothesis predicts that employees are more likely to receive the role as supervisor 
if they score high on interpersonal skills. I use the following multinomial logit model to 
test this prediction: 
 _  / / _= ß + ß + ß + ß+ ß + ß + ß _+ ß + ß + ß+  +  
 
where i relates to the employee, and t to the year.  

NO_PROM reflects the fact that the senior consultant has not received a promotion, 
PROM means that the senior has received a promotion to manager rank, and SV_ROLE 
reflects the decision to not only promote the senior to manager rank but in addition 
provide him with the supervisor role. 

While the promotion to the manager rank (PROM) might require a high score on all 
four performance dimensions, I posit that the additional role as supervisor (SV_ROLE) 
depends only on the personal dimension. That is, if β2 > 0 and β1, β3, β4 ≈ 0, I find sup-
port for my hypothesis that management puts weight on interpersonal skills to become a 
supervisor while other skills are not relevant. I expect TEACHING to have positive 
association with the likelihood of receiving a supervisor role as it indicates the willing-
ness to help others on a voluntary basis. I also include further controls that I expect to 
be related to promotions, such as effective utilization (EFF_UTIL), overtime (OVER-
TIME), gender (GENDER), and job tenure (JOBTENURE). I control for service- and 
year-fixed effects, and cluster standard errors at the supervisor level.8 
                                                           
8 All employees in the firm are assigned to supervisors, i.e., each employee included in the analyses has a 
supervisor, who then has a supervisor herself, and so on. Therefore, one or more employees included in the 
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TABLE 3 
Propensity of receiving supervisor role 

 NO_PROM as base PROM as base 
Variable PROMit SV_ROLEit SV_ROLEit 
    
SALESit 0.800*** 0.976*** 0.181 
 (0.245) (0.230) (0.285) 
PERSONALit -0.112 0.554*** 0.665** 
 (0.258) (0.203) (0.293) 
QRMit 0.038 0.130 0.092 
 (0.264) (0.217) (0.299) 
EFFICIENCYit 0.733** 0.469** -0.263 
 (0.285) (0.226) (0.326) 
TEACHINGit 0.007 0.010** 0.002 
 (0.005) (0.004) (0.005) 
EFF_UTILit 0.005 -0.003 -0.008 
 (0.005) (0.004) (0.006) 
OVERTIMEit -0.0001 0.003*** 0.003** 
 (0.001) (0.0008) (0.001) 
GENDERit 0.348** 0.440*** 0.092 

(0.162) (0.126) (0.191) 
JOBTENUREit 1.068*** 0.983*** -0.084 

(0.153) (0.128) (0.153) 
  

Year-fixed effects Yes Yes Yes 
Service-fixed effects Yes Yes Yes 
Observations 2,781 2,781 2,781 
Pseudo R2 0.11 0.11 0.11 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 
 
The results are reported in table 3. Using NO_PROM as base outcome, the results indi-
cate that in order to receive a promotion, management takes particularly sales (SALES) 
and operational efficiency (EFFICIENCY) skills into account. At the senior level, the 
measure SALES captures aspects such as contribution to client proposals or identifica-
tion of business opportunities. EFFICIENCY reflects the employees monitoring of the 
project progress, especially with regard to the planned budget, and the identification of 
cost savings. However, as of manager rank, employees are responsible for acquiring 
clients and increasing the organization’s contribution margin, and also own the project 
economics. While the content of the measures does not capture exactly the same at 
senior and manager rank, to management these measures are still relevant indicators of 
                                                                                                                                              
analyses might belong to the same supervisor. In order to remove any supervisor fixed effects such as a higher 
level of assertiveness during the discussion of the subordinate’s promotability, I centered the data by supervi-
sor-year. 
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sales and economic orientation, and hence the employee’s capability of performing in 
the next job as manager.  

Turning to the results of my hypothesis, column 2 shows that in order to receive the 
additional new role as a supervisor, the employee has to signal sufficient interpersonal 
skills to management (β2 ≈ 0.55; p<0.01; two-tailed). TEACHING also shows a positive 
association with receiving the supervisor role, possibly reflecting the acknowledgement 
of an employee’s willingness to help others. While OVERTIME is not relevant for the 
promotion to manager rank, management seems to interpret the willingness to spend 
extra hours at work as signal that the employee will also invest time in the supervision 
of future subordinates, therefore including this signal in the decision to promote an 
employee to the supervisor level. Using PROM as base outcome (column 3), I find even 
stronger confirmation for my hypothesis. That is, while SALES and EFFICIENCY are as 
important for being promoted to manager as to manager with a supervisory role,      
PERSONAL is the only skill dimension that distinguishes a promotion to manager rank 
from a promotion to manager plus supervisor role. Comparing the coefficients for  
PERSONAL between the PROM and SV_ROLE equation reveals a statistically signifi-
cant difference (p<0.05; two-tailed), underlining the relevance of people skills for a 
promotion to the supervisor level. More precisely, the relative probability of becoming a 
supervisor rather than only becoming a manager is 95% higher for employees who in-
crease their score on the personal dimension by one grade (or 46% when increasing 
their score by one standard deviation (PERSONALS.D. ≈ 0.48)). The results indicate that 
in order to make the first hurdle to the manager rank, the employee has to prove that she 
is capable of contributing to organizational profit. Once she mastered this part, man-
agement entrusts her with the upbringing of new subordinates, conditional on signaling 
sufficient leadership- and development-related skills.9 

This finding implies that different skills are required to receive a promotion to a 
manager position or a supervisor role, and confirms the increasing importance of inter-
personal skills at the supervisor level. This is in line with the view that cognitive and 
technical skills are the basic requirements to enter a leadership position, but emotional 
and especially interpersonal skills make the difference between successful and unsuc-
cessful leaders (Goleman 2004). The predominant focus on interpersonal skills is also 
consistent with the trend towards jobs that require skills related to complex interperson-
al interactions and problem-solving approaches (Weinberger 2014; Deming 2015). 
Especially in the context of leadership development, the lack of communication and 
interpersonal skills has been recognized as a frequent threat to effective work relation-
ships with subordinates and colleagues, and is therefore on the priority list of organiza-
tions when selecting supervisors (Riggio and Lee 2007; Robles 2012). The weight on 
interpersonal skills when choosing a supervisor candidate can also be explained in the 
light of recent findings of Bol et al. (2017). They demonstrate that high tacit knowledge 

                                                           
9 The main finding holds when including the current final performance rating of the employee as determined 
by the calibration committee. That is, even over and above and after the incorporation of interpersonal skills 
into overall current performance, a higher level of interpersonal skills increases the likelihood of becoming a 
supervisor. The result also holds when including the past final performance rating of the employee. 
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supervisors are able to cultivate tacit knowledge in their subordinates and foster their 
commitment to the firm, both being relevant for creating firm value (Hitt et al. 2001; 
Cortes 2016; Raffiee and Coff 2016). Although not explicitly capturing tacit knowledge, 
interpersonal skills are closely related to the concept of tacit knowledge, especially 
when considering the ability to manage others (Wagner and Sternberg 1985). Hence, 
interpersonal-oriented skills (and in this study specifically measuring the orientation 
towards educating and managing others) is an attribute that management looks for in 
potential supervisors. Furthermore, because the firm belongs to the knowledge-intensive 
industry, it is highly dependent on its human capital. This requires a reliable knowledge 
transfer to raise the next generation of employees, which is likely to be enhanced if a 
supervisor has sufficient interpersonal skills that enable a trustful supervisor-
subordinate relationship (Levin and Cross 2004; Zaheer et al. 1998).  

5.  Supplemental analysis 

What’s in it for me? 

For both promoted groups, managers and supervisors, the scope of their work shifts. 
Both are now responsible to engage actively in client management and acquisition, 
monitor the progress and control the quality of project outcomes, as well as engagement 
team coordination, amongst others. However, the additional role as supervisor results in 
a greater change of the task environment, requiring a higher level of time and skill in-
vestment. This is underlined by the relevance of overtime to be selected as supervisor, 
most likely reflecting the willingness to go the extra mile, which is required to fulfill the 
extra tasks as supervisor. Given the importance of the activities as supervisor, it seems 
natural that the organization offers some sort of reward to the supervisor. Therefore, I 
analyze a subsample of employees as of manager rank in order to investigate whether 
the firm rewards supervisors and non-supervisors differently. More specifically, I exam-
ine whether the additional role as supervisor has consequences for the final performance 
rating or promotion probabilities as determined by the calibration committee, using the 
following model: 
 _  / = ß + ß _ + ß _+ ß _ + ß + ß _+ ß + ß +  +  
 
where i relates to the employee, and t to the year.  

SV_INDICATOR reflects whether the employee serves as supervisor in the respec-
tive year. PROJECT_RATING is the average of the four performance dimension scores 
used in the previous analysis. I further include the profit-related performance measure 
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realization rate (REAL_RATE) as all employees as of manager rank are typically evalu-
ated based on acquisition and sales activities. 
 

TABLE 4 
Effect of the supervisor role on performance ratings and promotion decisions 

Variable  PERFORMANCE_RATINGit PROMit 
    
SV_INDICATORit  0.124*** 0.929*** 
  (0.033) (0.220) 
PROJECT_RATINGit  0.752*** 1.557*** 
  (0.036) (0.189) 
EFF_UTILit  0.002** 0.004 
  (0.001) (0.004) 
OVERTIMEit  0.001*** 0.003*** 
  (0.0002) (0.001) 
REAL_RATEit  0.003*** 0.020*** 
  (0.001) (0.006) 
GENDERit  0.080** 0.550*** 

 (0.033) (0.195) 
JOBTENUREit  -0.025 1.391*** 

 (0.020) (0.140) 
   

Rank-fixed effects  Yes Yes 
Year-fixed effects  Yes Yes 
Service-fixed effects  Yes Yes 
Observations  1,622 1,622 
(Pseudo) R2   0.43 0.26 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 
 
The results are reported in table 4. As can be seen from the positive significant coeffi-
cients on SV_INDICATOR in column 1 and 2 (p<0.01; two-tailed), serving as supervisor 
is rewarded in form of a higher final performance rating and a higher likelihood of pro-
motion.10 This finding is consistent with the firm’s internal guideline, which states that 
the additional work as supervisor should be considered in the decision about the final 
rating. Regarding the promotion, my first analysis has revealed that the interpersonal 
dimension plays a role when assigning the responsibility as supervisor. However, given 
the variety of tasks that the supervisor performs once being in the position to guide 
subordinates, it is very likely that the investment in additional skills will be required. In 
order to make this investment attractive, especially promotion incentives can incentivize 
employees to develop their skills further (Prendergast 1993). In this analysis, the indica-
tor of being a supervisor is likely to capture both, the supervisor’s effort and skill in-
vestment, and hence shows a positive correlation with the final performance rating and 
                                                           
10 Given that the decisions regarding the rating and the promotion are taken during the same meeting, I also 
use an alternative estimation approach. I test the models using a multivariate multiple regression which allows 
the error terms of both estimations to be correlated, showing that the findings are robust. Including the past 
final rating does not change the inferences either (both analyses untabulated). 
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the likelihood of promotion. In order to disentangle these associations, the study in 
chapter 4 sheds more light on the differential effects of effort and skill development on 
performance evaluation outcomes. 

6. Conclusion  

The aim of this study is to investigate which skills are relevant to be selected as supervi-
sor. While receiving the promotion to the manager rank is mostly related to sales and 
economically-oriented skills, the supervisor performs additional tasks, requiring differ-
ent skills. Consistent with the demands at the supervisor level, I establish a positive 
relationship between an employee’s interpersonal skills with the likelihood of becoming 
a first-time supervisor. This highlights the importance that the signaling of being a tech-
nical expert is not sufficient, but a supervisor must also be able to develop others, which 
is mostly enabled through interpersonal skills. Although this skill serves as first criteri-
on to select potential high quality supervisors, the firm needs to provide incentives to 
further develop and improve supervision skills to ensure long-term supervision quality 
(cf. chapter 4). 

However, this finding is not free of limitations. The result might be restricted to cer-
tain organizational characteristics. In my setting, management entrusts the supervisor 
with considerable responsibility concerning the subordinate’s development within the 
firm. This control choice is likely to differ across different firm contexts. For example, 
in an organization where the supervisor only prepares working schedules, or monitors 
output without providing feedback on the performance, the need for close interaction 
and communication is rather limited. In addition, the firm depends on its human capital 
and creation of individual client solutions, which results in a greater demand for effec-
tive communication and high quality relationships among supervisors and subordinates 
to transfer the necessary knowledge to new employees. In settings with repetitive tasks 
and pre-defined actions, subordinates are probably less dependent on the permanent 
advice and feedback from supervisors. Therefore, the findings are likely generalizable 
to the human capital-intensive industries, but might not hold for more asset-intensive 
industries. However, given the rise of supervision programs and knowledge-intensive 
industries in general (Powell and Snellman 2004; Swart and Kinnie 2003), these re-
quirements are likely to generalize to more settings in the near future.  
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Appendix 

Variable Description 
EFFICIENCY is the rating an employee obtains after the completion of 

a project for the efficiency dimension, ranging from 1 to 
5. 

EFF_UTIL is the employee’s effective utilization measured as 
chargeable hours divided by available hours (winsorized 
at 1% level). 

GENDER is an indicator variable that equals 1 (0) if the employee 
is a male (female). 

JOBTENURE is the logarithm of the employee’s tenure in the current 
job in years. 

NO_PROM is an indicator covering employees that have not received 
a promotion. 

OVERTIME are the hours spent in addition to available hours speci-
fied in the employment contract (winsorized at 1% level). 

PERFORMANCE_RATING is the final performance rating provided by the calibra-
tion committee on a scale from 1 to 5. 

PERSONAL is the rating an employee obtains after the completion of 
a project for the personal dimension, ranging from 1 to 5. 

PROJECT_RATING is the employee’s average project rating received from 
projects completed during the last year, i.e., it is the aver-
age score from the SALES, PERSONAL, QRM, and 
EFFICIENCY performance dimensions. 

PROM is an indicator assuming 1 if the employee advances to 
the next rank. 

QRM is the rating an employee obtains after the completion of 
a project for the quality and risk management dimension, 
ranging from 1 to 5. 

REAL_RATE is the realization rate in percentage (net fees divided by 
standard revenues) (winsorized at 1% level). 

SALES is the rating an employee obtains after the completion of 
a project for the sales dimension, ranging from 1 to 5. 

SV_INDICATOR is an indicator variable assuming 1 if the employee 
serves as supervisor. 

TEACHING measures the amount of hours an employee provided 
training to colleagues. 
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Chapter 3 
 

The Roles of Supervisors within the Organization: 
Evidence on Supervisor Effectiveness in 

Developing Subordinate Performance  
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1. Introduction 

In this study, I examine the effectiveness of supervisors from a management control 
perspective. Supervisors play a crucial role within the management control system as 
their intermediary role enables them to align the organization’s objectives with the sub-
ordinate’s interest, and to support their subordinates in launching a successful career in 
accordance with the organizational requirements (Dirsmith and Covaleski 1985). The 
previous chapter has pointed out that the selection of supervisor candidates is a con-
scious choice made by the firm, and that interpersonal skills play a dominant role in the 
selection process. However, despite their apparent importance to the management and 
improvement of subordinate performance, and hence ultimately organizational perfor-
mance, the management control literature has been relatively silent on the effectiveness 
and requisites under which supervisors unfold their impact on subordinate performance. 
Research has mainly focused on behavioral aspects regarding the supervisors’ engage-
ment in the target setting process (e.g., Aranda et al. 2014; Bol et al. 2010; Feichter 
2016) or performance evaluation outcomes (e.g., Bol 2011; Moers 2005). Early studies 
in the management (accounting) literature have provided first insights into the role and 
influence of supervisors. Survey results and interviews document the perceived rele-
vance and benefits of experiencing supervision such as lower turnover intentions (Scan-
dura and Viator 1994), higher job satisfaction (Fagenson 1989), and increased visibility 
within the organization (Dirsmith and Covaleski 1985). In addition, the findings pre-
sented in the previous chapter indicate that firms reward the demanding task as supervi-
sor, suggesting that, in return, they expect a certain payoff from the supervision. Never-
theless, systematic evidence on the explicit performance-related influence of supervisors 
has been absent so far.  

Many organizations implement a supervision program that aims at developing talent 
in order to stimulate organizational performance (Hegstad and Wentling 2004). In addi-
tion, knowledge-intensive economies are on the rise, increasing the demand for effec-
tive knowledge transfer to develop the next generation (Powell and Snellman 2004). 
Therefore, in this study, I investigate mechanisms through which the supervisor is able 
to influence the subordinate’s development. One mechanism identified by prior studies 
is feedback based on performance evaluations as one of the main drivers of develop-
ment and performance improvement. However, a meta-analysis on the effectiveness of 
feedback has revealed that, while on average feedback does increase performance, in ⅓ 
of the studies the effect even turns out to be negative (Kluger and DeNisi 1996). To 
shed light on these mixed results, I consider the lack of the supervisor’s performance-
related knowledge and skills as potential explanation for why feedback is not always 
effective and leads to performance improvement. That is, while the supervisor might be 
willing to provide feedback, she might lack the expertise and job know-how to fill the 
feedback with valuable content and advice that helps the subordinate to develop into the 
right direction. For example, Bol et al. (2017) show that supervisors who lack 
knowledge that is crucial in their position fail to develop this type of knowledge in their 
subordinates, which not only hurts subordinates’ development for the future but also 
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hurts subordinates’ performance in the current job. Hence, I examine the supervisor’s 
performance evaluation and feedback behavior and her own performance level in her 
job as complements in stimulating subordinate development.  

Preparing reliable evaluations of subordinate performance levels and providing con-
structive feedback to the subordinate is typically part of the supervisor’s job. However, 
the correct assessment of subordinate performance leads to consequences that not every 
supervisor is capable of dealing with (Harris 1994; Murphy and Cleveland 1991). First 
of all, a supervisor needs to be able to distinguish between high and low performers, 
requiring time and effort to accurately evaluate and rate every subordinate in accordance 
with the organization’s definition of performance standards. Further, it potentially re-
sults in uncomfortable conversations with underperforming subordinates as the supervi-
sor confronts them with their weaknesses (Westermann et al. 2015). In addition, the 
supervisor is usually held accountable for the performance of her subordinates and thus 
underperformers warrant more explanation towards top management. These aspects 
induce supervisors to give lenient and compressed ratings when subjectivity is used 
(Fisher 1989; Fried et al. 1992). Therefore, prior literature has considered inaccurate 
performance evaluations as result of the supervisor’s attempt to avoid the aforemen-
tioned negative consequences. Here, a low discrimination among subordinate levels, 
reflected by a low standard deviation of ratings provided by the supervisor, has been 
interpreted as presence for compression, and hence inaccurate and biased performance 
evaluations (e.g., Moers 2005). However, in this study, I argue that it is possible to infer 
valuable information about the supervision skills when (not) observing compression. 
More specifically, as soon as the supervisor does not engage in the compression of rat-
ings, she signals that she is able to handle the economic and social costs of providing 
accurate evaluations and feedback. Thus, I use the discrimination among subordinate 
performance levels as measure for the supervisor’s willingness and ability to provide 
reliable evaluations and feedback, or in short, her supervision skills. 

However, these skills can only be effectively applied when the supervisor is actually 
able to identify areas of weakness and address them with solutions that are in line with 
the organizational expectations and goals. A supervisor has often gone down the same 
career path as her subordinates and developed relevant job know-how and skills 
throughout her career, which build the basis for eventual performance in accordance 
with the organizational goals. A supervisor uses her greater experience to advise her 
subordinates and depending on her level of performance, the subordinates have either 
more or less to absorb from their supervisors (Scandura and Schriesheim 1994). That is, 
a supervisor with a high level of performance is more likely to teach the desired know-
how to the subordinate, as opposed to supervisors lacking this performance. In order to 
satisfy the demand for supervision to guide the employees into the right direction and 
align with the organizational goals as well as to transfer valuable knowledge and skills, 
high-performance supervisors are essential to master these challenges. The lack of suffi-
cient knowledge and skills that leads to high performance is a potential explanation why 
in some cases feedback, or more precisely, misleading feedback, is provided to the 
subordinate and therefore disadvantages the subordinate in his development (Bol et al. 
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2017; Kluger and DeNisi 1996). Consequently, I investigate the interplay of the super-
visor’s distinct supervision skills, her performance, and the resulting influence on sub-
ordinate performance development. Relying on complementarity theory, I expect that 
the supervisor’s level of performance and her distinct supervision skills are comple-
ments in producing subordinate performance.11 

I conduct my analysis using proprietary data from an international professional ser-
vice provider. The sample addressing my hypothesis consists of 2,252 subordinate-year 
observations, which contain performance data at the supervisor and subordinate level 
for the time period 2010 to 2012.  

I find that supervisor performance positively interacts with supervision skills to af-
fect subordinate performance, indicating that the higher the performance of the supervi-
sor, the more effectively the supervisor can use her supervision skills, resulting in in-
creased subordinate performance. Alternatively formulated, if a supervisor is able to 
expresses substantial supervision skills, she is also likely to transfer her knowledge and 
skills more effectively to the subordinate, making them complements in developing 
subordinate performance. Further analyses emphasize the importance of both factors 
being present, as only at a sufficient level of both supervision skills and supervisor per-
formance increased subordinate performance is observed. Therefore, first of all, this 
result demonstrates that the supervisor is able to foster subordinate development, and 
second, that feedback is an important mechanism supervisors use to pass on their 
knowledge and skills, and to promote this development process. Further, the significant 
findings also confirm, conceptually and empirically, that the discrimination among 
subordinate performance levels can serve as signal of supervision skills.  

This study makes several contributions to the management control literature. First, it 
is important to understand that the role of the supervisor is implemented as part of the 
performance management and control system (cf. Dirsmith and Covaleski 1985; 
Covaleski et al. 1998). The supervisor helps to align the goals of the subordinate with 
the organization’s expectations, and supports his development in accordance with the 
requirements of the organization. Yet, systematic evidence on the performance-related 
effectiveness of supervision has been missing so far. A recent exception in the econom-
ics literature is Lazear et al. (2015), who demonstrate that supervisors lead to productiv-
ity increases of subordinates. However, the results are restricted to highly routinized 
organizations characterized by non-permanent supervisor-subordinate relationships and 
little emphasis on long-term developmental aspects. And while the study shows that 
subordinate productivity increases, it does not explicitly investigate the mechanisms 
through which the supervisor influences the subordinate. Therefore, my findings con-
tribute by showing that not simply the fact to have a supervisor, but that a different level 
of supervision skills is a crucial factor in determining a successful supervision. More 
importantly, the results indicate that particularly the interplay of the supervisor’s own 
                                                           
11 Think of an illustrative example like PhD supervision. The PhD candidate has worked for the last 4 years on 
her dissertation, and one of the studies is almost ready for the submission to a journal. While the supervisor is 
willing to provide input on how to improve the study further to increase the chances of acceptance, the input 
will not be useful if the supervisor is not experienced with the publishing process, or is not familiar with the 
specific requirements and demands of the target journal. 
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performance with her supervision skills is an important determinant of subordinate 
performance improvement. The study also sheds further light on the potential costs of 
using subjectivity. Prior studies find that, on average, supervisors tend to bias perfor-
mance evaluations due to economic and social costs, rendering performance evalua-
tions, in the extreme case, useless (e.g., Bol 2011; Moers 2005). Interpreting com-
pressed ratings as signal of supervision skills, my findings indicate that the discretion 
associated with subjectivity offers a loophole for supervisors to avoid the provision of 
accurate feedback, which, on top of potential incorrect personnel decisions, hampers 
also the development of subordinates. This study further adds insights to the emerging 
literature in accounting on human capital as control mechanism (e.g., Widener 2004; 
Davila 2005; Ditillo 2004). The results indicate that supervisor effects can potentially 
account for a significant part of subordinate development and performance, and thus 
supervisors are able to influence the composition of human capital in the organization. 
The results further imply that once a supervision program is in place, individual perfor-
mance cannot be examined in isolation. Hence, research on incentive system design 
should not only focus on the individual performance structure, but consider a multi-
leveled perspective by including the supervisor as driver of performance. 

Furthermore, this study has implications for practice. Given that cross-sectional var-
iation in supervision skills and supervisor performance is related to subordinate perfor-
mance, organizations need to carefully select employees who serve as supervisors for 
less experienced subordinates (cf. previous chapter). Another implication of this signifi-
cant finding is that, while many organizations have implemented structured supervision 
programs, so far they have not been fully able to design it in such a way that optimally 
exploits the benefits thereof. Further, the results indicate that any signs of diminishing 
supervision skills need to be closely monitored as it might endanger the bringing up of 
the younger generation. If supervisors cannot keep up the standards of the management 
control system, the organization may consider to remove them from the supervision 
program, or invest in supervisor and rater training programs (Smith 1986). Moreover, 
especially in knowledge-intensive organizations such as professional service firms, a 
supervision program is key in transferring knowledge to the next generation (Morris and 
Empson 1998; Dirsmith and Covaleski 1985). Hence, it is essential to understand the 
factors that can enhance or impede this transfer. In addition, the simple need for highly 
knowledgeable supervisors becomes particularly evident when taking a look at recent 
developments in the labor market. Traditionally, those who needed supervision were 
mostly inexperienced and new entrants into the workforce. Employees stayed with a 
firm for decades before they would change jobs or retire, making the need for supervi-
sion temporary. Today, employees are more flexible and willing to switch their employ-
er (Groes et al. 2015). That also implies that supervisors are likely to change jobs more 
often. When they switch to a new firm, their time to build up knowledge within the new 
firm is too limited to promote them immediately to a supervisor position. Furthermore, 
most of the world’s economies have shifted from industrial to knowledge work, so that 
supervision and close mentoring becomes an essential part of human capital develop-
ment (Morris and Empson 1998; Powell and Snellman 2004). In combination with de-
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mographic ageing, firms have even more pressure to secure their source of competitive 
advantage, and develop the skills and knowledge of their professionals (McCabe 2016), 
making this study a valuable contributor to establish endorsing supervision conditions. 

The remainder of the chapter is organized as follows. In section 2, I present an over-
view of prior literature on the supervisor’s role in supporting the subordinate, as well as 
the development of the hypothesis. Section 3 describes the research site and the con-
struction of the sample and measures. In section 4, I present the empirical design and 
report the findings, as well as an additional analysis and robustness tests in section 5. 
Finally, the chapter closes with a conclusion of the findings in section 6. 

2. Theory development  

Supervisors can influence their subordinates in several ways, especially when consider-
ing the variety of tasks and responsibilities such as placing them into suitable positions, 
creating a training and goal plan, and giving feedback as well as career advice (Orth et 
al. 1987; Dirsmith and Covaleski 1985). Moreover, at the end of the performance peri-
od, supervisors typically provide an assessment of their subordinates’ performance. This 
performance evaluation serves administrative and developmental purposes. Concerning 
the administrative aspect, performance evaluations support the organizations in their 
personnel decisions such as selecting promotion candidates, spotting poor performers, 
deciding on eventual retention or termination, but also determining salary and bonus 
levels. In addition, performance evaluations are used to support the subordinates in their 
development by providing performance feedback, pointing out strengths and weakness-
es, setting up a tailored training plan to address areas of improvement, creating goals, 
and give advice to launch a successful career (Latham and Wexley 1994). 

However, while the informational and motivational benefits of development-
oriented performance evaluations to improve performance are evident (e.g., Earley et al. 
1990; Matsui et al. 1987; Matsui et al. 1983), research has also demonstrated that not 
every supervisor is capable of executing this assessment adequately. First of all, a su-
pervisor needs to be able to distinguish between high and low performers in accordance 
with the organization’s expectations and definition of performance standards. This re-
quires information collection and in-depth preparation to be able to clearly determine 
the subordinate’s performance level, and convincingly lay out to the subordinate why he 
succeeded or failed in certain areas of his work. However, Bol (2011) considers particu-
larly information gathering costs as a driver of performance evaluation bias. Supervisors 
need to invest time and effort in gathering information to provide accurate statements 
about subordinate performance. In addition, when a subordinate receives a low perfor-
mance assessment, the supervisor will most likely be asked to justify this assessment 
with substantive information. Therefore, the supervisor has pure economic incentives to 
avoid potential additional gathering costs and time-consuming discussions by simply 
providing higher ratings. Hence, the findings in Bol (2011) also confirm that infor-
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mation gathering costs result in lenient and compressed ratings.12 In addition to these 
economic incentives, the study also provides evidence on behavioral aspects leading to 
performance evaluation bias. Especially when the subordinate is struggling in his cur-
rent job, the supervisor has to face a variety of problems. This includes the necessary 
strength to inform the subordinate when performing unsatisfactorily, which, in the worst 
case, can lead to a direct confrontation and might impair the trust and relationship be-
tween supervisor and subordinate (Westermann et al. 2015). Therefore, Bol (2011) also 
provides evidence that the stronger the existing supervisor-subordinate relationship, the 
more the supervisor is inclined to provide biased performance assessments. Further-
more, depending on the source of poor performance (external or internal to the subordi-
nate), supervisors need to invest in the provision of more resources to the subordinate, 
or design an adequate training program and learning experiences to ultimately improve 
the performance of the subordinate as a consequence of the disclosed underperformance 
(Green and Mitchell 1979; DeCotiis and Petit 1978). In addition, supervisors are usually 
held accountable for the performance of their subordinates, which requires further justi-
fication of underperformance towards top management (similarly towards the subordi-
nate). Interviews have shown that especially the reporting of unfavorable subordinate 
performance is perceived to decrease promotion probabilities for the rater (Napier and 
Latham 1986). In other words, supervisors have strong incentives to misreport the rating 
of subordinate performance, endangering the accuracy of the performance information 
and usefulness of the performance management system (Fisher 1989; Fried et al. 1992). 

So far, these biased performance evaluations have been considered as result of the 
supervisor’s attempt to avoid the aforementioned negative consequences. Prior studies 
usually interpreted a low discrimination among subordinate levels, i.e., a low standard 
deviation of ratings provided by the supervisor, as presence for compression, and there-
fore biased performance evaluations (e.g., Moers 2005). However, in this study, I argue 
that it is possible to derive valuable information about the supervision skills when (not) 
observing compression. When a supervisor decides to give accurate, and hence not 
biased ratings, she signals that she is able to manage the potential economic and social 
costs. This implies that she makes the effort to gather sufficient information to evaluate 
subordinate performance correctly, that she discusses the past performance period with 
the subordinate, and that she provides constructive feedback and resources that will 
target areas of improvement. These are important attributes of successful supervision 
and development support, and therefore I argue that one can derive insights about the 
supervision skills from the supervisor’s performance evaluation and feedback behavior. 
Consequently, the standard deviation of the ratings provided by the supervisor serves as 
a proxy for her level of supervision skills. 

I argue that this distinct type of skills is particularly useful to the development of the 
subordinate’s performance as it indicates that the supervisor is willing and able to fulfil 
                                                           
12 Leniency and compression of ratings usually occur at the same time. Compression by itself implies an 
upward bias for low-performing subordinates and a downward-bias for high-performing subordinates. Given 
that only the provision of low ratings is typically assumed to have negative consequences, and hence will be 
avoided, it is more likely that the ratings are compressed at the higher end of the rating scale due to lenient 
ratings. 
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her responsibilities properly. While the provision of negative feedback and accurate 
ratings is difficult and costly to any supervisor, some supervisors are more able than 
others to overcome the disutility associated with the consequences of providing such 
feedback, either due to an innate ability, or by learning the skills to deal with such con-
sequences (Harris 1994; Murphy and Cleveland 1991). Instead of prioritizing their own 
agenda, competent supervisors realize that the provision of constructive feedback is 
inevitable to help subordinates developing their skills and improving their performance 
(Jawahar and Williams 1997; Holderness et al. 2016). Moreover, the accurate applica-
tion of the performance review process increases the subordinate’s trust in the supervi-
sor’s feedback and that she acts in his best interest, motivating him to follow the super-
visor’s advice to address any weaknesses (Hartmann and Slapničar 2009). These aspects 
are important antecedents of a supportive feedback environment that the supervisor 
creates (Steelman et al. 2004), which is related to how well a subordinate can process 
and successfully apply the received feedback to improve performance (Dahling et al. 
2012).  

However, while in general development-oriented feedback has been associated with 
performance improvement, some studies show a negative effect on performance (Kluger 
and DeNisi 1996; Earley et al. 1990; Matsui et al. 1987; Matsui et al. 1983). I argue that 
the supervisor’s performance and knowledge about the job play an important role in the 
effectiveness of feedback. Feedback can only be effective when the supervisor is able to 
identify areas of weakness and address them with solutions that are in line with the 
organizational expectations and goals. That means, the supervisor needs sufficient 
knowledge within the organization to uncover problems and suggest proper solutions. A 
supervisor has often gone down the same career path as her subordinates and developed 
the corresponding knowledge and skills to perform throughout her career, implying that 
supervisors are also generally more senior and higher ranked than their subordinates 
(Scandura and Schriesheim 1994). This performance includes experience with job tasks 
and an understanding of the skill set that is necessary to perform those tasks adequately. 
A supervisor uses her greater experience to develop her subordinates, and depending on 
the level of performance, the subordinates have either more or less to absorb from their 
supervisors (Scandura and Schriesheim 1994). That is, young professionals acquire 
knowledge and skills from their supervisors, and gradually build up their own 
knowledge and skills to master their job (Bol et al. 2017; Westermann et al. 2015).  

Considering the relevance of both aspects, I argue that the specific skills to supervise 
in combination with the level of performance of the supervisor leads to highly useful 
and more effective feedback that is most beneficial to the subordinate, ultimately mak-
ing him a well-performing employee of the organization. More specifically, a supervisor 
of high performance has potentially more to offer and to teach to her subordinates than 
low-performance supervisors, and her supervision skills enhances the teaching and 
passing on of her performance, and hence implicitly the knowledge and skills necessary 
for that performance, to the subordinate. This argumentation is in accordance with com-
plementarity theory which states that both factors reinforce each other in producing 
subordinate performance, and lead to higher benefits than each of the factors alone 
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(Grabner and Moers 2013a). As a result, the subordinate is benefitting from the supervi-
sor’s level of performance and supervision skills to a larger extent. Combining these 
arguments, I state the following hypothesis: 
 
H: Supervisor performance positively interacts with supervision skills to affect  
 subordinate performance. 

3. Research setting, sample, and measures 

The research site is a professional service firm. The firm’s corporate hierarchy is orga-
nized in six hierarchical levels (plus top management). While the first two ranks refer to 
non-management employees, the promotion to the manager rank is typically accompa-
nied by the acquisition of management and supervisor responsibilities.  

The supervision and performance evaluation process 

The firm has implemented a structured career development program for subordinates in 
order to advance within the firm. The program defines specific performance goals and 
mandatory training sessions tailored to each hierarchical rank. On top of the mandatory 
aspects, subordinates are encouraged to establish individual goals in consultation with 
their supervisor. In the beginning of the career, the subordinate’s development focuses 
on technical skills, as well as team integration. Along with the advancement in the hier-
archy, the area of responsibility enlarges, which extends the required skill set. Supervi-
sory tasks include leading projects and assigning tasks to team members, but also the 
individual support of subordinates. At even higher levels, client communication and 
acquisition, as well as the strategic development of human capital become important.  

The career development program also requires that each newly hired subordinate is 
permanently assigned to a supervisor who is an experienced professional and at least 
two ranks higher in the hierarchy. The matching of the supervisor and subordinate is 
based on the service line, but independent of any other criteria.13 The role of the super-
visor is to support the personal and professional development of the subordinates, in-
cluding the formulation of the goal and training plan, the completion of annual perfor-
mance evaluations, and ongoing advice with regard to their advancement within the 
firm.  

Typically, in the beginning of the supervisor-subordinate relationship, the supervisor 
meets with the subordinate to get an idea about the subordinate’s general profile such as 
existing knowledge and skills, as well as work-related interests. Based on the subordi-
nate’s profile, the pre-determined development plan (depending on the rank) for the 
next year is complemented by self-established goals that are developed with the super-
visor. Throughout the year, the supervisor arranges the regular staffing of the subordi-

                                                           
13 That is, the matching of supervisor and subordinate is to a great extent random, and hence is unlikely to be 
correlated with potential determinants of subordinate performance. See robustness tests. 
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nate, i.e., the assignment to projects fitting the subordinate’s profile. For each project, 
the employee receives formal feedback and a rating regarding the personal and profes-
sional project performance. The rating scale for all performance-related information 
ranges from 1 to 5.  

For the annual performance evaluation, the supervisor gathers information on the 
subordinate’s performance, including project ratings and informal feedback from project 
leaders. During the evaluation meeting with the subordinate, the subordinate’s perfor-
mance is assessed based on the gathered information and the achievement of the as-
signed and self-established goals, as well as the personal and professional development 
during the year. Furthermore, the supervisor provides constructive feedback and points 
out areas for improvement to increase performance in the upcoming year. The supervi-
sor subsumes all information with her personal impression about the subordinate’s ca-
pabilities into a supervisor rating. After the completion of the individual meetings with 
the subordinates, all supervisors and top management (typically per office) gather to 
finalize the performance evaluation process in the calibration committee meeting.14 
Based on the performance evaluation of the supervisor, the calibration committee dis-
cusses the performance of the subordinate. After deliberation, the calibration committee 
agrees on a final performance rating for each employee that reflects the subordinate’s 
performance relative to his peers.  

Sample and main variables  

To address my hypothesis, I use a sample of 2,252 subordinate-year observations with 
1,683 individual subordinates and 645 individual supervisors. The dependent variable 
that reflects subordinate performance is represented by the subordinate’s final perfor-
mance rating. SUBORD_PERF_RATING reflects the final rating which is provided by 
the calibration committee. Supervisor performance (SV_PERF_RATING) is also meas-
ured by the final rating that the supervisor receives from the calibration committee.15 
Further, and following my previous argumentation in the theory section, I identify the 
discrimination among subordinate performance levels (SV_SKILLS) as adequate meas-
ure for the supervisor’s willingness and ability to provide reliable evaluations and con-
structive feedback - i.e., her supervision skills - to support the subordinate’s develop-
ment. By applying this measure, I jointly test my theoretical predictions and validate the 
measure of supervision skills. 

                                                           
14 A recent survey finds that more than 50% of firms set up so-called calibration committees to validate the 
potential of each employee against the relevant peer group (Hastings 2012). The primary stated purpose of 
calibration committees is to ensure consistency in the interpretation of performance ratings, and attenuating 
potential biases (Demeré et al. 2015). During the calibration sessions, managers and supervisors discuss the 
subordinate’s performance and adjust the rating that usually has been recommended by the supervisor, if 
necessary. 
15SUBORD_PERF_RATING and SV_PERF_RATING equal the variable PERFORMANCE_RATING in the 
other chapters. However, for this study I chose to separate them into two variables to emphasize the perfor-
mance at subordinate and supervisor level. 
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Descriptive statistics 

Table 1 reports descriptive statistics for the dependent and independent variables. The 
subordinates receive on average a final performance rating of 3.57 which is slightly 
above the 100% performance level according to the firm’s internal rating interpretation. 
Similarly, with an average project rating of 3.75 the subordinates perform above the 
firm’s standard expectations. The effective utilization is close to a 100%, suggesting 
efficient staff planning. The higher final rating average of 3.87 at the supervisor level 
indicates that employees at higher ranks perform better than their subordinates.16,17 The 
decreasing number of employees at higher ranks reflects the typical hierarchical pyra-
mid that we find in professional service firms applying the up-or-out system.18 

 
TABLE 1 

Descriptive statistics 
Variable n Mean S.D. Min Q1 Median Q3 Max 
SUBORD_PERF_RATINGijt 2,252 3.57 0.65 1.00 3.00 4.00 4.00 5.00 
SV_PERF_RATINGjt 961 3.87 0.69 2.00 3.00 4.00 4.00 5.00 
SV_SKILLSjt 961 0.43 0.35 0.00 0.00 0.55 0.71 1.64 
PROJECT_RATINGijt 2,252 3.75 0.41 2.13 3.50 3.75 4.00 5.00 
EFF_UTILijt 2,252 93.45 18.91 0.00 83.07 97.00 105.75 138.06 
OVERTIMEijt 2,252 135.47 95.52 -25.00 64.95 122.50 186.10 518.90 
SUBORD_PERF_RATINGijt-1 2,252 3.45 0.63 1.00 3.00 3.00 4.00 5.00 
GENDERijt 2,252 0.59 0.49 0.00 0.00 1.00 1.00 1.00 
JOBTENUREijt 2,252 2.52 2.13 1.00 1.00 2.00 3.00 29.33 
ASSISTANTijt 2,252 0.43 0.50 0.00 0.00 0.00 1.00 1.00 
SENIORijt 2,252 0.51 0.50 0.00 0.00 1.00 1.00 1.00 
MANAGERijt 2,252 0.05 0.22 0.00 0.00 0.00 0.00 1.00 
SENIOR MANAGERijt 2,252 0.01 0.08 0.00 0.00 0.00 0.00 1.00 
 
Table 2 reports the Pearson correlations between the independent variables used in the 
analysis. None of the correlations and variance inflation factors cause multicollinearity 
concerns. 
 
 
 
 
 

                                                           
16 The difference between the performance rating for subordinates and supervisors is statistically significant.  
17 This could mean that biased ratings are more pronounced at higher ranks. However, another interpretation is 
that only high performers achieve promotions to the higher ranks, which is in accordance with the organiza-
tion’s up-or-out-system (see next footnote). In addition, descriptive statistics suggest that compression de-
creases with the rank of the supervisor, reducing the presence for biased ratings. 
18 Up or out requires each member of an organization to achieve the next rank within a certain period of time. 
If they do not show the potential to climb the hierarchy further, they have to leave. 
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TABLE 2 
Correlations between variables 

Variable 1 2 3 4 5 6 7 8 
1 SV_PERF_RATINGjt 1.00    
2 SV_SKILLSjt 0.02 1.00       
3 PROJECT_RATINGijt 0.11*** 0.07*** 1.00    
4 EFF_UTILijt 0.10*** -0.02 0.08*** 1.00    
5 OVERTIMEijt 0.06** 0.04 0.22*** 0.37*** 1.00    
6 SUBORD_PERF_RATINGijt-1 0.06** 0.06** 0.53*** 0.11*** 0.16*** 1.00   
7 GENDERijt 0.06** 0.06** 0.08*** 0.08*** 0.13*** 0.08*** 1.00  
8 JOBTENUREijt -0.10*** -0.03 -0.15*** -0.09*** -0.04* -0.23*** -0.09*** 1.00 
*** p<0.01, ** p<0.05, * p<0.1; two-tailed 

4. Data analysis and results 

The hypothesis predicts that the supervision skills are of greater effectiveness when the 
supervisor has sufficient knowledge and skills reflected in strong performance that can 
be transferred to the subordinate. To test this prediction, I specify the following model:  
 _ _= ß + ß _ _ + ß _+ ß _ _   _+ ß _ + ß _ + ß+ ß _ _ + ß+ ß +  +  
 
where i relates to the subordinate, j relates to the supervisor, and t to the year.  

Next to the main independent variables supervisor performance 
(SV_PERF_RATING) and supervision skills (SV_SKILLS), as well as their interaction, I 
include subordinate-specific characteristics that are expected to influence his perfor-
mance. First, I include the average project rating to control for current on-the-job per-
formance (PROJECT_RATING). I further use effective utilization (EFF_UTIL) and 
overtime (OVERTIME) to control for other performance indicators which are typically 
used in this industry. I expect that all three measures have a positive association with 
the subordinate’s final performance rating. I use the subordinate’s past final rating 
(SUBORD_PERF_RATINGt-1) to control for time-varying subordinate performance, 
expecting to have a positive association with current subordinate performance. I further 
consider GENDER to be a relevant predictor of rating outcomes, but as prior research 
provides mixed results (Rosen and Jerdee 1974; Tsui and Gutek 1984), I make no direc-
tional statement. I further control for tenure in the current job (JOBTENURE). Job ten-
ure can be positively related to performance due to increases in effective ability over 
time (Gibbons and Waldman 1999), or negatively due to talented employees not re-
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maining long in the same rank as a result of the up-or-out system (Lazear 2004). There-
fore, I have no directional prediction. Further, I include rank-fixed effects to control for 
differences in performance levels across the hierarchy. Finally, I control for service- and 
year-fixed effects. 
 

TABLE 3 
Effect of supervision skills and supervisor performance on subordinate performance 

Variable  SUBORD_PERF_RATINGijt 
   
SV_PERF_RATINGjt  0.047 
  (0.036) 
SV_SKILLSjt  0.011 
  (0.016) 
SV_PERF_RATINGjt x SV_SKILLSjt  0.107** 
  (0.053) 
PROJECT_RATINGijt  0.796*** 
  (0.035) 
EFF_UTILijt  0.002*** 
  (0.001) 
OVERTIMEijt  0.0004*** 
  (0.0001) 
SUBORD_PERF_RATINGijt-1  0.291*** 
  (0.022) 
GENDERijt  0.019 

 (0.021) 
JOBTENUREijt  0.010 

 (0.020) 
  

Rank-fixed effects  Yes 
Year-fixed effects  Yes 
Service-fixed effects  Yes 
Observations  2,252 
R2   0.50 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 
 
The results are reported in table 3. The main effects of supervisor performance and 
supervision skills are not significant, indicating that each of the factors alone does not 
contribute to the subordinate’s development.19 However, as predicted, I find a signifi-
cant positive interaction of supervisor performance and supervision skills 
(SV_PERF_RATING x SV_SKILLS) (β3 ≈ 0.11; p<0.05; two-tailed), demonstrating that 
not only supervision skills are important to support the subordinate’s development, but 

                                                           
19 The interacted variables are mean-centered. 
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also filling it with useful information from the supervisor’s own experience and 
knowledge of the job and organization. That is, to receive meaningful feedback, a su-
pervisor needs to have sufficient performance on the job which will help her in guiding 
the subordinate into the right direction in accordance with the organizational goals. Or 
alternatively formulated, if a supervisor expresses substantial supervision skills, she is 
also likely to teach her knowledge and skills more effectively to the subordinate, mak-
ing them complements in developing subordinate performance. This finding confirms 
my hypothesis, and at the same time validates the discrimination among subordinate 
performance levels as reliable measure for supervision skills.  

As I control for current on-the-job performance by including the average             
PROJECT_RATING, the question arises what other dimensions does the supervisor 
actually influence? The firm offers the following explanation: the overall performance 
rating does not only cover current on-the-job performance, but represents a broader 
picture of employee performance. That means, when the calibration committee decides 
about the final performance rating, they also take other aspects and signals into account 
that they deem important to determine overall performance.  

 
TABLE 4 
Panel A 

Effect of supervisor performance on subordinate performance (for low skill supervisors) 
Variable  SUBORD_PERF_RATINGijt 
   
SV_PERF_RATINGjt  -0.017 
  (0.027) 
PROJECT_RATINGijt  0.739*** 
  (0.058) 
EFF_UTILijt  0.004*** 
  (0.002) 
OVERTIMEijt  0.0003 
  (0.0002) 
SUBORD_PERF_RATINGijt-1  0.263*** 
  (0.036) 
GENDERijt  -0.006 

 (0.037) 
JOBTENUREijt  -0.026 

 (0.036) 
  

Rank-fixed effects  Yes 
Year-fixed effects  Yes 
Service-fixed effects  Yes 
Observations  712 
R2   0.42 
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Panel B 
Effect of supervision skills on subordinate performance (for low performance supervisors) 

Variable  SUBORD_PERF_RATINGijt 
   
SV_SKILLSjt  -0.046 
  (0.068) 
PROJECT_RATINGijt  0.730*** 
  (0.065) 
EFF_UTILijt  0.004** 
  (0.002) 
OVERTIMEijt  0.0002 
  (0.0002) 
SUBORD_PERF_RATINGijt-1  0.269*** 
  (0.043) 
GENDERijt  0.025 

 (0.040) 
JOBTENUREijt  -0.038 

 (0.028) 
  

Rank-fixed effects  Yes 
Year-fixed effects  Yes 
Service-fixed effects  Yes 
Observations  646 
R2   0.43 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

 
As mentioned earlier, each subordinate develops a goal plan together with his supervi-
sor. Management acknowledges the ambitions in terms of the amount or difficulty of 
goals, but also how these goals were achieved. Here of course the supervisor has a great 
influence on the composition of goals and can provide support and advice on the 
achievement of those. Furthermore, they compare the existing skills to the predefined 
standards at each rank. By having regular meetings with the supervisor, they can reflect 
on the subordinate’s recent experiences and analyze whether his skills are in line with 
those standards, and take action if necessary. In addition, team integration and commit-
ment to the firm also play a role in the rating outcome. The last point has also recently 
been addressed by Bol et al. (2017), who find a positive association between supervi-
sors’ managerial ability and their subordinates’ level of commitment to the firm. This 
clearly illustrates that the supervisor is able to support her subordinates beyond improv-
ing simple job performance. 

To further illustrate the relevance of achieving a certain level of supervision skills 
and performance, I use subsamples with supervisors who belong to the lower quartile in 
terms of supervision skills or the performance rating (Table 4, Panel A and B, respec-
tively). For supervisors low on supervision skills, I find that no performance spill over 
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takes place. That is, without having sufficient supervision skills, the supervisor is not 
able to pass on her knowledge and skills effectively. This further strengthens my main 
finding and supports my prediction that the supervisor needs to demonstrate sufficient 
leadership and specifically supervision skills in combination with her performance to 
make the supervision most beneficial to the subordinate. Panel B provides evidence that 
also a sufficient level of performance needs to be achieved, as supervisors low on per-
formance cannot make effective use of their supervision skills.20 This further confirms 
the complementary benefit of supervision skills and supervisor performance to optimize 
the support of subordinate performance development. 

5. Additional analyses 

Which on-the-job skills are affected by the supervisor? 

The main analysis shows that the provision of feedback in combination with sufficient 
performance of the supervisor helps subordinates to develop skills and knowledge that 
lead to building up their own performance. While it can be argued that part of the su-
pervisor’s influence goes beyond current on-the-job performance, it is of course reason-
able to assume that the supervisor can affect this dimension as well. In the previous 
analyses, I used the average project rating as indication of current on-the-job perfor-
mance, but this can be decomposed into further sub-dimensions. More specifically, the 
organization values four different performance dimensions that the supervisor is poten-
tially able to influence. The four pre-established dimensions are: (1) Sales, (2) Personal, 
(3) QRM, and (4) Efficiency. The sales performance dimension focuses on the subordi-
nate’s ability to build relationships with the firm’s clients, to represent and develop the 
brand and share best practices in the network, to contribute to revenue growth, and to 
discover business opportunities. The personal dimension reflects the subordinate’s will-
ingness to enhance his own skills but also those of others, seek and provide feedback on 
their performance, support recruiting activities, being considered as leader, but also 
reflects communication inside the firm as well as team orientation. QRM covers the 
compliance with internal and external standards, the identification of risks and guidance 
on how to resolve risky and complex issues, the demonstration of technical knowledge, 
as well as application of internal tools and guidelines. Efficiency represents the subordi-
nate’s ability to manage projects in terms of scope, budget, profitability (especially 
negotiation of fees), staffing, etc. The scores on these four dimensions are received after 
the completion of a project in which the subordinate participated. 
 
 

 

                                                           
20 Using subsamples with supervisors in the top 25% in terms of supervision skills or performance ratings, the 
relationship between supervisor performance and supervision skills with subordinate performance is signifi-
cant (untabulated). 
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TABLE 5 
Supervisor influence on different subordinate skills 

Variable SALESijt PERSONALijt QRMijt EFFICIENCYijt 
   

SV_PERF_RATINGjt 0.054*** 0.037** 0.033** 0.051*** 
 (0.014) (0.022) (0.015) (0.016) 
SV_SKILLSjt 0.056* 0.050 0.054 0.073* 
 (0.032) (0.035) (0.033) (0.038) 
SV_PERF_RATINGjt x SV_SKILLSjt 0.119** 0.051 0.091** 0.100* 
 (0.048) (0.049) (0.045) (0.054) 
SALESijt-1 0.504***    
 (0.026)    
PERSONALijt-1  0.376***   
  (0.024)   
QRMijt-1   0.535***  
   (0.022)  
EFFICIENCYijt-1    0.520*** 
    (0.024) 
GENDERijt 0.045*** -0.004 0.0004 0.028 

(0.017) (0.017) (0.019) (0.019) 
JOBTENUREijt 0.005 -0.029 -0.032 -0.020 

(0.021) (0.027) (0.021) (0.031) 
   

     
Rank-fixed effects Yes Yes Yes Yes 
Year-fixed effects Yes Yes Yes Yes 
Service-fixed effects Yes Yes Yes Yes 
Observations 2,082 2,082 2,082 2,082 
R2 0.30 0.18 0.30 0.29 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

 
Therefore, I further examine to what extent supervisors can actually influence the dif-
ferent skills of their subordinates. In fact, the results in table 5 indicate that the supervi-
sor influences subordinate skills that help increasing sales, quality, and efficiency as-
pects by exploiting the complementary benefit of her evaluation and feedback skills in 
combination with her performance. Comparing the coefficients across the specifications 
reveals that her impact on different subordinate skills is equally strong. It seems that it 
is more difficult to affect the subordinate’s interpersonal skills, which is in line with the 
general assumptions that these skills are harder to learn and transfer (Laker and Powell 
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2011), highlighting the importance of retaining employees who possess interpersonal 
skills, so that the supply of potential supervisors is guaranteed (cf. previous chapter).21 

In sum, both analyses show that the supervisor, given sufficient job performance and 
supervision skills, is able to support the subordinates’ development related to their on-
the-job performance, but also further aspects beyond day-to-day business, such as the 
planning of skill-enhancing activities or the achievement of their goals. 

Robustness tests 

First, I use alternative measures for supervision skills to test the robustness of my main 
result.22 I consider the range between the highest and lowest provided supervisor rating 
recommendation as signal for the competence of applying the entire rating scale, hence 
being closely related to the theoretical construct of discrimination among subordinate 
performance levels. In addition, I use a factor score combining the standard deviation 
and range of the supervisor’s rating recommendations. The results are robust to these 
alternative measures.  

Further, as subordinates are sometimes reassigned to a new supervisor due to super-
visors leaving or receiving a different role within the organization, the concern of selec-
tion occurs, i.e., better supervisors might pick better subordinates. If supervisors choose 
better subordinates, the increased subordinate performance might be a result of the se-
lection, and not their work as supervisor. Therefore, I re-test the model only using sub-
ordinates who have the same supervisor in the sample period, finding the same results. I 
rather find the opposite: in a subsample of subordinates who recently switched supervi-
sors, I do not find an association between the interaction of supervision skills and su-
pervisor performance with subordinate performance, suggesting that their relationship 
needs time to develop to become fruitful. 

In addition, as the subordinate’s final rating is likely to be relevant to the supervi-
sor’s final rating as a result from her work and effort as supervisor, the current measure 
of supervisor performance might suffer from simultaneity bias (cf. previous chapter). 
By using the predicted values of the supervisor’s final rating that is driven by current 
job performance, I ensure that only the performance relevant for her current job is used 
as determinant of the subordinate’s final rating. That is, any potential change of the 
supervisor’s final rating resulting from her work as a supervisor is unlikely to be includ-
ed in the predicted values as the model reflects predominantly the supervisor’s perfor-
mance on projects and profit-related activities, but not explicitly the additional work as 
supervisor. Therefore, I use the predicted values of the supervisor’s performance meas-
ure to reduce simultaneity bias concerns from the following model: 
 

                                                           
21 Using a seemingly unrelated regression which allows the error terms to be correlated yields the same re-
sults. 
22 The results of the robustness test section are untabulated. 
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_ _ = ß + ß _ + ß _+ ß + ß _ + ß+ ß +  +  
 
where j relates to the supervisor, and t to the year.  

The predicted values from this model capture the supervisor’s current job perfor-
mance.23 When using the predicted values of the supervisor’s final rating as measure for 
supervisor performance, the interaction between supervision quality and the supervi-
sor’s own performance remains significant, further confirming the robustness of my 
results. 

6. Conclusion 

The aim of this study is to investigate how a supervisor can influence a subordinate, 
more specifically, what mechanisms are relevant to support the performance develop-
ment of the subordinate. I demonstrate that not only a sufficient level of supervision 
skills, but the combination of these skills with a high level of supervisor performance 
contributes to the development of the subordinate. That means that not only having a 
high level of knowledge and skills reflected by performance is important, but that su-
pervision skills play a crucial role in transferring this performance, making them com-
plements in developing subordinate performance. At the same time, I am able to estab-
lish and validate the discrimination among subordinate performance levels as useful 
indicator of a supervisor’s reliable evaluation and feedback skills, and hence supervision 
skills. Overall, the positive association between a supervisor’s performance and supervi-
sion skills levels with the subordinate’s performance level confirms the effectiveness of 
supervision, and a return on investments in supervisor functions. This is also in line 
with the analysis in the previous chapter, showing that firms do incentivize and reward 
supervisors for doing a proper job. 

While this analysis confirms that a supervisor is an important function within the 
management control system leading the subordinate into the right direction in accord-
ance with organizational goals, an additional analysis breaks down which specific skills 
are influenced by the supervisor. The results show that it is difficult to cultivate inter-
personal skills in subordinates compared to, e.g., sales skills. However, interpersonal 
skills are crucial when building up a positive supervisor-subordinate relationship that 
supports learning, and therefore organizations need to pay special attention to interper-
sonal competencies when hiring employees who potentially become supervisors. While 
this pre-selection serves as first mechanism to choose potential high quality supervisors, 

                                                           
23 I include the profit-related performance measure realization rate (REAL_RATE) to explain variation in 
supervisor performance as all supervisors in the sample are at least at manager rank as of which acquisition 
and sales activities become highly relevant for performance evaluations. 
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incentives to constantly improve supervision skills help to ensure long-term supervision 
quality (cf. next chapter). 

The findings of this study add to the limited literature in accounting on the interac-
tion between supervisor characteristics and the supervised individual. However, a poten-
tial concern regarding the main result arises from a recent study by Ahn et al. (2010). 
Their results indicate that if employees perceive a supervisor to be discriminative in 
terms of their performance, they exert more effort as the likelihood is higher to differen-
tiate themselves from others and receive higher rewards. While this would speak to a 
positive main effect of discrimination among subordinate performance levels on subor-
dinate performance improvement, it cannot explain the interaction with the supervisor’s 
level of performance. An increased subordinate willingness to spend effort does not lead 
to a higher usefulness of the supervisor’s knowledge and skills, because it still needs the 
interaction between the supervisor and subordinate and feedback to transfer the 
knowledge and skills that ultimately increase subordinate performance. Although being 
confident due to the significance of the findings, future research can concentrate on 
measuring supervision skills and the inferred conclusions about the provision of feed-
back and advice more directly, e.g., through a survey.  
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Appendix 

Variable Description 
EFFICIENCY is the rating an employee obtains after the completion of a 

project for the efficiency dimension, ranging from 1 to 5. 
EFF_UTIL is the employee’s effective utilization measured as charge-

able hours divided by available hours (winsorized at 1% 
level). 

GENDER is an indicator variable that equals 1 (0) if the employee is 
a male (female). 

JOBTENURE is the logarithm of the employee’s tenure in the current job 
in years. 

OVERTIME are the hours spent in addition to available hours specified 
in the employment contract (winsorized at 1% level). 

PERSONAL is the rating an employee obtains after the completion of a 
project for the personal dimension, ranging from 1 to 5. 

PROJECT_RATING is the employee’s average project rating received from 
projects completed during the last year, i.e., it is the aver-
age score from the SALES, PERSONAL, QRM, and 
EFFICIENCY performance dimensions. 

QRM is the rating an employee obtains after the completion of a 
project for the quality and risk management dimension, 
ranging from 1 to 5. 

REAL_RATE is the realization rate in percentage (net fees divided by 
standard revenues) (winsorized at 1% level). 

SALES is the rating an employee obtains after the completion of a 
project for the sales dimension, ranging from 1 to 5. 

SUBORD_PERF_RATING is the final performance rating provided to the subordinates 
by the calibration committee on a scale from 1 to 5. 

SV_PERF_RATING is the final performance rating provided to the supervisors 
by the calibration committee on a scale from 1 to 5. 

SV_SKILLS reflects the supervisor’s skills to provide constructive 
feedback and developmental support to the subordinates, 
and is measured by the standard deviation of the supervisor 
performance rating recommendations that a supervisor 
provides to the calibration committee. 
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Chapter 4 
 

How Calibration Committees can Mitigate 
Performance Evaluation Bias:  

An Analysis of Implicit Incentives 
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1. Introduction 

While the benefits of subjective evaluations to more accurately determine employee 
performance have long been acknowledged in accounting research and practice (Gibbs 
et al. 2004; Prendergast 1999), research has also shown that these evaluations are often 
distorted by the evaluators (Bol 2011, 2008; Moers 2005). Such biased performance 
evaluations come at high cost for the firm, especially when used for compensation and 
personnel decisions (Moers 2005). An increasingly used management control innova-
tion aimed at reducing the cost of subjectivity is to allocate decision rights over perfor-
mance ratings to so-called calibration committees (Demeré et al. 2015, p. 1). These 
committees review and potentially adjust the initial ratings provided by supervisors. 
Demeré et al. (2015) provide the first evidence on the role of calibration committees in 
subjective performance evaluation systems, and examine the determinants of calibration 
committee adjustments to supervisors’ reported ratings of their subordinates. We extend 
this stream of research by investigating whether the calibration committee remains pas-
sive after making adjustments or attaches certain consequences to the way supervisors 
evaluate and rate their subordinates. In particular, we examine the extent to which a 
firm’s calibration committee provides implicit incentives to supervisors to mitigate 
rating errors by incorporating supervisors’ evaluation behavior with respect to their 
subordinates in their own performance evaluation outcomes, i.e., performance ratings 
and promotion decisions. 

A recent survey finds that more than 50% of firms set up so-called calibration com-
mittees to validate the potential of each employee against the relevant peer group 
(Hastings 2012). Accordingly, the primary stated purpose of calibration committees is 
to ensure consistency in the interpretation of performance ratings, and attenuating the 
biases that supervisors introduce (Demeré et al. 2015). During the calibration sessions, 
managers and supervisors discuss the subordinate’s performance and adjust the rating 
that usually has been recommended by the supervisor, if necessary. Next to improving 
the common understanding and interpretation of performance standards, the calibration 
committee also corrects error-prone ratings provided by the supervisor, which increases 
the reliability of subjective performance evaluations.  

Regarding this latter purpose, the calibration committee basically has two options to 
mitigate potentially biased performance ratings: either it simply adjusts the ratings 
without any further consequences for the supervisor, or it attaches consequences to 
these adjustments and thereby provides implicit incentives to supervisors to prepare 
more accurate, and thus more useful performance ratings of their subordinates. Given 
the significant time and effort that a calibration committee spends on calibrating, we 
argue that it would be relatively inefficient to remain passive after any adjustments have 
been made. This is because the outcomes of the calibration process provide useful and, 
at that point, costless information for incentivizing supervisors to become better at their 
task. We therefore expect that the latter option applies. 

In our study, we distinguish between skills and opportunism as two major drivers of 
potential rating errors, which we expect the calibration committee to address differently. 
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One of the most challenging tasks of supervisors is to adequately discriminate among 
subordinates in the performance ratings they provide to them, and to provide feedback 
on how to improve (cf. previous chapter). Some supervisors lack sufficient supervision 
skills, resulting in high personal costs associated with giving (negative) feedback as 
well as with the time spent on evaluating and developing subordinates satisfactorily 
(Bol 2011; Westermann et al. 2015). In that sense, we argue that the resulting leniency 
and compression in performance ratings reflects a lack of relevant supervision skills. 
Failure to achieve adequate discrimination among employee performance levels and 
take corrective actions can have severe consequences for the firm. For example, com-
pressed performance ratings make it more difficult to distinguish among high and low 
performing employees, which can lead to wrong decisions regarding the development 
and placement of these employees. 

In addition to this skill-driven bias, we argue that supervisors also have an opportun-
istic reason to bias the subjective performance ratings of their employees. Given that 
supervisors are not only responsible for their own individual performance, but also for 
the professional development and performance of their subordinates, it can be argued 
that subordinates’ performance is reflective of the leadership skills and effort of the 
supervisor (cf. chapter 3). Consequently, we argue that subordinates’ performance will 
be incorporated in supervisors’ performance evaluations, as it is informative about the 
leadership outcome of the supervisor (Larson 1984; Villanova and Bernardin 1989). 
This, however, provides supervisors with an incentive to upward bias their subordi-
nates’ performance ratings. 

Firms therefore face the dilemma that, while “true” subordinate performance is an 
important indicator of supervision outcomes, the reported performance ratings might be 
intentionally and/or unintentionally biased by the supervisors being evaluated because 
of opportunism and lack of skills. We expect that the calibration committee tries to 
mitigate opportunistic bias by providing disincentives for opportunistic behavior, while 
it tries to mitigate skill-driven bias by providing incentives for the investment in super-
vision skills. More specifically, we expect that, when receiving signals of opportunistic 
reporting behavior, the calibration committee directly punishes the supervisor via a 
decrease in her performance rating, which has both compensation and career conse-
quences. In addition, given that supervision skills become even more important when 
being promoted to a higher hierarchical level, we expect that the calibration committee 
uses a promotion rule that makes promotion more likely for supervisors who have 
shown the ability to sufficiently differentiate among subordinate performance levels (cf. 
Grabner and Moers 2013b). Such a promotion rule incentivizes supervisors to invest in 
supervision skills. 

We conduct our analysis using proprietary data from an international professional 
service provider. In particular, the sample consists of 1,796 supervisor-year observa-
tions, which contain performance evaluation data and employee characteristics on su-
pervisor and subordinate level for the time period 2010 to 2012. The analysis proceeds 
in three steps. First, we examine whether the calibration committee considers subordi-
nate performance when rating a supervisor’s performance. The results indicate that the 
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average subordinate performance rating of a supervisor’s subordinates is a key determi-
nant of supervisor performance ratings. This finding provides evidence that the calibra-
tion committee acknowledges subordinate performance as an outcome of supervisor 
abilities and mentoring skills, and compensates the supervisor for the effort taken to 
enhance subordinate performance. It furthermore provides evidence that the supervisor 
has an incentive to opportunistically inflate subordinates’ ratings. 

Second, to provide evidence that the supervisor also has an opportunity to inflate 
these ratings, we analyze whether the supervisor’s behavior during the process of evalu-
ating subordinates’ performance, in terms of proposing performance ratings, affects the 
final performance ratings of these subordinates. The results confirm that the (potentially 
biased) information provided by the supervisor is an important determinant of the cali-
bration committee’s subordinates’ final rating.  

Third, we investigate the incremental effect of supervisors’ evaluation behavior on 
their own performance ratings and promotion opportunities by including different 
measures of supervisor rating characteristics. Our results indicate that signals of behav-
ior to opportunistically bias subordinates’ performance ratings are punished by a de-
crease in the supervisor’s performance rating. This confirms the expectation that a firm 
(through its calibration committee) implicitly aims to discourage strategic management 
of ratings and values accurate feedback and ratings in order to obtain a realistic picture 
of workforce performance. We further find that signals of supervisor’s ability to dis-
criminate among subordinate performance levels, i.e., her supervision skills are posi-
tively related to the likelihood of being promoted. This result is consistent with the 
expectation that the ability to critically evaluate subordinates and also to pass on this 
criticism is essential to advance in the firm. Taken together, firms encourage supervisors 
to invest in their long-term skills and to refrain from activities that promise only short-
term rewards. 

Our study makes several contributions to the incentive and performance evaluation 
literature. While prior research on biases has mainly focused on the determinants and 
consequences of rating errors, very little attention has been paid to the mechanisms 
firms use to reduce these errors (recent exceptions are Bol et al. (2016), and Demeré et 
al. (2015)). Our results indicate that a firm’s calibration committee provides implicit 
incentives to supervisors to mitigate rating errors by incorporating supervisors’ evalua-
tion behavior with respect to their subordinates in their own performance evaluation 
outcomes. In particular, supervisors are rewarded when they sufficiently differentiate 
among subordinate performance levels, i.e., are less likely to suffer from centrality bias 
and make use of the entire rating continuum. As providing negative feedback is consid-
ered to impair the relationship with the subordinate, the supervisor signals the ability to 
communicate negative news to employees and handle potential conflicts (Westermann 
et al. 2015). Likewise, the calibration committee penalizes the supervisor in case it finds 
indications of opportunistic reporting of ratings, which includes providing inflated per-
formance ratings for (some of) their subordinates. Despite the suggested motivational 
effects of inflated ratings Bol (2011), our results indicate that the calibration committee 
perceives higher ratings than warranted as a distortion of employee performance and 
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incentivizes supervisors to reduce such errors. Relatedly, our study extends the recently 
emerging literature on the role of calibration committees in decreasing the cost of sub-
jectivity. While Demeré et al. (2015) provide the first evidence on the determinants of 
calibration committee adjustments to supervisors’ suggested ratings, we provide in-
sights in the consequences thereof. Further, our study contributes to the growing litera-
ture on how to incentivize the acquisition of human capital in general (Grabner and 
Moers 2016), and in particular how to encourage supervisors to effectively pass on their 
knowledge and experience to their subordinates, and guide them in their personal and 
professional development. Given the increasing importance of human capital for firm 
performance in the knowledge society, firms are confronted with increasing replace-
ment cost after talent loss (Fernández-Aráoz 2014; Powell and Snellman 2004). The 
results of our study give an indication of how firms can mitigate the loss of talent by 
incentivizing supervisors to effectively use their leadership, or more precisely, supervi-
sion skills. Finally, although subordinate performance as potential indicator for leader-
ship skills has been proposed before (Harris 1994), empirical evidence has been absent 
so far. In our study, we are able to establish a link between the performance evaluation 
outcomes of supervisor and subordinate, indicating that the average subordinate perfor-
mance rating is indeed reflective of how effectively the supervisor has used her leader-
ship skills (cf. previous chapter).  

The remainder of the chapter is organized as follows. In section 2, we present an 
overview of prior literature on performance evaluation and informativeness of subordi-
nate performance, as well as the development of the hypotheses. Section 3 describes the 
research site and the construction of our sample and measures. In section 4, we present 
our empirical design and report the empirical results. Finally, the chapter concludes with 
a discussion of our findings in section 5. 

2. Theory development and hypotheses 

Subordinate performance as a signal of supervisors’ leadership skills effectiveness 

The primary purpose of supervision is to guide subordinates in their work-related deci-
sions. Ideally, a supervisor provides support for the subordinates’ personal and profes-
sional development within the firm. In order to guarantee a beneficial supervision for 
the subordinate, supervisors need sufficient leadership competencies in terms of com-
munication and mentoring skills, work-related knowledge, and the provision of guid-
ance and constructive feedback (Allen and Poteet 1999; Kram 1988; Viator 1999). A 
field study conducted by Dineen et al. (2006) indicates that by providing guidance to 
subordinates, supervisors are able to induce greater levels of organizational citizenship 
and less deviant behavior, which in turn enhances firm performance (Podsakoff et al. 
1997). Along these lines, Bol et al. (2017) find that supervisors high on tacit knowledge 
are better in developing subordinate competencies and fostering their commitment to 
the firm. In a similar vein, research focusing on the positive effects of mentoring pro-
grams shows that mentored employees, compared to their non-mentored counterparts, 
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are more integrated into the organization, receive higher salaries (Chao et al. 1992), 
indicate a higher job satisfaction, receive more promotions (Fagenson 1989), increase 
job learning, and are less likely to leave the firm (Lankau and Scandura 2002). Howev-
er, the ultimate realization of these positive effects requires also the investment of suffi-
cient time and effort on part of the supervisor (Komaki et al. 1989). Here, the gathering 
of performance information and the subsequent feedback are considered as crucial to 
help subordinates developing their skills and improving their performance (Larson and 
Callahan 1990). 

The previous discussion suggests that the performance of a subordinate is a function 
of the subordinate’s own skills and the skills of the supervisor (cf. previous chapter). 
Thus, the performance (y) of subordinate i of supervisor j can be written as 
 = + +  (1) 
where ~ ( , ) reflects the skills of subordinate i of supervisor j,  reflects the 
skills of the supervisor j, which can be either low or high, and ~ (0, ) reflects all 
other factors that affect performance but are orthogonal to  and , and idd for all 
i=1,…,n. Equation (1) is obviously an oversimplification as, for the moment, it ignores 
the necessary interaction of skills and supervisor performance (cf. chapter 3). Moreover, 
the skills of the subordinate and the supervisor impact performance to the extent that 
these individuals also provide the relevant effort. As such, the skills should be interpret-
ed as the skills effectively used by the subordinate and the supervisor. The average 
performance of all n subordinates of supervisor j then equals 
 = + +  (2) 
where = ∑  and ~ (0, ). If positive performance outcomes can indeed 
be (to a certain extent) attributed to the presence of a high quality supervisor, then the 
question remains in how far firms compensate supervisors for their accomplishments, 
i.e., in how far the outcome of their leadership is included in supervisors’ performance 
evaluations. The informativeness principle states that including any (costless) infor-
mation about an agent’s action choice into the performance evaluation leads to im-
proved incentive contracts as it allows for a more complete and accurate assessment of 
employee effort and performance, and an accurate determination of rewards 
(Holmström 1979). The analysis in chapter 2 has also provided preliminary evidence 
that living the role as a supervisor is rewarded by the firm. Given that supervisors are 
responsible for the performance of their subordinates, and supervisors are able to influ-
ence this performance through their supervision skills (cf. chapter 3), it can be argued 
that average subordinate performance rating is a useful indicator of leadership skill 
effectiveness (see, e.g., Harris 1994), which leads to the following hypothesis: 
 
H1:  The average performance rating of a supervisor’s subordinates is positively 
 associated with the supervisor’s performance rating. 
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The informativeness of supervisor recommendations for subordinates’ final 
performance ratings 

Supervisors do not only influence subordinate performance through their supervision 
style, they also play a crucial role in providing input for the assessment of subordinate 
performance. The major purpose of relying on supervisors’ subjective judgment as a 
complement to objective indicators is that supervisors are expected to have superior 
information about their subordinates that is not captured in objective performance indi-
cators, which helps management to evaluate the subordinates’ performance in a more 
complete and accurate way (Gibbs et al. 2004; Prendergast and Topel 1993).24 By defi-
nition, the use of calibration committees goes hand in hand with the use of subjective 
performance ratings that are to be calibrated. The calibration committee typically relies 
on various information sources in determining performance ratings. However, the close 
interaction with the subordinates provides the supervisor with the possibility to gain 
(private) insights about a subordinate’s performance and potential that other sources 
cannot deliver.25 For example, the supervisor can put objective indicators into context, 
and therefore assess the employees’ true contribution in a more accurate way. As the 
calibration committee is lacking this contextual information, its best option is to take 
into account the private information the supervisor provides.  

At the same time, research has shown that supervisors’ subjective evaluations are of-
ten biased by the supervisors (Bol 2011, 2008; Moers 2005). More specifically, we 
distinguish two major drivers of this bias, i.e., skills and opportunism. Prior research has 
often viewed performance evaluation bias from the perspective of supervisors having 
difficulties in confronting subordinates with bad news and being unwilling to differenti-
ate, resulting in lenient and compressed ratings (see, e.g., Bol 2011; Villanova and 
Bernardin 1989).26 Furthermore, depending on the source of poor performance (external 
or internal to the subordinate), supervisors need to provide the necessary resources to 
the subordinate, or develop an adequate training program to ultimately improve the 
performance of the subordinate as a consequence of the disclosed underperformance 
(Green and Mitchell 1979; DeCotiis and Petit 1978). In addition, supervisors are usually 
held accountable for the performance of their subordinates, which requires further justi-
fication of underperformance towards top management. Interviews have shown that 
especially the reporting of unfavorable subordinate performance is perceived to de-
crease promotion probabilities for the rater (Napier and Latham 1986), increasing the 
incentives to bias subordinate ratings. In that sense, we argue that leniency and com-
pression reflect a lack of relevant supervision skills. While the provision of negative 
feedback is difficult and costly to any supervisor, some supervisors are less able than 

                                                           
24 In terms of equation (1) this simply means that the noise in measuring performance is lower under subjec-
tive assessment compared to objective measurement. 
25 We refer to firms that have supervision programs in place, where supervisors actively support the develop-
ment and career of their subordinates. 
26 Another factor that influences the likelihood of bias is information gathering cost (Bol 2011)). However, 
variation in these costs depends on the work context (e.g., shared work space), rather than the skills of the 
individual supervisor.  
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others to overcome the disutility associated with the consequences of providing such 
feedback (Harris 1994; Murphy and Cleveland 1991). Taken to the extreme, a supervi-
sor who is low on supervision skills ( ) is unable to bring bad news. Given that there is 
no bad news when subordinates perform well, it follows that only for a subordinate who 
is below some performance threshold, the supervisor will provide a higher rating than 
warranted. The reported subjective rating of a subordinate’s performance by “low-
quality” supervisors ( ) can thus be expressed as 
 = + ( ≤ ) ∙  (3) 
where z is the threshold and L the amount by which the rating is upward biased. The 
result of such behavior is, in expectation, lenient ratings ( > ) as well as 
compressed ratings ( ( ) < ( )).27 

A supervisor of high quality ( ), on the other hand, does not exhibit the problem of 
bringing bad news, which results in the reported subjective rating equaling the perfor-
mance observed by the supervisor, i.e., 
 =  (4) 
The end result is not only that the performance ratings of a subset of subordinates are 
biased, which complicates the comparison among all subordinates, but also that the 
difference between the average subordinate performance of supervisors decreases in 
expectation, which complicates the comparison among supervisors.28 Firms therefore 
face the problem that, while subordinate performance is an important indicator of su-
pervisory effectiveness, at the same time the information content of these performance 
measures might be jeopardized due to skill-driven biases. 

Over and above the skill-driven causes of bias, supervisors potentially have an op-
portunistic reason to induce bias. If average subordinate performance is incorporated in 
the performance rating of supervisors as indicator of how effectively supervisors have 
used their leadership skills to develop subordinates, then their payoff is directly linked 
to the measurement of subordinate performance, creating a purely economic motivation 
to manipulate this performance indicator (Ilgen et al. 1981). That is, the supervisor will 
opportunistically bias the average subordinate performance rating upward, i.e., > , 
or improve the perceptions thereof. Consistent with this expectation, Rosaz and Villeval 
(2012) provide evidence, in an experimental setting, that supervisors beautify subordi-
nate performance to present themselves in a better perspective if they expect a certain 
payoff attached to this presentation. Even without an explicit reward, the supervisory 
behavior is predominantly shaped by the expectations created by their own superiors 
(Pfeffer and Salancik 1975), thus increasing the likelihood of impression management if 
expectations cannot be met.29 Hence, when subordinate performance is subjectively 

                                                           
27 Compression thus occurs because of an upward bias for low-performing subordinates and no (downward-) 
bias for high-performing subordinates. Given that a low-quality supervisor is assumed to have difficulty in 
bringing justified bad news to low performers, it is unrealistic to assume that she subsequently will bring 
unjustified bad news to high performers. 
28 Formally, E r -E r = s -s -F(y ≤ z) ∙ L < s -s = E y -E y . 
29 Impression management tactics are known to be present at various levels in firms, ranging from the subor-
dinate ingratiating the supervisor to receive better performance evaluations, selecting highly paid peers to 
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assessed by the supervisor, who has the incentive to bias these performance ratings, the 
supervisors might behave opportunistically to increase their own performance ratings. 
This would lead to a situation where not only subordinate performance ratings are up-
ward biased, but also supervisors’ ratings. The information content of subordinate per-
formance, as reported by the supervisor, might thus not only be jeopardized due to skill-
driven biases, but also due to opportunistic biases.  

The above discussion reflects the dilemma of the calibration committee when inter-
preting the supervisors’ input for subordinate performance ratings: receiving valuable 
private information of the supervisor about subordinates’ performance versus receiving 
information about subordinate performance that is potentially being affected by skill-
driven or opportunistic biases. This latter effect is especially problematic as supervisors 
can exploit the fact that the calibration committee cannot detect bias with certainty. 
However, given that the information of supervisors, if unbiased, is the most valuable 
source of information for the calibration committee, we still expect that the calibration 
committee follows, on average, the supervisors’ recommendation to potentially deviate 
from other sources of information when determining subordinate performance ratings. 
Stated formally:  
 
H2: Supervisors’ rating recommendations have an effect on the subordinates’ final 
 performance ratings provided by the calibration committee. 
 
The above discussion establishes in how far supervisors have an incentive and the op-
portunity to bias subordinates’ performance ratings. In the next step, we argue how the 
calibration committee can make use of the performance evaluation process to mitigate 
rating errors.  

Mitigating bias 

Despite the fact that both (lack of) skills and opportunism cause performance evaluation 
bias, they are two fundamentally different problems. That is, the former is ability-
related while the latter is purely reporting-related, differences which are important for 
the calibration committee to take into account when designing mechanisms to mitigate 
bias. One option the calibration committee has to mitigate opportunistic bias is to simp-
ly take away the incentive for opportunism by not incorporating average subordinate 
performance in the evaluation of supervisors. However, this cannot be sustained as a 
Nash Equilibrium. All else equal, not incorporating average subordinate performance 
eliminates the economic incentive to opportunistically bias performance ratings of sub-
ordinates. This then makes these ratings useful for performance evaluation of the super-
visors, which again induces bias. The equilibrium is analogous to the prisoner’s dilem-
ma; supervisors bias performance ratings and the calibration committee correctly con-
jectures that these biases occur and takes this into account (Steiner and Rain 1989). 

                                                                                                                                              
increase CEO compensation, to strategically choosing favorable information for earnings benchmarks 
(Faulkender and Yang 2010; Gordon 1996; Schrand and Walther 2000). 
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Given that ignoring average subordinate performance weakens the calibration com-
mittee’s capability in assessing supervision effectiveness, it has to reside to dis-
incentivizing supervisors’ opportunistic rating behavior in order to prevent biased sub-
ordinate information. Incorporating such behavior in the annual performance ratings is 
an effective mechanism to punish undesirable behavior as it corresponds to the supervi-
sor’s short-term oriented attempt to receive benefits. Firms predominantly link annual 
compensation to performance ratings (e.g., Merchant and Van der Stede 2012), so that a 
decrease in these ratings directly punishes the supervisor through lower compensation in 
the short run. In addition, performance ratings are likely to be used in promotion deci-
sions and opportunistic rating behavior thus indirectly jeopardizes the supervisor’s long-
term career opportunities. As a result, we expect that the calibration committee miti-
gates opportunistic bias by directly punishing the supervisor with a decrease in the per-
formance rating when receiving signals of opportunistic reporting behavior. Hypothesis 
3 summarizes this expectation. 
 
H3: Signals of opportunistic reporting behavior have a negative impact on the super-

visor’s performance rating. 
 
While adjusting annual performance ratings is effective in penalizing opportunistic 
reporting, it is less effective in tackling an ability-related problem like skill-driven bias. 
Skill-driven biases can only be mitigated by investing in skills, investments which are 
unobservable and costly, and thus need to be incentivized (Mohrman and Lawler 1983; 
Murphy 1992). In addition, investments in skills are more long-term oriented. Previous 
theoretical and empirical research shows that promotion opportunities are an effective 
mechanism to induce human capital acquisition, especially when the associated skills 
are even more important for the next job (Grabner and Moers 2016; Prendergast 1993). 
In essence, the development of skills requires more long-term investments, which ren-
ders promotions a more adequate tool for providing incentives to supervisors to invest 
in their supervision skills (Grabner and Moers 2016). This includes first of all the ability 
to differentiate among subordinate performance levels and the avoidance of rating com-
pression, which can lead to a range of negative consequences. The supervisor needs the 
necessary strength to inform the subordinate when performing unsatisfactorily, which, 
in the worst case, can lead to a direct confrontation (Westermann et al. 2015). Depend-
ing on the source of poor performance (external or internal to the subordinate), supervi-
sors need to invest in the provision of more resources to the subordinate, or develop an 
adequate training program and learning experiences to ultimately improve the perfor-
mance of the subordinate as a consequence of the disclosed underperformance (Green 
and Mitchell 1979). Based on the performance evaluation, providing personal feedback 
and advice in order to help the subordinate develop into the right direction and in ac-
cordance with the organizational standards is equally important. In addition, supervisors 
are usually held accountable for the performance of their subordinates, which requires 
further justification of underperformance towards top management. In addition, inter-
views have shown that especially the reporting of unfavorable subordinate performance 
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is perceived to decrease promotion probabilities for the rater (Napier and Latham 1986). 
Therefore, the fact that a supervisor does not compress subordinate ratings can be inter-
preted as implicit signal of high supervision skills (cf. previous chapter). Further, these 
competencies become even more crucial as the supervisor advances in the corporate 
hierarchy, since this typically requires the supervision of more and higher-level subor-
dinates. Personnel decisions at higher levels are more far-reaching as there are sizable 
increases in terms of salary and delegation of responsibilities (Mumford et al. 2007). 
Thus, to ensure that the supervisors have the appropriate skills, we argue that, in making 
promotion decisions, the calibration committee will directly take into account the super-
visor’s ability to sufficiently differentiate among subordinate performance levels, i.e., 
make use of the entire rating continuum and deal with the potential negative conse-
quences.30 This promotion rule provides supervisors with the incentives to acquire the 
necessary skills (cf. Grabner and Moers 2016), and therefore we hypothesize: 
 
H4: Supervision skills are positively associated with the supervisor’s probability of 

promotion. 

3. Research setting, sample, and measures 

Our research site is a professional service firm. The firm’s corporate hierarchy is orga-
nized in six hierarchical levels (plus top management). While the first two ranks refer to 
non-management employees, the promotion to the third rank is typically accompanied 
by the acquisition of management and supervisory responsibilities.  

The supervision process 

The adequate development of human capital is of utmost importance to the firm, which 
is reflected in the firm’s high investment in the standardization of human capital devel-
opment programs. In particular, the firm has implemented a structured career develop-
ment program for employees in order to advance in the firm. The program defines spe-
cific performance goals and mandatory training sessions tailored to each hierarchical 
rank. Various performance dimensions, such as technical, leadership and personal com-
petencies, are covered by the program. On top of the mandatory aspects, employees are 
encouraged to establish individual goals. In the beginning of the career, the employees’ 
development focuses on consulting and technical skills, as well as team integration. 
Along with the advancement in the hierarchy, the area of responsibility enlarges, which 
extends the required skill set. Supervisory tasks include leading projects and assigning 
tasks to team members. At even higher levels, client communication and acquisition, as 
well as the formation of human capital become important.  

                                                           
30 It is important to emphasize that - in order to increase their promotion probability - low quality supervisors 
cannot simply mimic the behavior of high quality supervisors by increasing the range of their performance 
ratings, given that they have high disutility from the aforementioned negative consequences.  
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The career development program also requires that each newly hired employee is as-
signed to a supervisor who is an experienced professional and at least two ranks higher 
in the hierarchy. The role of the supervisor is to support the personal and professional 
development of the subordinates, including the formulation of the goal and training 
plan, and the completion of annual performance evaluations.  

Typically, in the beginning of the supervisor-subordinate relationship, the supervisor 
meets with the subordinate to get an idea about the subordinate’s general profile such as 
existing knowledge and skills, as well as work-related interests. Based on the subordi-
nate’s profile, the pre-determined development plan (depending on the rank) for the 
next year is complemented by self-established goals that are developed with the super-
visor. Throughout the year, the supervisor arranges the regular staffing of the subordi-
nate, i.e., the assignment to projects fitting the subordinate’s profile. For each project, 
the employee receives formal feedback about the personal and professional project 
performance. In particular, the project leader rates each member of the project team on a 
number of pre-established dimensions, resulting in a project rating. This project rating 
serves as a first indicator helping the supervisor to determine the employee’s perfor-
mance level. After six months a performance check takes place to monitor progress and 
make necessary adaptions to the subordinate’s development plan. 

Annual performance evaluation process 

At the end of the year, a formal performance review takes place, requiring several steps: 
prior to having an individual performance evaluation meeting with the subordinate, the 
supervisor gathers information on the subordinate’s performance, including project 
ratings and informal feedback from project leaders. During the meeting with the subor-
dinate, the subordinate’s performance is assessed based on the achievement of the as-
signed and self-established goals, as well as the personal and professional development 
during the year. Furthermore, the supervisor provides constructive feedback and points 
out areas for improvement to increase performance in the upcoming year. The supervi-
sor subsumes all information with her personal impression about the subordinate’s ca-
pabilities into a supervisor rating. While it is highly recommended that the supervisor 
formally prepares this supervisor rating and communicates it to the calibration commit-
tee prior to meeting with the committee, it is not mandatory. As soon as all official 
annual performance reviews between the supervisors and subordinates are completed, 
all supervisors and top management (typically per office) gather to finalize the perfor-
mance evaluation process in the calibration committee meeting. The calibration com-
mittee starts with the assessment of non-management employees. Typically, the super-
visors present each subordinate to substantiate their supervisor rating. Based on the 
subjective evaluation of the supervisor (either communicated upfront with help of the 
supervisor rating and/or orally in the meeting), the calibration committee discusses the 
performance of the subordinate, also taking into account other available performance 
data such as information on overtime and chargeable hours, as well project ratings, 
some of which could have been provided by other supervisors on the committee. After 
deliberation, the calibration committee agrees on a final rating for each employee that 
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reflects the subordinate’s performance relative to his peers. The final rating has direct 
consequences for salary increases and bonus allocation. The rating scale for all perfor-
mance-related information including project, supervisor and final rating ranges from 1 
to 5. Receiving a 1 means that an immediate intervention is required in order to improve 
quickly. A 2 signals that not all performance goals are met so that further improvement 
is necessary. Employees who meet 100% of their goals and perform well compared to 
their peers receive a 3. If they exceed expectations and outperform peers, a 4 is provid-
ed. A 5 signals a continuous outperformance of peers including the setting of stretched 
goals.  

Subsequent to the determination of the final ratings, the promotion candidates at 
each rank are compared and selected based on their current performance (final rating), 
but also with regard to competencies that are relevant in the next position. Once the 
non-management employees have been evaluated, their supervisors are evaluated next, 
and thus leave the meeting. This procedure ensures that the subordinates’ final rating is 
always determined prior to the final rating of the respective supervisor. The process 
continues until only top management remains to review the highest ranked middle man-
agers. Given the features of the performance evaluation process, our research site allows 
us to test our theory adequately while not being overly unique to limit generalizability. 

Sample and measures 

As we analyze decisions on the final rating and promotions of supervisors, our samples 
are restricted to employees having supervisor responsibilities and their subordinates. We 
concentrate on middle management since top management performance evaluations are 
more qualitative in nature, and not recorded in a systematic manner. The final samples 
consist of 1,796 supervisor-year observations, covering 952 individual supervisors, and 
4,842 subordinate-year observations, covering 3,100 subordinates, both in the period 
from 2010 to 2012.31 

Our main dependent variables represent the final performance evaluation outcomes 
as determined by the calibration committee. PERFORMANCE_RATING reflects the 
final rating that is determined by the calibration committee and ranges from one to five. 
This dependent variable is used to test H1 and H3, using the supervisor’s final rating, 
and H2, using the subordinate’s final rating. In addition, to test H4, we define a promo-
tion as the advancement to the next hierarchical level, as defined by the internal job 
rating system. The indicator PROM equals 1 in the year the promotion decision is made.  

The main independent variable to test H1 is the average performance of the subordi-
nates of a supervisor. We use the final ratings of the subordinates to measure the per-
formance of a supervisor’s subordinates. In particular, we define subordinate perfor-
mance (SUBORD_AVG_RATING) as the average performance across all subordinates 
for a particular supervisor, measured by their final performance rating.  
                                                           
31 As is typical for professional service firms, our research site is organized in organizational sub-units based 
on global geographic regions. We obtained data from one of the largest regional organizational sub-units. 
Given that the performance evaluation process is standardized throughout the whole organization and even 
comparable to competitors, our results are representative of the entire company/industry. 
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To test H2, we define a set of independent variables that capture the outcome of the 
annual performance review between the subordinate and the supervisor that provides an 
input to the calibration committee meeting. SV_RATING is the performance rating the 
supervisor provides after the annual performance meeting with the subordinate, and 
ranges from one to five. SV_UPGRADE is the positive deviation of the supervisor from 
the PROJECT_RATING, i.e., the supervisor rating (SV_RATING) is higher than the 
project rating, where PROJECT_RATING captures the average of all project ratings a 
subordinate receives throughout the year, and ranges from one to five. SV_UPGRADE is 
measured as an indicator variable and reflects a positive recommendation about subor-
dinate performance to the calibration committee. More precisely, we define a deviation 
of the supervisor rating from the average project rating as positive recommendation if 
the difference is at least 0.51 points in order to exclude the possibility of simple round-
ing. Following the same logic, SV_DOWNGRADE is an indicator variable that reflects a 
negative deviation. 

Finally, to test H3 and H4, we apply three main independent variables, capturing 
two different aspects of rating behavior by the supervisor. The first variable is an indica-
tor reflecting whether the calibration committee adjusted the performance rating the 
supervisor suggested for her subordinates. More specifically, CC_DOWNGRADE 
equals 1 when the average adjustment (including upward, downward, and no adjust-
ments) per supervisor is more negative than the average adjustments across supervi-
sors.32 Next, we define a variable intended to capture the strategic provision of infor-
mation to the calibration committee by the supervisor. PICK_BEST is an indicator vari-
able that equals 1 if, prior to the calibration committee meeting, the supervisor decides 
to formally communicate the supervisor ratings only for those employees who are 
among the best according to existing performance data, and zero otherwise. We consid-
er an employee among the best performing employees based on performance data most-
ly provided by sources other than the supervisor, i.e., if the employee belongs to the top 
quartile in terms of average project ratings within one service line. Finally, we use the 
supervision skills measure as defined in chapter 3. SV_SKILLS reflects the discrimina-
tion among subordinate performance levels, calculated as the standard deviation of the 
ratings a supervisor provides to the subordinates in one year (cf. previous chapter).  

Descriptive statistics 

Table 1 reports descriptive statistics for both the supervisor sample (Panel A) and the 
subordinate sample (Panel B). For the supervisor sample, we observe a promotion rate 
of 22%, which is in line with the company’s structured career development plan. While 
the subordinates’ final ratings cover the whole range, with a median of 3 reflecting the 
midpoint of the scale, interestingly, the supervisors’ final ratings are on average higher 

                                                           
32 The average adjustment the calibration committee makes, i.e., the difference between the final rating and 
the supervisor rating, is negative. That implies that the calibration committee downgrades more and already 
corrects lenient ratings provided by the supervisors. The indicator is 1 if the calibration committee down-
grades a supervisor even further than the average adjustment. 
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(median equals 4). In 78% of the subordinate-years, subordinates receive at least one 
project rating per year, while this is only the case for 36% of the supervisor-years.  
 

TABLE 1 
Panel A 

Descriptive statistics for supervisors 
Variable n Mean S.D. Min Q1 Median Q3 Max 
PERFORMANCE_RATINGjt 1,796 3.76 0.71 1.00 3.00 4.00 4.00 5.00 
PROMjt 1,796 0.22 0.42 0.00 0.00 0.00 0.00 1.00 
SUBORD_AVG_RATINGjt 1,745 3.41 0.45 2.00 3.00 3.33 3.67 5.00 
CC_DOWNGRADEjt 1,122 0.36 0.48 0.00 0.00 0.00 1.00 1.00 
PICK_BESTjt 471 0.06 0.23 0.00 0.00 0.00 0.00 1.00 
SV_SKILLSjt 808 0.43 0.35 0.00 0.00 0.55 0.71 1.64 
PROJECT_RATINGjt 645 4.18 0.48 2.17 3.88 4.25 4.50 5.00 
EFF_UTILjt 1,796 77.83 24.36 0.00 67.00 80.94 92.42 138.61 
OVERTIMEjt 1,796 183.75 144.42 -25.50 68.05 153.90 273.70 520.00 
REAL_RATEjt 1,796 39.85 15.58 0.00 31.94 39.56 50.24 71.39 
PERFORMANCE_RATINGjt-1 1,739 3.73 0.68 2.00 3.00 4.00 4.00 5.00 
SPAN_CONTROLjt 1,796 3.07 2.19 1.00 2.00 3.00 4.00 31.00 
GENDERjt 1,796 0.68 0.47 0.00 0.00 1.00 1.00 1.00 
JOBTENUREjt 1,796 5.33 4.84 0.42 3.00 4.00 6.00 34.08 
         

Panel B 
Descriptive statistics for subordinates 

Variable n Mean S.D. Min Q1 Median Q3 Max 
PERFORMANCE_RATINGijt 4,842 3.43 0.63 1.00 3.00 3.00 4.00 5.00 
SV_RATINGijt 2,818 3.68 0.60 1.00 3.00 4.00 4.00 5.00 
SV_UPGRADEijt 2,422 0.09 0.28 0.00 0.00 0.00 0.00 1.00 
SV_DOWNGRADEijt 2,422 0.10 0.30 0.00 0.00 0.00 0.00 1.00 
PROJECT_RATINGijt 3,775 3.69 0.42 2.13 3.38 3.67 4.00 5.00 
EFF_UTILijt 4,842 85.24 24.62 0.00 74.00 88.90 102.00 138.61 
OVERTIMEijt 4,842 116.68 97.08 -25.50 41.00 99.85 170.80 520.00 
PERFORMANCE_RATINGijt-1 3,876 3.39 0.61 1.00 3.00 3.00 4.00 5.00 
GENDERijt 4,842 0.54 0.50 0.00 0.00 1.00 1.00 1.00 
JOBTENUREijt 4,842 2.55 2.56 0.42 1.00 2.00 3.00 33.58 
 
Further, in 58% of the subordinate-years, subordinates receive a formally communicated 
supervisor rating. While the calibration committee usually agrees with the rating pro-
vided by the supervisor, in 20% of the cases it downgrades the rating, while it only 
upgrades the rating in approximately 3% of the cases (untabulated). Obviously, the 
upward adjustments are rather rare cases, involving different supervisors for whom one 
rating suggestion gets adjusted. In contrast, when the calibration committee downgrades 
a supervisor rating, it often involves multiple adjustments for a particular supervisor. 
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Table 2 reports the Pearson correlations between the independent variables used in our 
analyses, where Panel A refers to the supervisor sample, and Panel B reports the results 
for the subordinate sample. None of the correlations cause multicollinearity concerns. 

4. Data analysis and results 

The aim of our study is to analyze in how far firms make use of signals of supervisors’ 
undesired rating behavior to mitigate bias in subjective performance evaluations. Our 
analysis proceeds in three steps. First, we establish whether the average subordinate 
performance rating is associated with the supervisor’s performance rating to test the 
premise that subordinate performance is a signal of leadership skill effectiveness (H1). 
In a second step, we examine whether supervisors not only have an incentive (as estab-
lished in step 1), but also the opportunity to strategically inflate subordinates’ perfor-
mance ratings (H2). Lastly, we analyze the relative importance of various signals of 
supervisors’ rating behavior for two different performance evaluation outcomes, i.e., 
performance ratings (H3) and promotions (H4). 

The informativeness of subordinate performance (H1) 

Hypothesis 1 states that the average performance rating of the subordinates is positively 
associated with the supervisor’s performance rating. To test this premise, we specify the 
following model: 
 _= + _ _ + _+ _ + + _+ _ + _+ + +  +  
 
where j relates to the supervisor, and t to the year.  

To estimate this model (and all other models in this study) without unnecessarily 
losing observations, we include indicator variables for the presence or absence of the 
relevant information and the interaction between this indicator and the variable of inter-
est.33 For example, the coefficient β2 on PROJECT_RATING is the coefficient on      
DPR x PROJECT_RATING, after also including DPR in the equation; where DPR equals 1 
(0) if an average project rating is (not) available. 

Next to our main independent variable SUBORD_AVG_RATING, we include super-
visor-specific characteristics that supposedly influence the performance evaluation 
outcomes. First, we control for the supervisor’s current performance in terms of average 
project ratings (PROJECT_RATING), effective utilization (EFF_UTIL), measured as 

                                                           
33 Note that the indicator variables are used to correct for the absence of information, not for missing data. 
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chargeable hours divided by available hours, overtime (OVERTIME), and realization 
rate (REAL_RATE)34, as well as past performance (PERFORMANCE_RATINGt-1), all of 
which we expect to be positively related to the supervisor’s performance rating. We also 
control for the supervisor’s span of control (SPAN_CONTROL), having no directional 
prediction. We consider GENDER to be a relevant predictor of rating and promotion 
decision outcomes, but as prior research provides mixed results (Rosen and Jerdee 
1974; Tsui and Gutek 1984), we make no directional statement. We further control for 
tenure in the current job (JOBTENURE). Job tenure can be positively related to perfor-
mance due to increases in effective ability over time (Gibbons and Waldman 1999), or 
negatively due to talented employees not remaining long in the same rank as a result of 
the up-or-out system (Lazear 2004).  
 

TABLE 3 
Effect of subordinate performance on supervisor’s final rating 

Variable   PERFORMANCE_RATINGjt 
    
SUBORD_AVG_RATINGjt   0.095*** 
   (0.026) 
PROJECT_RATINGjt   0.397*** 
   (0.047) 
EFF_UTILjt   0.0001 
   (0.0007) 
OVERTIMEjt   0.001*** 
   (0.0001) 
REAL_RATEjt   0.002* 
   (0.001) 
PERFORMANCE_RATINGjt-1   0.587*** 
   (0.025) 
SPAN_CONTROLjt   0.017* 
   (0.010) 
GENDERjt   0.020 

  (0.024) 
JOBTENUREjt   -0.093*** 

  (0.018) 
   

Rank-fixed effects   Yes 
Year-fixed effects   Yes 
Service-fixed effects   Yes 
Observations   1,796 
R2   0.53 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

                                                           
34 EFF_UTIL, OVERTIME, and REAL_RATE are winsorized at the 1% level. 



How Calibration Committees can Mitigate Performance Evaluation Bias 

77 

We therefore have no directional prediction. Further, we control for rank-fixed effects to 
control for differences in performance levels across the hierarchy. Finally, we control 
for year-fixed and service-fixed effects, and use standard errors clustered at the supervi-
sor level.35 

The results reported in table 3 show that SUBORD_AVG_RATING has a highly sig-
nificant and positive effect on the supervisor’s rating (β1 ≈ 0.10; p<0.01; two-tailed), 
after controlling for different dimensions of the supervisor’s current performance           
(PROJECT_RATING, EFF_UTIL, OVERTIME, REAL_RATE), and overall past perfor-
mance (PERFORMANCE_RATINGt-1).

36 Consistent with our expectation, this finding 
indicates that the firm rewards the effort a supervisor has made to improve subordi-
nates’ knowledge and skills that ultimately lead to an increase in their performance. 
Overall, we find strong support for H1.  

The informativeness of supervisor recommendations for subordinates’ final ratings (H2) 

Our results imply that supervisors have an incentive to bias the information that is 
available to the calibration committee. With our second hypothesis, we examine wheth-
er the supervisors also have the opportunity to influence the final rating of their subor-
dinates. In particular, we expect that the calibration committee incorporates the infor-
mation provided by the supervisors in the subordinates’ final rating. We test this predic-
tion using the following model: 
 _= + _ + _+ _ + _ ++ _ ++ +  +  
 
where i relates to the subordinate, j to the supervisor, and t to the year.  

Note that, in contrast to the previous model that investigates the supervisors’ final 
rating in a sample of supervisor observations, the current analysis is performed at the 
disaggregated subordinate level. Thus, the dependent variable as well as the control 
variables in this model relate to individual subordinates who are assigned to the supervi-
sors in the supervisor sample.  

The results in table 4 show that information signals provided by the supervisor have 
an effect on the final rating of her subordinate. More precisely, when a supervisor up-
grades a subordinate in comparison to the project ratings, i.e., deviates notably from the 

                                                           
35 All employees in the firm are assigned to supervisors, i.e., each supervisor included in the analyses has a 
supervisor herself, and so on. Therefore, for all analyses the standard errors are clustered at the supervisor 
level. 
36 The results are robust to using the percentage of subordinates who received a promotion or the relative 
performance rank of subordinates as measure of subordinate performance. 
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average project rating of the subordinate (SV_UPGRADE), the subordinate’s final rating 
increases (p<0.01; two-tailed). 

 
TABLE 4 

Influence of supervisor on subordinate’s final rating 
Variable   PERFORMANCE_RATINGijt 
    
SV_UPGRADEijt   0.318*** 
   (0.039) 
SV_DOWNGRADEijt   -0.384*** 
   (0.031) 
PROJECT_RATINGijt   0.712*** 
   (0.025) 
EFF_UTILijt   0.001*** 
   (0.0003) 
OVERTIMEijt   0.0004*** 
   (0.0001) 
PERFORMANCE_RATINGijt-1   0.360*** 
   (0.018) 
GENDERijt   0.025* 

  (0.014) 
JOBTENUREijt   -0.003 

  (0.013) 
   

Rank-fixed effects   Yes 
Year-fixed effects   Yes 
Service-fixed effects   Yes 
Observations   4,842 
R2   0.50 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

 
This effect also holds for SV_DOWNGRADE, indicating that, on average, the firm in-
terprets substantial deviations as a credible signal of private information on part of the 
supervisor.37 These results confirm that supervisors are able to influence their subordi-
nates’ final performance rating. 

Consequences of supervisors’ rating behavior (H3 and H4) 

Given that our results confirm that supervisors have the incentive and the opportunity to 
manage subordinate performance ratings, we further investigate the reaction of the firm 

                                                           
37 We also use 0.75 as threshold for supervisor upgrades and downgrades to test the robustness of the result. 
We find strong support that the calibration committee adjusts even to a larger extent when the supervisor 
deviates more than 0.75 from the project rating. 
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to potentially biased information. We argue that the calibration committee tries to miti-
gate these problems by taking supervisors’ evaluation behavior into account. In particu-
lar, we argue that the calibration committee aims to punish the intentional inflation of 
ratings to dis-incentivize opportunistic rating behavior by a decreased performance 
rating, while it aims to reward supervisors that are able to sufficiently discriminate 
among subordinates with a promotion. We use ordinary least squares and probit regres-
sions to estimate the following models: 
 _= + _ _ + _+ _ + _ + _+ _ + + _+ _ + _+ + +  +  
 = + _ _ + _+ _ + _ + _+ _ + + _+ _ + _+ + +  +  
 
where j relates to the supervisor, and t to the year.  

Table 5 reports the results, where column 1 (2) relates to the performance rating 
(promotion). With respect to the supervisors’ performance ratings, over and above the 
subordinate performance, the calibration committee takes into account several signals 
about the supervisors’ evaluation behavior. When the calibration committee identifies 
the need to correct inflated ratings, i.e., significantly downgrades ratings that are sug-
gested by the supervisor (CC_DOWNGRADE), the supervisor’s final rating is lowered 
as well (β2 ≈ 0.07; p<0.01; two-tailed). In addition, if supervisors present a more de-
tailed assessment of only their best subordinates during the calibration committee meet-
ing (PICK_BEST), we observe an additional downgrade for the supervisor’s rating      
(β3 ≈ 0.22; p<0.05; two-tailed). This finding implies that the unequal treatment of sub-
ordinates (time spent on performance evaluation and feedback) and impression man-
agement (present best subordinates) is penalized by the calibration committee and 
comes at a direct cost for the supervisor. We use the same control variables as in step 1; 
as the results for these variables do not change, we do not discuss them again here. In 
sum, our findings indicate that the calibration committee punishes supervisors via lower 
performance ratings when they are assumed to provide opportunistically biased infor-
mation, providing support for hypothesis 3.38 
                                                           
38 It should be noted that this result does not contradict the previous finding confirming hypothesis 2. The 
private information provided by SH-supervisors are considered, on average, as relevant to determine subordi-
nate performance and thus the calibration committee increases or decreases the final subordinate rating ac-
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TABLE 5 
Effect of evaluation behavior on ratings and promotions (OLS and probit estimations) 

Variable  PERFORMANCE_RATINGjt PROMjt 
    
SUBORD_AVG_RATINGjt  0.086*** 0.094 
  (0.027) (0.098) 
CC_DOWNGRADEjt  -0.066** -0.112 
  (0.029) (-0.111) 
PICK_BESTjt  -0.217** 0.0005 
  (0.087) (0.395) 
SV_SKILLSjt  -0.004 0.358** 
  (0.043) (0.161) 
PROJECT_RATINGjt  0.402*** 0.150 
  (0.047) (0.133) 
EFF_UTILjt   0.00004 -0.0004 

 (0.0008) (0.002) 
OVERTIMEjt  0.0005*** 0.001*** 
  (0.0001) (0.0003) 
REAL_RATEjt  0.002* 0.007** 

 (0.0001) (0.003) 
PERFORMANCE_RATINGjt-1  0.588*** 0.809*** 
  (0.024) (0.074) 
SPAN_CONTROLjt  0.018 0.018 
  (0.012) (0.023) 
GENDERjt  0.025 0.386*** 
  (0.024) (0.088) 
JOBTENUREjt  -0.093*** -0.005 
  (0.018) (0.075) 
    
Rank-fixed effects  Yes Yes 
Year-fixed effects  Yes Yes 
Service-fixed effects  Yes Yes 
Observations  1,796 1,796 
(Pseudo) R2   0.53 0.34 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

 
With respect to the influence of rating behavior on promotion decisions, we expect the 
ability to differentiate among subordinate performance levels and the managing of the 
associated costs to be particularly important for a promotion to the next level. Con-

                                                                                                                                              
cording to the supervisor recommendation. However, when positive recommendations are considered to solely 
fulfill the purpose of impression management used by SL-supervisors, the calibration committee does not only 
lower the subordinate’s final rating, but also punishes the supervisor directly for this behavior with a lower 
final rating. 
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sistent with hypothesis 4, we find that supervisors who sufficiently discriminate among 
performance levels of their subordinates (SV_SKILLS), and thus are also less lenient, 
have a significantly higher probability of promotion (β4 ≈ 0.36; p<0.05; two-tailed). 
Note that such discrimination cannot be simply mimicked by a “low quality” supervisor 
because it requires using the entire rating scale and especially a low rating implies costs 
that such a supervisor tries to avoid. Further, the results show that indeed only the hy-
pothesized effects, i.e., the negative effect of opportunistic rating behavior on ratings 
and the positive effect of supervision skills on promotion decisions, are confirmed. In 
other words, the ability to discriminate between subordinates does not affect the per-
formance rating, and opportunistic reporting behavior does not directly affect the likeli-
hood of promotions.39 

Given that the decisions regarding the rating and the promotion are taken during the 
same meeting, we also use an alternative estimation approach. In particular, we use 
seemingly unrelated regression equations in order to reflect the simultaneity inherent in 
these decisions, and jointly estimate the following models, this time in accordance with 
our predicted relationships: 
 _= + _ _ + _+ _ + _ + _+ + _+ _ + _+ + +  +  
 = + _ _ + _+ _ + _ ++ _ + _+ _ + ++  +  
 
where j relates to the supervisor, and t to the year. 

The results in table 6 confirm that our results are robust when controlling for the 
correlation between the error terms of the two equations. In addition, the positive coef-
ficient on SPAN_CONTROL indicates that the firm acknowledges the effort and time a 
supervisor has to spend when supervising a larger number of subordinates. These find-
ings are also in line with prior research showing that the number of subordinates and the 
time spent on supervision are strongly related to the extent that supervisors conform 

                                                           
39 Opportunistic reporting behavior does have an indirect effect on the likelihood of promotions. In untabulat-
ed tests we find that the final rating of the supervisor has a significant positive effect on the likelihood of 
promotions. This further underlines the findings in chapter 3, namely that both supervision skills and a suffi-
cient level of performance need to be present to be a successful supervisor, and thus both factors are relevant 
for a promotion. 



Chapter 4 

82 

with the expectations of their own superiors (Pfeffer and Salancik 1975), therefore in-
creasing the likelihood of a reward. 
 

TABLE 6 
Effect of evaluation behavior on ratings and promotions  

(Seemingly unrelated regression estimation) 
Variable  PERFORMANCE_RATINGjt PROMjt 
    
SUBORD_AVG_RATINGjt  0.085*** 0.016 
  (0.028) (0.019) 
CC_DOWNGRADEjt  -0.061**  
  (0.031)  
PICK_BESTjt  -0.203**  
  (0.099)  
SV_SKILLSjt   0.073** 
   (0.035) 
PROJECT_RATINGjt  0.400*** 0.039 
  (0.043) (0.031) 
EFF_UTILjt   0.00003 -0.00001 

 (0.001) (0.0004) 
OVERTIMEjt  0.001*** 0.0002*** 
  (0.0001) (0.0001) 
REAL_RATEjt  0.002** 0.001** 

 (0.001) (0.001) 
PERFORMANCE_RATINGjt-1  0.587*** 0.154*** 
  (0.028) (0.014) 
SPAN_CONTROLjt  0.017*** 0.001 
  (0.006) (0.004) 
GENDERjt  0.025 0.088*** 
  (0.026) (0.019) 
JOBTENUREjt  -0.093*** 0.001 
  (0.019) (0.014) 
    
Rank-fixed effects  Yes Yes 
Year-fixed effects  Yes Yes 
Service-fixed effects  Yes Yes 
Observations  1,796 1,796 
(Pseudo) R2   0.53 0.32 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 
 
In sum, we provide evidence that the calibration committee considers subordinate per-
formance to be informative about the effort a supervisor has spent to develop subordi-
nate skills and compensates the supervisor accordingly. Furthermore, skills such as the 
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development of subordinates, including the provision of reliable ratings and correspond-
ing feedback, is necessary to climb the corporate hierarchy. In contrast, supervisors who 
presumably deliver biased information and reveal evaluation behavior that is undesira-
ble for the firm, are likely to face direct negative compensation consequences as well as 
indirect negative career consequences. 

Robustness tests 

To demonstrate the robustness of our results, we apply alternative measures for rating 
behavior and supervision skills. With regard to rating behavior, for each supervisor, the 
calibration committee has four options: (1) no adjustments to any of the supervisor 
ratings, (2) at the same time upgrade some subordinates and downgrade others, (3) only 
downgrade one or more subordinates; and (4) only upgrade one or more subordinates. 
Using option one as the base category, we define 3 indicator variables capturing the 
other options. With respect to option two, we define CC_RATING_ADJ as 1 if in the 
same year the calibration committee downgraded at least one rating recommendation 
and upgraded at least one rating recommendation per supervisor. Further, 
CC_RATING_DOWNGRADE assumes 1 if the calibration committee downgraded at 
least one rating the supervisor recommended for the subordinate, but did not upgrade 
any rating. Finally, CC_RATING_UPGRADE equals 1 if the calibration committee 
upgraded at least one supervisor rating, while no downgrade was made.  

Untabulated results show that when the calibration committee identifies the need to 
correct inflated ratings, i.e., downgrades ratings that are suggested by the supervisor 
(CC_RATING_DOWNGRADE), the supervisor’s final rating is lowered as well (p<0.05; 
two-tailed). We cannot confirm this effect for CC_RATING_UPGRADE. That is, if the 
rating provided by the supervisor is adjusted upwards, there is no effect. The insignifi-
cant coefficient of CC_RATING_UPGRADE confirms the expectation that the calibra-
tion committee does not attribute low ratings provided by the supervisor to any kind of 
strategic behavior as there is no economic incentive to decrease subordinate ratings on 
purpose. 

We further use alternative measures for the extent to which the supervisor discrimi-
nates among subordinates and signals supervision skills. We define the following addi-
tional measures to capture supervision skills: SV_RANGE (the difference between a 
supervisor’s highest and lowest rating provided to subordinates), and a factor analysis of 
SV_SKILLS and SV_RANGE to estimate the underlying latent construct. The analyses 
show that all alternative measures for supervision skills have a positive and significant 
association with the promotion likelihood of a supervisor, while having no effect on the 
final rating. 

Finally, the ability to identify the performance levels of subordinates should become 
more salient the higher the number of subordinates a supervisor takes care of. There-
fore, the effect of discrimination on promotion opportunities should increase in the 
number of subordinates a supervisor has. In an additional analysis (untabulated), we 
include an interaction term between SV_SKILLS and SPAN_CONTROL, which is posi-
tive and marginally significant. This result suggests that the calibration committee real-
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izes that with an increasing number of subordinates, the likelihood of having the same 
performance level decreases, and thus considers a differentiation as inevitable, which 
needs to be reflected in the provided supervisor ratings. This finding supports our con-
clusion further that indeed the firm takes the ability to discriminate into account when 
making promotion decisions. 

5. Conclusion 

Research on subjective performance evaluations has identified the most important 
drawback of its use: the fact that these evaluations can be distorted by the evaluator, and 
therefore not always reflect the employee’s “true” performance. Bias in performance 
evaluations is problematic because it comes at high direct and indirect cost for the firm, 
especially when these evaluations are used in compensation and personnel decisions 
(Moers 2005). While prior research has identified a number of causes for such biases 
(e.g., Bol 2011), we show that evaluators also have pure opportunistic reasons to bias 
their subordinates’ performance ratings. Supervisors are often held accountable for the 
performance of their subordinates, and therefore directly benefit from inflating their 
subordinates’ ratings. This further implies that the problem of distorted performance 
ratings of subordinates naturally extends to the ratings of the supervisors.  

Firms therefore face the problem that the information content of subordinates’ per-
formance evaluations might be misleading either because supervisors lack the skills to 
provide adequate ratings, or because they intentionally inflate them. In this study, we 
show that firms are aware of this problem, and try to mitigate it by holding supervisors 
accountable for their evaluation behavior. In particular, firms make use of the annual 
performance evaluation process, and its effect on subsequent bonus payments to dis-
incentivize strategic evaluation behavior by downgrading the performance ratings of 
supervisors identified as providers of opportunistically biased information. Further, 
consistent with the literature on human capital acquisition (e.g., Grabner and Moers 
2016; Prendergast and Topel 1993), we find that firms use promotion opportunities to 
incentivize investments in performance evaluation and feedback skills by making pro-
motions more likely for supervisors who have acquired these specific supervision skills. 
The relevance of this type of skill is highlighted in a study by Ahn et al. (2010), provid-
ing evidence that the perceived degree of discriminability of performance measures 
motivates employees to exert more effort and improve their performance, which is, next 
to the identification of talents, one of the main goals of a firm’s evaluation system. Alt-
hough prior literature suggests that lenient ratings can have motivational effects on 
employee performance (Bol 2011), our findings indicate that firms acknowledge the 
importance of discriminability and thus incentivize supervisors to reduce rating errors. 
This supports the firm in identifying true performers and assigning appropriate rewards, 
and increases the perceived fairness of the evaluation system, which potentially out-
weighs the benefits of lenient performance feedback. Hence, our results reinforce the 
importance of evaluation and feedback skills as promotion criterion in order to secure 
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the achievement of these goals in the long term, while also showing that the effort relat-
ed to the provision of accurate evaluations and the subsequent actions for employee 
performance improvement is rewarded. These findings underscore the different roles of 
bonus-based and promotion-based incentives in achieving goal alignment, that is, incen-
tives to provide goal-directed effort versus incentives to invest in the development of 
productivity-enhancing skills.  

Our study also has important managerial implications. First, our study has implica-
tions for the design of incentive systems. We provide insights in the degree to which 
incentive systems can be designed to assist in overcoming biases, thereby re-
establishing the alignment between the objectives of the firm and the supervisor. Sec-
ond, our study sheds light on the benefits of calibration committees in decreasing the 
inherent cost of subjectivity. Given the increasing importance of calibration committees 
(Demeré et al. 2015), our results assist firms in getting a more accurate estimate of 
whether the management time and money spent on such committees is worth the effort. 
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Appendix 

Variable Description 
CC_DOWNGRADE is 1 if the calibration committee downgrades the super-

visor ratings (SV_RATING) of one supervisor more 
than the average adjustment across all supervisors per 
year. 

CC_RATING_ADJ is 1 if in the same year, the calibration committee 
downgraded at least one rating recommendation 
(SV_RATING) and upgraded at least one rating recom-
mendation (SV_RATING) suggested by the supervisor. 

CC_RATING_DOWNGRADE is an indicator variable that assumes 1 if at least one 
final rating is lower than the supervisor rating 
(SV_RATING), i.e., the calibration committee lowered 
the rating suggested by the supervisor but did not up-
grade any rating. 

CC_RATING_UPGRADE is an indicator variable that assumes 1 if at least one 
final rating is higher than the supervisor rating 
(SV_RATING), i.e., the calibration committee increased 
the rating suggested by the supervisor but did not 
downgrade any rating. 

EFF_UTIL is the employee’s effective utilization measured as 
chargeable hours divided by available hours (winso-
rized at 1% level). 

GENDER is an indicator variable that equals 1 (0) if the employee 
is a male (female). 

JOBTENURE is the logarithm of the employee’s tenure in the current 
job in years. 

OVERTIME are the hours spent in addition to available hours speci-
fied in the employment contract (winsorized at 1% 
level). 

PERFORMANCE_RATING is the final performance rating provided by the calibra-
tion committee on a scale from 1 to 5. 

PICK_BEST equals 1 if the supervisor provides supervisor ratings 
(SV_RATING) only for the best-performing subordi-
nates (best is defined as top 25% employees in terms of 
project ratings within one service line per year).  

PROJECT_RATING is the employee’s average project rating received from 
projects completed during the last year. 

PROM is an indicator assuming 1 if the employee advances to 
the next rank. 

REAL_RATE is the realization rate in percentage (net fees divided by 
standard revenues) (winsorized at 1% level). 
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SPAN_CONTROL is the number of subordinates per supervisor. 
SUBORD_AVG_RATING is the average final rating (PERFORMANCE_RATING) 

across all subordinates who are assigned to the same 
supervisor. 

SV_DOWNGRADE is an indicator variable that equals 1 if there is a nega-
tive difference between the average project rating 
(PROJECT_RATING) and the supervisor rating 
(SV_RATING) (difference larger than 0.5). 

SV_RANGE is the difference between a supervisor’s highest and 
lowest supervisor rating (SV_RATING) provided to the 
subordinates. 

SV_RATING reflects the rating a supervisor suggests for a subordi-
nate when assessing subordinate performance. 

SV_SKILLS reflects the supervisor’s skills to provide constructive 
feedback and developmental support to the subordi-
nates, and is measured by the standard deviation of the 
supervisor performance rating recommendations 
(SV_RATING) that a supervisor provides to the calibra-
tion committee. 

SV_UPGRADE is an indicator variable that equals 1 if there is a posi-
tive difference between the average project rating 
(PROJECT_RATING) and the supervisor rating 
(SV_RATING) (difference larger than 0.5). 
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1. Introduction  

In this study, we examine the effectiveness of a performance management system that 
explicitly assesses an employee’s potential in order to make informed promotion deci-
sions. In the organizational context, potential is typically used to describe an employee’s 
capability to progress into and succeed in a higher position, with the ultimate goal to 
become part of the future leading team of the organization (Fernández-Aráoz et al. 
2011).40,41 Here, it is essential to clearly distinguish between high potentials and high 
performers. High performers are generally considered as having in-depth knowledge in 
their area of expertise, and show superior performance in their current job compared to 
their peers. In contrast, high potentials are quickly adaptable to new tasks and environ-
ments, i.e., they excel even in areas outside of their current job and expertise. High 
potentials show the ability to deal with ambiguous and complex tasks, which makes 
them ideal candidates for senior and leading positions in the organization (Downs 
2015). The majority of high potentials are also identified as high performers. That 
means, they perform well in their current job, but clearly signal that they are able to 
manage more complex tasks, and take on more responsibility in a different job 
(Fernández-Aráoz et al. 2011). However, the opposite does not hold to the same extent; 
high performers are not necessarily high potentials. This is because talents for the next 
level in the hierarchy are typically not perfectly correlated with talents required to be the 
best performer in the current job, especially when moving towards leadership responsi-
bilities (Baker et al. 1988; Grabner and Moers 2013b). This makes the explicit assess-
ment of potential essential in order to determine the next generation of leaders for the 
organization.  

While the identification and retention of talent has been one of the most important 
challenges of firms ever since, the pressure to identify highly talented employees and 
therefore future leaders has recently been rising. Due to changing demographics with 
waves of retiring employees and shrinking talent pools at the same time, the early iden-
tification of high potentials has become crucial for succession planning (Fernández-
Aráoz 2014). Accordingly, organizations frequently voice their concern about the leak-
ing pipeline of talent. Surveys show that 56% of the executives are concerned about the 
ability to have sufficient successors to fill leading positions, and 62% of CEOs question 
the availability of talented workforce to operate their organization in the future 
(Fernández-Aráoz et al. 2011; Boston Consulting Group 2010; PriceWaterHouse 2014). 
Current developments in the implementation of high potential programs reflect these 
concerns and needs: about 46% of the organizations have a formal “HiPo” program in 
place, with 25% more planning to invest in one. Even when not directly focusing on 
succession planning, the explicit distinction between high potentials and high perform-
ers is expected to help the organization to place the right people into the right positions, 
thereby creating the necessary pipeline to fill any future demand.  
                                                           
40 In this study, we focus on the identification of talent, but not on the subsequent activities that support the 
development and cater to the needs of high potential employees. 
41 Potential is oftentimes referred to as talent, and used interchangeably throughout this study. 
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However, despite the increasing reliance on potential assessment programs in prac-
tice, still only around 20% of organizations state that they believe in their general ability 
to fill their pipeline.42 This observation triggers the question if and how the explicit 
assessment of potential actually supports firms in identifying talent, a question that so 
far has largely been neglected in the management control literature.43 Therefore, we 
extend prior performance evaluation literature by providing exploratory insights into the 
effectiveness of a change in a performance measurement system moving from the im-
plicit identification to the explicit assessment of potential. Most importantly, we inves-
tigate whether the information content of the newly introduced potential assessment in 
terms of its predictive validity corresponds with the weights put on this assessment in 
promotion decisions (cf. Grabner and Moers 2013b). We conduct our study using pro-
prietary performance evaluation data from an international professional service firm. 
The data cover the time period from 2010 to 2015, with the new system being imple-
mented in 2013. In the old performance measurement system, employees received one 
overall rating for their current performance, while in the new system, they receive a 
rating for current performance and an additional potential rating, which combined re-
sults in a nine box model (see figure 1). 
 

Potential    

High 
Potential for signifi-
cantly larger and 
more complex role 

Early  
talent 

Future strategic  
talent 

Strategic  
talent 

Medium 
Potential for broader 
role with increasing 
complexity 

Under  
achiever 

Highly valued  
contributor 

Outstanding  
achiever 

Low 
Realistic potential 
for development is at 
current level, if at all 

Strongest concern Solid contributor Master performer 

 Performance  
rating 1-2 

Performance  
rating 3-4 

Performance  
rating 4-5 

 

                                                           
42 Irrespective of having a potential assessment program in place.  
43 A recent exception is Deller (2017) who examines voluntary and involuntary departure decisions as a result 
of explicit potential assessment.  
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We start our investigation by analyzing the impact of the system change on the overall 
effectiveness of the talent identification process. In particular, using differences-in-
differences, we examine the pre- and post-period difference in performance that follows 
after receiving a promotion, as the performance of promoted employees in the first year 
of their new job allows conclusions on the effectiveness of the underlying management 
decisions (Benson et al. 2016; Ittner et al. 2003).44 Our analysis reveals, interestingly, 
that employees who have received a promotion show lower future performance under 
the new system than under the old system, indicating that the effectiveness of promotion 
decisions has decreased. This implies that the new system is less effective in identifying 
promotable candidates who move to a different task environment. In other words, as 
promotions are typically characterized by a change in tasks and responsibilities, the 
newly introduced potential ratings seem to provide potentially distorting information 
when it comes to assessing the potential to move to a different job. This is especially 
problematic given that the value of a potential assessment system lies in identifying 
employees who have the capabilities for tasks that are not yet part of their current job, 
and sorting becomes more important in such settings (Gibbs 2008). Therefore, in a sec-
ond step, we provide a more detailed analysis of the new system to uncover potential 
explanations for why the quality of promotion decisions might be worse under the new 
system.  

As the explicit purpose of the potential assessment system is to guide promotion de-
cisions, we first analyze whether the potential ratings, as intended, are indeed taken into 
account in promotion decisions. In particular, we analyze the different information sig-
nals that are used to make a promotion decision under the new system. Our results indi-
cate that, holding current performance constant, a higher potential rating is associated 
with an increased likelihood of promotion. That is, promotion decisions are based on the 
potential ratings, and hence made in accordance with the purpose of the new system.  

Given that the potential ratings are incorporated into promotion decisions, a possible 
reason for less efficient promotion decisions is that these potential ratings actually do 
not capture the distinct potential to perform well in a future (different) job. Therefore, 
we proceed with the examination of the information content of the potential ratings in 
terms of their predictive validity (Ittner et al. 2003). More specifically, we analyze to 
what extent the potential rating is associated with future performance for different 
groups of employees: promoted and non-promoted employees. Assuming that the as-
sessment criteria for making these career decisions are accurate and relevant, one would 
expect that for each of the two groups, the potential rating is predictive of future per-
formance in the same, but especially in a new job. As the system is specifically targeted 
at assessing the capability to perform well at a new job in a different task environment, 
the informational value of the potential rating, controlling for the current performance 
rating, is also expected to be higher, or at least not lower, for the promotion group than 
for the non-promotion group. However, the results show that (1) for the group of pro-
moted people, the potential rating is only predictive of future performance in the rather 
                                                           
44 Pre-period refers to the old performance measurement system, and post-period refers to the new perfor-
mance measurement system. 
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small sub-group of high performers, but not the largest sub-group of average perform-
ers, and (2) the potential rating is less predictive of future performance for promoted 
employees compared to non-promoted employees. Combined with the previous analy-
sis, these findings suggest that while the firm makes promotion decisions in line with 
the outcome of the potential assessment system, the information content of the potential 
ratings does not capture the relevant information to identify the right promotion candi-
dates, potentially leading to an incorrect assessment of how well an employee can per-
form in a different task environment. This might ultimately lead to less efficient promo-
tion decisions.  

In a last step, we concentrate on the pre-period in order to provide a potential expla-
nation why promotion decisions have been seemingly better using the old system. We 
repeat the previous analyses with performance measures that have been available in the 
pre-period to identify high potentials. As often top management or the supervisor is 
responsible for talent identification (Fernández-Aráoz et al. 2011), we focus on the final 
performance rating provided by management and the supervisor rating. With regard to 
the likelihood of promotion, our analysis shows that both, the final and the supervisor 
rating, are used equally in making promotion decisions. Comparing the information 
content of these ratings, we also find that these performance measures are equally suita-
ble in predicting future performance of promoted and non-promoted employees. This 
leads to the conclusion that under the old system, the information about an employee’s 
potential that is captured in the final rating and the supervisor rating is equally useful in 
predicting his future performance independently of a change in task environment. As 
the promotion decisions are made consistently with the predictive validity of the ratings, 
we can conclude that the reliance on the final rating and supervisor rating led to, on 
average, efficient promotion decisions. In contrast, under the new system, the actual 
information content seems to not coincide with the promotion decision, which contrib-
utes to the explanation of the observed performance drop of promoted employees in the 
post-period. 

Our study contributes to the literature on performance measurement and promotions 
in several related ways. We apply the concept of predictive validity as a key design 
characteristic for performance measurement systems to a promotion setting. We show 
that the explicit assessment of potential is not necessarily useful in predicting future job 
performance in a new task environment. Given that such potential assessments never-
theless are, as intended, weighted in promotion decisions, our findings provide a novel 
explanation for the potential occurrence of the Peter Principle. Benson et al. (2016) 
show that the Peter Principle can occur by emphasizing (ignoring) the “wrong” (“right”) 
performance measures in promotion decisions. In contrast, our results indicate that inef-
ficient job assignments might not only be driven by the wrong choice of the type of 
performance measures used to make the decisions, but also due to a rightly chosen type 
of performance measure lacking the information content it is supposed to possess. Most 
paradoxically, while at first sight, a potential assessment program seems perfectly suited 
to avoid the Peter Principle by avoiding a too narrow focus on current performance, it 
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actually turns out that the explicit assessment of potential is more difficult than firms 
might have expected. 

Relatedly, our study provides insights into a newly emerging performance manage-
ment practice, which is very costly for firms to implement and maintain. While sorting 
becomes more important the more there is a change in tasks between jobs (Gibbs 2008), 
we find in our setting that in especially these circumstances, the explicit assessment of 
potential fails its purpose. As a result, our findings inform practitioners about the bene-
fits and drawbacks of potential assessment programs, and provide guidelines regarding 
which pitfalls to avoid when implementing such a system.  

The remainder of the chapter is organized as follows: in the next section, we review 
the literature on performance and potential measurement and develop our research ques-
tion. Section 3 describes our setting and the performance evaluation and measurement 
process in detail. In section 4, we present our empirical results, and close with a discus-
sion of our findings in section 5. 

2. Literature review and research question 

Research on performance measurement, and the choice of performance measures in 
particular, has a long tradition in the accounting literature. Numerous studies have ex-
amined which performance measures are used for incentivizing managers and how 
multiple measures are weighted to provide these incentives (e.g., Bushman et al. 1996; 
Ittner et al. 1997; Lambert and Larcker 1987). All these studies are rooted in the seminal 
work by Holmström (1979), who shows that any (costless) performance measure that 
provides incremental information about the agent’s effort should be incorporated in the 
provision of incentives. In the context of using performance measures for promotion 
decisions, information about effort is not necessarily relevant. An important role of 
promotions is to sort employees into the right job in accordance with their abilities 
(Gibbs 1995; Baker et al. 1988). As such, the extent to which a performance measure is 
informative about the employee’s ability for the next job affects the choice of perfor-
mance measures in promotion decisions (Grabner and Moers 2013b).  

When assessing promotion candidates with the purpose of sorting in mind, manage-
ment seeks information about the extent to which an employee’s ability is relevant for 
the new job and task environment that is entered upon promotion. If the new task envi-
ronment is similar to the current task environment, management can easily rely on cur-
rent task performance measures to predict an employee’s suitability for the new job. 
However, if the new job largely differs from the current job, then current job perfor-
mance is not necessarily predictive of performance in the next job and management 
most likely has to resort to some subjective assessment. For example, in their setting, 
Grabner and Moers (2013b) are empirically able to disentangle an employee’s overall 
annual assessment into a component that reflects current job performance and a compo-
nent that reflects a subjective assessment of ability. They show that the bigger the dif-
ference in jobs between hierarchical levels, the less current job performance is predic-
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tive about future performance in the next job compared to the current job, while the 
opposite holds for a subjective assessment of ability. They further show that the weights 
on these two performance dimensions in different promotion decisions are consistent 
with the measures’ predictive validity. In essence, the informativeness of a performance 
measure for sorting purposes is reflected by the measures’ predictive validity regarding 
future performance in the next job. 

However, neither assessing the potential to perform well in the next job nor relying 
on such assessments in promotion decisions is an easy task. Regarding the latter, 
Benson et al. (2016) examine whether firms promote sales workers who are good at 
their current job or sales workers who are likely to be good sales managers. Their em-
pirical evidence indicates that, while past sales performance as a sales worker positively 
affects the likelihood of being promoted to sales manager, past sales performance is 
actually negatively associated with performance as a sales manager. In addition, they 
show that the extent to which a sales worker has experience with working with other 
workers on sales transactions is positively associated with performance as a sales man-
ager, but this measure is ignored in the promotion decision. Their empirical findings are 
hence consistent with the Peter Principle, the costs of which can be substantial.45 

However, there are a number of reasons why firms might want to incur such costs 
and rely on performance in the current job in promotion decisions, irrespective of the 
measure’s predictive validity. First, the benefits of providing incentives in the current 
job might simply outweigh the costs of “ignoring” the sorting role of promotions 
(Grabner and Moers 2013b). This can be, for example, due to the importance of tour-
nament incentives (Lazear and Rosen 1981), or of avoiding that workers shirk in their 
current job (DeVaro and Gürtler 2016). Second, performance in the current job is typi-
cally more objective and therefore avoids the problem of favoritism, which can further 
improve incentives (Prendergast 1998). Finally, fairness concerns can push for a focus 
on current job performance because relative performance in the current job is more 
salient to employees, which can influence employees’ expectations about who should be 
promoted (Chan 2016). 

In addition to not incorporating informative measures in promotion decisions, the in-
formation content of the measures of potential to perform well in the next job can itself 
be problematic. It is in general hard to predict the future and even more to design 
measures that have predictive validity. In the context of nonfinancial performance 
measures, Ittner and Larcker (2003) argue that the difficulty in linking these measures to 
future financial performance is primarily driven by incorrect measurement. These prob-
lems are expected to be even more severe when it comes down to assessing the potential 
to perform well in the next job. It is not only hard to predict how potential plays out in 
the future, but it is also hard to define potential and find appropriate criteria. As stated 
before, management typically has to resort to some subjective assessment, which can 
create problems. Subjectivity allows measurement error to enter the process of assessing 
potential. For example, Bol et al. (2017) show, in an auditing setting, that the tacit 
                                                           
45 The Peter Principle states that people get promoted to their level of incompetence and is caused by an 
excessive focus on current job performance in making promotion decisions (e.g., Grabner and Moers 2013b). 
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knowledge of a supervisor affects the extent to which a supervisor is able to identify a 
subordinate’s managerial talent; supervisors with higher tacit knowledge are better able 
to identify talent. In addition, there is a large stream of literature on subjective perfor-
mance evaluation, which shows that subjectivity can introduce numerous biases such as 
lack of discrimination (compression bias) and favoritism (Bol 2008; Moers 2005). As a 
result, the necessity to use subjectivity to assess future potential can undermine the 
information content and emphasizing such an assessment in promotion decisions can 
thus create inefficient job assignments. 

Talent identification programs are typically implemented to guide promotion deci-
sions with the purpose of sorting in mind. This implies that the predictive validity relat-
ed to future performance in the next job becomes a critical characteristic of performance 
measures for promotion decisions. In the absence of a talent identification program, 
employees typically receive one overall performance rating, which next to their perfor-
mance in the current job might or might not include some implicit potential assessment. 
The common approach in a talent identification program, however, is to explicitly sepa-
rate the measurement of performance in the current job from the ability, or potential, to 
perform in the next job (Lucy 2016). While this approach enjoys practical relevance, 
empirical evidence on the effectiveness of such an explicit split in measurement is ab-
sent so far. Although it is very likely that the assessment of potential plays a role in 
promotion decisions, because that is why talent identification programs are implement-
ed, the previous discussion illustrates that the assessments might lack the information 
content needed to make efficient decisions. A fundamental measurement question is 
therefore whether managers are able to make assessments that have predictive validity 
by explicitly measuring the potential of an employee and separating it from current job 
performance. As a result, we address the following research question in this study: 
 
RQ: To what extent does the explicit assessment of an employee’s potential and 
 separating it from current job performance improve promotion decisions? 
 
We examine this question by providing the first exploratory evidence on the effective-
ness of the explicit assessment of potential. 

3. Research setting 

The research site is a professional service firm. The firm’s corporate hierarchy is orga-
nized in six hierarchical levels (plus top management), with each employee having a 
higher-ranked supervisor to support him in his career development within the firm. In 
order to assess current performance as well as promotion candidates, the firm has an 
extensive annual review process in place (see more detailed description below). In 2013, 
the explicit assessment of potential has been introduced to complement the evaluation of 
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current performance.46 This structured approach in form of the nine box model aims at 
supporting management to make informed promotion decisions of employees. At the 
same time, it gives an indication to the employee whether he is considered as suitable to 
establish a successful career within the firm. 

Evaluation criteria for performance and promotions under the old and new system 

In the pre- and post-period, the annual performance evaluation process starts with the 
supervisor gathering performance-related information about the subordinate, including 
project ratings and informal feedback from project leaders.47 During the performance 
review meeting together with the subordinate, the subordinate’s performance is assessed 
based on the gathered information, as well as the achievement of the assigned and self-
established goals, and further personal and professional development during the year. 
Furthermore, the supervisor provides constructive feedback and points out areas for 
improvement to increase performance in the upcoming year. The supervisor subsumes 
all information with her personal impression about the subordinate’s capabilities into a 
supervisor rating. 

After the completion of the individual meetings with the subordinates, all supervi-
sors and top management (typically per office) gather to finalize the performance evalu-
ation process in the calibration committee meeting.48 Based on the performance evalua-
tion of the supervisor, the calibration committee discusses the performance of the sub-
ordinate. After deliberation, the calibration committee agrees on a final rating for each 
employee that reflects the subordinate’s performance relative to his peers. 

To come up with a final rating for current job performance, the organization has es-
tablished several criteria. One of the main criteria is the project rating that the employee 
receives after finishing a project. The rating scale ranges from 1 to 5, and also applies to 
all other performance-related ratings. Further, the achievement of goals and objectives 
in accordance with the individual goal plan is considered during the assessment. Further 
performance indicators such as effective utilization, acquisition activities, engagement 
in special projects like recruiting activities, as well as integration into the team and 
commitment towards the organization are taken into account. In addition, the supervisor 
can access additional information such as multisource feedback from other colleagues. 
It is explicitly stated that the final rating is a reflection of current performance. These 
criteria are applicable in both systems. 

                                                           
46 As 2013 is the first year using the new system, we exclude 2012 in our future performance analyses to avoid 
the inclusion of data from both systems, and consequently exclude it also from our remaining analyses.  
47 To illustrate the process better, we distinguish between subordinates and supervisors in the research setting 
section, while employees usually refers to all type of workers. 
48 A recent survey finds that more than 50% of firms set up so-called calibration committees to validate the 
potential of each employee against the relevant peer group (Hastings 2012). The primary stated purpose of 
calibration committees is to ensure consistency in the interpretation of performance ratings, and attenuating 
potential biases (Demeré et al. 2015). During the calibration sessions, managers and supervisors discuss the 
subordinate’s performance and adjust the rating that usually has been recommended by the supervisor, if 
necessary. 
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Subsequent to the determination of the final ratings, the promotion candidates at 
each rank are compared and selected based on their current performance (final rating), 
but also with regard to competencies that are relevant in the next position. A promotion 
implies a jump to the next hierarchical rank, which typically includes a substantial 
change in the task environment. Therefore, the accurate identification of potential for 
promotion candidates is crucial in order to be able to assess the fit between a candi-
date’s abilities and the demands of the next job. The criteria to determine potential, and 
hence to promote an employee, differ in the pre- and post-period. In the pre-period, 
guidelines proposed criteria such as “proven entrepreneurial and leadership skills” or 
“outstanding expertise”. While these criteria are discussed, they are not formally docu-
mented in terms of a concrete rating. In 2013, the assessment, and hence identification, 
of potential has changed with the introduction of the nine box model (see figure 1). On 
the horizontal axis, current performance is documented, with the left box including 
employees who received a final rating of 1 or 2, the middle box for employees with a 3 
or 4, and the right box covering employees with a 4 or 5.49 On the vertical axis, the 
employee’s potential is assessed. In order to determine low, medium, and high potential, 
they distinguish between “development in current role”, “potential for broader role and 
increasing complexity”, and “potential for significant larger and more complex role”, 
respectively. To support the calibration committee in identifying the respective potential 
level, it uses a questionnaire assessing three dimensions (aspiration, engagement, and 
ability), which calculates the potential level after completion. Together with the final 
rating, they are able to determine an employee’s position in the nine box model which 
enables them to make a final promotion decision. 

Descriptive statistics 

Descriptive statistics are provided in table 1, differentiating between the post-period 
(Panel A) and the pre-period (Panel B). Due to varying sample sizes depending on the 
analysis, we provide descriptives for the 4,503 observations that are used in the analysis 
with the maximum number of observations.50 In the pre-period, the average perfor-
mance rating is 3.69, and decreases to 3.54 in the post-period, possibly hinting at a per-
formance decline after the implementation of the new system. The frequency of promo-
tion decisions has also slightly changed. Less employees receive a promotion, which 
suggests that, under the new system, management has become more selective in making 
career decisions that result in major changes of the employee’s task environment. Fur-
ther, for 51% of the employees in our post-period sample a potential rating is docu-
mented.  

The examination of the correlation table (table 2) does not give rise to multicolline-
arity concerns. 
 
 

                                                           
49 The firm has additional guidelines regarding the placement of employees who received a 4 as final rating. 
50 Assistants (lowest rank) are not included in the analyses as the nine box system is not applicable to them. 
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TABLE 1 
Panel A 

Descriptive statistics for post-period 
Variable n Mean S.D. Min Q1 Median Q3 Max 
PERFORMANCE_RATINGit+1 2,431 3.55 0.69 1.00 3.00 3.00 4.00 5.00 
PROMit 2,431 0.19 0.39 0.00 0.00 0.00 0.00 1.00 
LOW_POTENTIALit 1,248 0.13 0.34 0.00 0.00 0.00 0.00 1.00 
MEDIUM_POTENTIALit 1,248 0.60 0.49 0.00 0.00 1.00 1.00 1.00 
HIGH_POTENTIALit 1,248 0.27 0.44 0.00 0.00 0.00 1.00 1.00 
POTENTIAL_RATINGit 1,248 2.14 0.62 1.00 2.00 2.00 3.00 3.00 
LOW_PERFORMANCEit 1,248 0.02 0.14 0.00 0.00 0.00 0.00 1.00 
MEDIUM_PERFORMANCEit 1,248 0.61 0.49 0.00 0.00 1.00 1.00 1.00 
HIGH_PERFORMANCEit 1,248 0.37 0.48 0.00 0.00 0.00 1.00 1.00 
PERFORMANCE_RATINGit 2,431 3.54 0.68 1.00 3.00 3.00 4.00 5.00 
PROJECT_RATINGit 2,431 3.98 0.57 1.50 3.60 4.00 4.33 5.00 
EFF_UTILit 2,431 84.65 25.76 0.00 71.20 88.05 102.10 138.06 
OVERTIMEit 2,431 135.67 117.31 -25.00 44.00 111.50 197.50 518.90 
GENDERit 2,431 0.62 0.49 0.00 0.00 1.00 1.00 1.00 
JOBTENUREit 2,431 2.90 3.32 0.42 1.00 2.00 3.00 33.42 
SENIORit 2,431 0.51 0.50 0.00 0.00 1.00 1.00 1.00 
MANAGERit 2,431 0.29 0.45 0.00 0.00 0.00 1.00 1.00 
SENIOR MANAGERit 2,431 0.17 0.38 0.00 0.00 0.00 0.00 1.00 
DIRECTORit 2,431 0.02 0.15 0.00 0.00 0.00 0.00 1.00 

 
Panel B 

Descriptive statistics for pre-period 
Variable n Mean S.D. Min Q1 Median Q3 Max 
PERFORMANCE_RATINGit+1 2,072 3.67 0.67 1.00 3.00 4.00 4.00 5.00 
PROMit 2,072 0.24 0.43 0.00 0.00 0.00 0.00 1.00 
PERFORMANCE_RATINGit 2,072 3.69 0.66 1.00 3.00 4.00 4.00 5.00 
SV_RATINGit 1,051 4.00 0.58 1.00 4.00 4.00 4.00 5.00 
PROJECT_RATINGit 2,072 3.93 0.47 2.25 3.58 3.92 4.25 5.00 
EFF_UTILit 2,072 89.09 23.36 0.00 76.74 91.58 104.79 138.06 
OVERTIMEit 2,072 156.88 124.83 -25.00 65.50 130.75 214.50 518.90 
GENDERit 2,072 0.61 0.49 0.00 0.00 1.00 1.00 1.00 
JOBTENUREit 2,072 3.10 3.39 0.58 1.00 2.00 3.00 30.42 
SENIORit 2,072 0.59 0.49 0.00 0.00 1.00 1.00 1.00 
MANAGERit 2,072 0.23 0.42 0.00 0.00 0.00 0.00 1.00 
SENIOR MANAGERit 2,072 0.17 0.37 0.00 0.00 0.00 0.00 1.00 
DIRECTORit 2,072 0.01 0.09 0.00 0.00 0.00 0.00 1.00 
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4. Empirical design and results 

Our empirical analysis proceeds in 3 steps. In a first step, we analyze the impact of the 
system change on the overall effectiveness of the talent identification process. In partic-
ular, we examine the pre- and post-period difference in performance that follows after 
receiving a promotion. In a second step, we provide a detailed analysis of the new sys-
tem to uncover potential explanations for why the effectiveness of promotion decisions 
might vary under the new system. Following a similar logic, in a last step, we analyze 
promotion decisions in the pre-period.  

Impact of system change on effectiveness of promotion decisions 

Assuming that the performance of promoted employees in the first year of their new job 
allows conclusions on the effectiveness of the underlying management decisions 
(Benson et al. 2016; Grabner and Moers 2013b), we analyze whether the change in 
performance upon changing positions differs between the pre-period and the post-
period. That is, do promoted employees under the new system perform better or worse 
than promoted employees in the old system? As the major purpose of the new system is 
to improve promotion decisions, we exploit the fact that non-promoted employees will 
be less affected (if at all) by the system change than promoted employees in order to 
tease out general performance trends that are unrelated to the system introduction. This 
allows us to specify the following differences-in-differences model, using non-promoted 
employees as the control group. In particular, we investigate whether the effect of the 
system change is stronger for promoted employees, with PROM indicating the employ-
ee type and PROM x POSTPERIOD as treatment variable. 
 _= ß + ß   + ß+ ß   _+ ß _ + ß+ ß +  +  
 
where i relates to the employee, and t to the year.  

The dependent variable is future performance (PERFORMANCE_RATINGt+1), 
which for promoted employees relates to the final rating in the year after the change in 
position. The treatment variable is the interaction between the employee type, measured 
as the promotion decision respectively (PROM), and the time period (POSTPERIOD 
equals 1 after the implementation of the new system). It indicates whether there is a 
difference in future performance following a promotion decision in the pre- versus the 
post-period. We include the current final rating (PERFORMANCE_RATING) to control 
for persistence in performance, as well as the interaction between                          
PERFORMANCE_RATING and PROM to also let the performance persistence vary 
upon promotion. This is important given that current performance can be expected to be 
more strongly related to future performance in the same as compared to a different job. 
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We consider GENDER to be a relevant predictor of rating outcomes, but as prior re-
search provides mixed results (Rosen and Jerdee 1974; Tsui and Gutek 1984), we make 
no directional prediction. We control for tenure in the current job (JOBTENURE). Job 
tenure can be positively related to performance due to increases in effective ability over 
time (Gibbons and Waldman 1999), or negatively due to talented employees not re-
maining long in the same rank as a result of the up-or-out system (Lazear 2004). There-
fore, we have no directional prediction. Further, we include rank-fixed effects to control 
for differences in performance levels across the hierarchy, as well as service- and year-
fixed effects.51 
 

TABLE 3 
Future performance difference of promoted employees in the pre- and post-period 

Variable   PERFORMANCE_RATINGit+1 
    
PROMit x POSTPERIODit   -0.134*** 
   (0.038) 
PROMit   -0.140*** 
   (0.030) 
PROMit x PERFORMANCE_RATINGit   -0.195*** 
   (0.034) 
PERFORMANCE_RATINGit   0.617*** 
   (0.016) 
GENDERit   0.095*** 
   (0.018) 
JOBTENUREit   -0.128*** 
   (0.010) 
    
Rank-fixed effects   Yes 
Year-fixed effects   Yes 
Service-fixed effects   Yes 
Observations   4,503 
R2   0.40 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

 
The results are presented in table 3. The coefficient on PROM is significantly negative 
(β2 ≈ -0.14; p<0.01; two-tailed), implying that in the pre-period, on average, perfor-
mance drops upon promotion. The significantly negative treatment variable            
PROM x POSTPERIOD (β1 ≈ -0.13; p<0.01; two-tailed) indicates that the drop in per-
formance following a promotion is even higher in the post-period.52 The overall drop in 
                                                           
51 All employees in the firm are assigned to supervisors, i.e., each supervisor included in the analyses has a 
supervisor herself, and so on. Therefore, for all analyses the standard errors are clustered at the supervisor 
level. 
52 The sum of the coefficients on β1 and β2 are significantly negative.  



Identifying Talent: An Exploratory Investigation of Explicit Potential Assessment 

103 

performance upon promotion can be explained with employees facing adaptation chal-
lenges in their first year in a new job and/or potentially more difficult targets once mov-
ing up the hierarchy. However, the higher performance drop after the introduction of the 
new system suggests that the promotion decisions that have been made in the pre-period 
have been more efficient than in the post-period as, on average, the promoted employ-
ees used to perform relatively better in their new role. As expected, the current perfor-
mance rating is a strong predictor of the future performance rating in the same job        
(β4 ≈ 0.62; p<0.01; two-tailed), but less so when future performance relates to a new job 
(β3 ≈ -0.20; p<0.01; two-tailed and the sum of β3 and β4 being significantly positive).  

In sum, our results imply that promotions are less efficient in the post-period.53 In a 
second step, we provide a detailed analysis of the new system to uncover potential ex-
planations for this finding.  

Weights and predictive validity of explicit potential assessment under the new system 

To explore whether the decrease in the effectiveness of promotion decisions is related to 
the explicit assessment of potential, we examine the use and informativeness of the 
newly introduced potential rating. In line with our literature review, we argue that po-
tential inefficiencies can arise if (1) performance measures that provide incremental 
information about employees’ actions are not weighted in career decisions, and/or (2) 
performance measures that are not predictive of future performance are weighted. To 
investigate these possibilities, we first examine whether the potential rating is weighted 
in promotion decisions in the intended way. If this is the case, we expect that a higher 
potential rating is indeed associated with a career step. Therefore, we examine whether 
the potential rating is associated with the likelihood of promotions. In particular, we 
estimate the following model: 
 = ß + ß _ + ß _+ ß _   _+ ß _   _+ ß _ + ß _ + ß+ ß + ß +  +  
 
where i relates to the employee, and t to the year.  

The dependent variable equals 1 if the employee receives a promotion, and 0 other-
wise. Further, we exclude observations where the employee belongs to the low perfor-
mance rating category (final rating is 1 or 2) and/or has the lowest potential rating (1), 
as these employees are typically not considered for promotions. Finally, we control for 
additional measures of current performance in terms of average project ratings        
(PROJECT_RATING), effective utilization (EFF_UTIL), measured as chargeable hours 
divided by available hours, and overtime (OVERTIME).  

                                                           
53 It is important to note that inferences in terms of sign and significance of coefficients are unchanged if the 
post-period sample is reduced to observations that actually have received a potential rating.  



Chapter 5 

104 

MEDIUM_PERFORMANCE is a categorical variable that assumes 1 if the employee 
is placed in the middle column of the nine box model, which equals a final rating of 3 or 
4. HIGH_PERFORMANCE is a categorical variable that equals 1 if the employee is 
placed in the right column of the nine box model, which is a final rating of 4 or 5.54 The 
main independent variables of interest are the interactions of the potential rating with 
both of the aforementioned categories. MEDIUM_PERFORMANCE x                      
POTENTIAL_RATING reflects the influence of an increase in the potential rating when 
being in the medium rating category (3 or 4). Similarly, HIGH_PERFORMANCE x 
POTENTIAL_RATING measures the impact of an increase in the potential rating when 
being in the high rating category (4 or 5).  
 

TABLE 4 
The role of the potential rating in promotion decisions in the post-period 

Variable   PROMit 
    
MEDIUM_PERFORMANCEit   -2.649*** 
   (0.317) 
HIGH_PERFORMANCEit   -1.440*** 
   (0.272) 
MEDIUM_PERFORMANCEit x POTENTIAL_RATINGit   0.802*** 
   (0.118) 
HIGH_PERFORMANCEit x POTENTIAL_RATINGit   0.584*** 
   (0.106) 
PROJECT_RATINGit   0.256*** 
   (0.084) 
EFF_UTILit   0.005** 
   (0.002) 
OVERTIMEit   0.0002 
   (0.0004) 
GENDERit   0.338*** 
   (0.078) 
JOBTENUREit   1.147*** 
   (0.099) 
    
Rank-fixed effects   Yes 
Year-fixed effects   Yes 
Service-fixed effects   Yes 
Observations   2,206 
Prob > chi2   0.00 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

 

                                                           
54 The firm has additional guidelines regarding the placement of employees who received a 4 as final rating. 
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For all analyses that include the potential rating, the models are estimated without the 
constant and main effect of POTENTIAL_RATING to allow a more direct interpretation 
of the coefficients of interest. That is, the coefficients directly reflect the weight on a 
change in the potential rating conditional on the level of performance. 

The results in table 4 indicate that a higher potential rating in both, the medium rat-
ing category (β3 ≈ 0.80; p<0.01; two-tailed) and high rating category (β4 ≈ 0.58; p<0.01; 
two-tailed), equally increases the likelihood of receiving a promotion.55 This finding 
suggests that management applies the nine box model as intended in terms of making a 
promotion decision based on the category an employee falls into.56 

Given that the potential ratings are incorporated into promotion decisions in the in-
tended way, a possible reason for less effective promotion decisions is that these poten-
tial ratings actually do not capture the distinct potential to perform well in a future (dif-
ferent) job. Therefore, we proceed with the examination of the information content of 
the potential ratings. In line with Grabner and Moers (2013b), we investigate the predic-
tive validity of the potential rating for future performance in the same and a different 
job respectively. In particular, we run the following model: 

 _= ß + ß _+ ß _+ ß _   _+ ß _   _+ ß _ + ß _ + ß+ ß + ß +  +  
 
where i relates to the employee, and t to the year.  

We use future performance as dependent variable as the performance in the next role 
gives an indication to what extent management has made career decisions based on 
informative criteria. That is, if the assessment criteria are informative about an employ-
ee’s potential to perform in the next role, this should be reflected in the employee’s 
performance in the subsequent year. In particular, we expect for both groups that the 
potential rating is predictive of future performance. However, as the system is especially 
targeted at assessing the capability to perform well at a new job in a different task envi-
ronment, the informational value of the potential rating, controlling for the current per-
formance rating, is expected to be higher, or at least not lower, for the promotion group 
than for the non-promotion group. 

Table 5 presents the results on the predictive validity of the potential rating for fu-
ture job performance for promoted and non-promoted employees separately. The results 
show that for the group of promoted people, the potential rating is only predictive of 
future performance in the rather small sub-group of high performers (β4 ≈ 0.29; p<0.01; 
                                                           
55 The coefficients on β3 and β4 are not significantly different. 
56 This is in accordance with the internal definition of high potential, which considers “Future strategic talent” 
and “Strategic talent” as HiPos. 
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two-tailed), but not the largest sub-group of average performers (β3 ≈ 0.13; p ≈ 0.30; 
two-tailed).57 
 

TABLE 5 
The information value of the potential rating for future performance in the post-period 

 Promoted Non-promoted 

Variable  PERFORMANCE_ 
RATINGit+1 

PERFORMANCE_ 
RATINGit+1 

    
MEDIUM_PERFORMANCEit  2.850*** 2.393*** 
  (0.273) (0.160) 
HIGH_PERFORMANCEit  2.630*** 2.807*** 
  (0.234) (0.210) 
MEDIUM_PERFORMANCEit x POTENTIAL_RATINGit 0.132 0.431*** 
  (0.112) (0.071) 
HIGH_PERFORMANCEit x POTENTIAL_RATINGit  0.291*** 0.438*** 
  (0.099) (0.086) 
PROJECT_RATINGit  0.184** 0.185*** 
  (0.073) (0.044) 
EFF_UTILit  -0.001 0.004*** 
  (0.002) (0.001) 
OVERTIMEit  0.000 0.0004* 
  (0.000) (0.0002) 
GENDERit  -0.011 0.060 
  (0.077) (0.046) 
JOBTENUREit  -0.157** -0.120*** 
  (0.074) (0.033) 
    
Rank-fixed effects  Yes Yes 
Year-fixed effects  Yes Yes 
Service-fixed effects  Yes Yes 
Observations  227 837 
R2  0.98 0.97 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

 
This implies that the potential rating is not sufficiently identifying the best promotion 
candidates in settings where current performance is not exceptionally high. In contrast 
to promotions, the potential rating is uniformly informative about future performance of 
non-promoted employees. Further, the potential rating is less predictive of future per-
formance for promoted average-performing employees compared to non-promoted 

                                                           
57 The coefficients on β3 are significantly different across the groups of promoted and non-promoted employ-
ees. The coefficients on β4 are not significantly different across the groups of promoted and non-promoted 
employees. 
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average-performing employees. Taken together, the results suggest that the potential 
rating is informative of future performance in the same job, but not so much if perfor-
mance relates to a new job. Thus, our results suggest that it is not efficient to weigh the 
potential rating in promotion decisions (Grabner and Moers 2013b). 

Combined with the previous analyses, these findings imply that while the firm 
makes promotion decisions in line with the outcome of the nine box model, the infor-
mation content of the potential ratings does not capture the relevant information to iden-
tify the right promotion candidates, potentially leading to an incorrect assessment of 
how well an employee can perform in a different task environment. 

Weights and predictive validity of available performance measures under the old system 

The above results raise the question what the firm has done differently, and probably even 
better, in the pre-period in order to make more effective promotion decisions. The major 
change in the talent identification process is the addition of a separate assessment of po-
tential, next to the rating of current performance. Given the lack of a documented potential 
assessment in the pre-period, it is likely that the then available performance ratings not 
only captured current performance, but also to some extent supervisors’ assessments of 
employee potential. One potential explanation for the above result is that managers were 
better able to incorporate their assessments of employees’ potential into one overall per-
formance rating rather than to disaggregate the assessments of current performance and 
potential in two separate ratings. This would imply that in the pre-period, the then availa-
ble performance measures were predictive of future performance in a new job and accord-
ingly weighted in promotion decisions. In order to test this, we repeat the previous anal-
yses with the performance measures that have been available in the pre-period to identify 
potential. Survey data reveal that in most cases, top management or the direct supervisor 
has the responsibility to spot talent, so we use the final performance rating as determined 
by the calibration committee (PERFORMANCE_RATING) and the supervisor rating 
(SV_RATING) as measures that capture potential in the pre-period (Fernández-Aráoz et al. 
2011). 
 = ß + ß _ + ß _+ ß _ + ß _ + ß+ ß + ß +  +  
 _= ß + ß _ + ß _+ ß _ + ß _ + ß+ ß + ß +  +  
 
where i relates to the employee, and t to the year.  

Given that we explicitly control for more objective measures of performance, which 
are also incorporated in both, the supervisor rating and the final performance rating, the 
coefficient on SV_RATING captures the additional private information the supervisor 



Chapter 5 

108 

incorporates in her assessment that is not captured by the project ratings and other sources 
of performance. Following the same logic, the coefficient on PERFORMANCE_RATING 
captures adjustments to the supervisor rating during the calibration committee sessions.  
 

TABLE 6 
The role of alternative potential measures in promotion decisions in the pre-period 

Variable   PROMit 
    
PERFORMANCE_RATINGit   0.542*** 
   (0.106) 
SV_RATINGit   0.558*** 
   (0.123) 
PROJECT_RATINGit   0.427*** 
   (0.137) 
EFF_UTILit   -0.0002 
   (0.002) 
OVERTIMEit   -0.0001 
   (0.002) 
GENDERit   0.335*** 
   (0.097) 
JOBTENUREit   0.889*** 
   (0.142) 
    
Rank-fixed effects   Yes 
Year-fixed effects   Yes 
Service-fixed effects   Yes 
Observations   1,313 
Prob > chi2   0.00 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

 
The results in table 6 indicate that both the final rating (β1 ≈ 0.54; p<0.01; two-tailed) 
and the supervisor rating (β2 ≈ 0.56; p<0.01; two-tailed) have an equally positive impact 
on the likelihood of promotion.58 Thus, the information provided by the supervisor as 
well as the adjustments made by the calibration committee are (equally) weighted in 
promotion decisions. Furthermore, the analysis regarding the informativeness of the 
measures (table 7) reveals that each of the measures is similarly informative about fu-
ture performance of promoted and non-promoted employees.59 This leads to the conclu-
sion that under the old system, the information about an employee’s potential that is 
captured in the final rating and the supervisor rating is equally useful in predicting his 

                                                           
58 The coefficients on β1 and β2 are not significantly different. 
59 The coefficients on β1 and β2 respectively are not significantly different across the groups of promoted and 
non-promoted employees. 
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future performance independently of a change in the task environment. As the promo-
tion decisions are made consistently with the informational value of the ratings, we 
conclude that the reliance on the final rating and supervisor rating has resulted in, on 
average, more efficient promotion decisions than in the post-period. 
 

TABLE 7 
The information value of alternative potential measures for future performance in the pre-period 

 Promoted Non-promoted 

Variable  PERFORMANCE_ 
RATINGit+1 

PERFORMANCE_ 
RATINGit+1 

    
PERFORMANCE_RATINGit  0.345*** 0.348*** 
  (0.064) (0.045) 
SV_RATINGit  0.143* 0.208*** 
  (0.077) (0.052) 
PROJECT_RATINGit  0.186** 0.292*** 
  (0.090) (0.063) 
EFF_UTILit  -0.000 0.001 
  (0.001) (0.001) 
OVERTIMEit  0.001*** 0.0003 
  (0.000) (0.0001) 
GENDERit  0.072 0.069* 
  (0.072) (0.041) 
JOBTENUREit  -0.276** -0.104*** 
  (0.090) (0.024) 
    
Rank-fixed effects  Yes Yes 
Year-fixed effects  Yes Yes 
Service-fixed effects  Yes Yes 
Observations  285 766 
R2  0.38 0.46 
Clustered standard errors in parentheses (by supervisor); *** p<0.01, ** p<0.05, * p<0.1; two-tailed 

5. Discussion and conclusion  

In essence, our results provide evidence that the quality of promotion decisions de-
creased. Our in-depth analysis of the information signals used to make promotion deci-
sions as well as their predictive validity provides the following explanation for these 
findings. In the pre-period, no separate information signals for performance and poten-
tial were available, as the documented information was limited to one overall rating that 
is supposed to capture current performance. Thus, adding a separate measure for poten-
tial should help managers in identifying suitable promotion candidates, provided that 
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the potential rating is indeed capturing the assumed information. In other words, incor-
porating such a rating in promotion decisions can be assumed to increase their effec-
tiveness, ultimately leading to a better job assignment of employees. However, our 
results regarding the quality of promotion decisions show a different picture. In particu-
lar, our results reveal an inconsistency in the weight placed on the potential rating in 
promotion decisions and the information content of these ratings. Managers seem to 
base their promotion decisions on the outcome of the potential assessment process, 
assuming that these ratings correctly identify employees who have the potential to per-
form well in a different job. However, differences in potential ratings do not uniformly 
explain differences in future performance of promoted employees in the first year of 
their new job, implying that these ratings do not correctly capture the relevant infor-
mation to identify the right promotion candidates. Thus, the additional information 
provided by the potential ratings seems to distort the identification of talent compared to 
the pre-period. In other words, the new information does not help, but hurt, showing 
that more information is not necessarily always better. Therefore, job assignments with 
respect to promotion decisions become less efficient, as promoted people were less able 
to live up to the expectations regarding performance in their new job. Overall, our re-
sults indicate that the potential ratings are not able to capture the admittedly difficult to 
capture potential to perform well in a different task environment. While this finding 
explains why the quality of promotion decisions did not increase after the system 
change, the question remains of why the quality actually decreased, given the lack of 
explicit potential assessment in the pre-period. Interestingly, this can be, at least partly, 
explained by our finding that the performance ratings made by the calibration commit-
tee or the supervisors, albeit intended to capture current performance only, actually did 
capture information on employees’ potential to perform well in a new job, and also 
seemed to be weighted consistently in promotion decisions. It appears that the implicit 
identification of potential in the pre-period was better suited to identify promotable 
candidates compared to the explicit assessment. A potential reason is that the firm uses 
a general potential assessment framework designed by a consulting firm. However, such 
a ‘one size fits it all’ solution might not work for a management control system where 
firm-specific conditions need to be considered (Merchant and Van der Stede 2012), as it 
is the case here. Therefore, the criteria applied in the framework might not coincide with 
the unique underlying performance drivers of the firm, and hence lead to inferior pro-
motion decisions. Further, because of managers’ difficulty to translate their implicit 
overall assessment of performance and potential in two separate explicit ratings, infor-
mation might be destroyed rather than added. While prior literature highlights the bene-
fits of disaggregation due to lower information processing demands and more complete 
consideration of available information (Chen et al. 2015), our results indicate that this 
does not hold for separating measures that are highly difficult to disentangle. The prob-
lem might be exacerbated by managers overestimating their ability to identify potential 
via the explicit program. This observation is supported by recent survey evidence show-
ing that program owners tend to overestimate their ability to identify talent (CEB 
Corporate Leadership Council 2012).  
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Appendix 

Variable Description 
EFF_UTIL is the employee’s effective utilization measured as chargea-

ble hours divided by available hours (winsorized at 1% 
level). 

GENDER is an indicator variable that equals 1 (0) if the employee is a 
male (female). 

HIGH_PERFORMANCE is an indicator variable that equals 1 if the employee re-
ceived a high rating (4 or 5 on a scale from 1 to 5) according 
to the nine box model. 

JOBTENURE is the logarithm of the employee’s tenure in the current job 
in years. 

LOW_PERFORMANCE is an indicator variable that equals 1 if the employee re-
ceived a low rating (1 or 2 on a scale from 1 to 5) according 
to the nine box model. 

MEDI-
UM_PERFORMANCE 

is an indicator variable that equals 1 if the employee re-
ceived a medium rating (3 or 4 on a scale from 1 to 5) ac-
cording to the nine box model. 

OVERTIME are the hours spent in addition to available hours specified in 
the employment contract (winsorized at 1% level). 

PERFOR-
MANCE_RATING 

is the final performance rating provided by the calibration 
committee on a scale from 1 to 5. 

POSTPERIOD equals 1 for the time period the new management control 
system is in place, i.e., as of 2013. 

POTENTIAL_RATING reflects the employee’s potential on a scale from 1 to 3. 
PROJECT_RATING is the employee’s average project rating received from pro-

jects completed during the last year. 
PROM is an indicator assuming 1 if the employee advances to the 

next rank. 
SV_RATING reflects the rating a supervisor suggests for a subordinate 

when assessing subordinate performance. 
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The purpose of this dissertation is to provide new insights into the current status of 
talent identification and development practices. I started by introducing the role of the 
supervisor as part of the management control system. It has become evident that in 
practice firms do not randomly select individuals who receive the rights and the respon-
sibilities to serve as supervisor to educate new employees. Instead, interpersonal skills 
are a key characteristic that the firm is looking for in order to identify potential supervi-
sors. While this is a first indicator of future success as supervisor, the next study actual-
ly shows that supervisors are indeed able to influence their subordinates, and support 
them in the development of their own expertise. However, the variation in supervision 
skills indicates that there is still upside potential to improve the quality of the supervi-
sion. Hence, the firm uses incentives in a way that rewards supervisors who further 
invest in and develop their leadership skills, but punishes supervisors who deliberately 
risk the upbringing of the new generation. Looking at talent identification from a broad-
er perspective, the last study sheds light on the usefulness of the explicit assessment of 
potential in order to select suitable promotion candidates for the next position in the 
hierarchy. While the implementation of a potential assessment system is supposed to 
overcome the backward-looking features of regular performance measures, the findings 
reveal that potential pitfalls can drastically reduce the value of such a system. In particu-
lar, the incorrect definition of what constitutes talent and the accuracy of the underlying 
evaluation criteria lead to inferior instead of improved promotion decisions. 

This dissertation serves as an initial step to introduce the topic of talent management 
into the management accounting literature, and gives rise to interesting questions to be 
addressed with future research. First of all, the talent management process does not stop 
with the development of employees. In order to understand the entire process, research 
can concentrate on the retention of talented employees, and how firms provide an attrac-
tive work environment that ties talent to the organization. This is particularly important 
as firms already struggle now with the replacement of key personnel and leaders, and 
high retirement levels will only increase that challenge in the future (Fernández-Aráoz 
et al. 2011; Dun & Bradstreet 2017). Considering talent identification, the studies in this 
dissertation indicate that the firm chooses certain criteria to select, for example, supervi-
sors or determine talented high potentials. While the supervisor selection seems success-
ful, the last study reveals that the determination of talent is not as easy as firms have 
anticipated. Therefore, it is worthwhile to examine under which circumstances a talent 
identification system actually fulfills its purpose, namely to point out the most talented 
employees and hence future leaders of the organization. Regarding talent development, 
the results show that personal characteristics of the supervisor influence the develop-
ment process of the subordinate, but other contextual factors are of interest as well. For 
example, nowadays flex offices and working from home are typical workplace condi-
tions. While previously being an advocate of such conditions, recently companies such 
as Yahoo or IBM call back their employees to the office as they believe that the chang-
ing nature of work requires a different way of working together (Isidore 2017). There-
fore, it seems unclear to what extent these dynamic aspects first of all influence em-
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ployee productivity, but may also impact the effectiveness of a supervision program, 
and eventually harm the organizational goal of knowledge and skill transfer.  

Furthermore, several general limitations provide additional avenues for future re-
search. While the data provide me with a unique opportunity to give valuable insights 
into talent management practices, the studies rely on data from one firm, which reduces 
the generalizability of the findings to some extent. While the pressure to invest in talent 
management is predominantly related to knowledge-intensive industries, future research 
can focus on investigating its relevance in other settings, such as manufacturing indus-
tries. Although we can observe a shift towards a knowledge economy and hence a 
greater demand for the adequate formation of human capital (Powell and Snellman 
2004), it is of importance to understand the value of talent management in other indus-
tries as well. Another condition that may be specific to this context is the large respon-
sibility the supervisor receives in order to guide and develop her subordinates. That is, 
the supervisor plays a significant role in the success of the management control system. 
However, the developmental focus of the supervisor function is not uncommon in prac-
tice, therefore further investigations are necessary to increase the understanding of the 
effectiveness of development initiatives to achieve organizational goals. Lastly, the 
archival nature of the data enables me to provide systematic evidence on talent identifi-
cation and development, but limits my ability to establish strong causal claims. Addi-
tional experimental studies can be helpful in creating clear causal links, and hence vali-
dating the insights of this dissertation. 
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According to top executives and HR managers, talented workers are one of the scarcest 
resources today. They fear that they will not be able to fill key leading positions in their 
firms in the upcoming years. While the search for talent has always been a major con-
cern, recent developments in the labor market have intensified the 'war for talent'. The 
ageing population and rapid change of skills required for today's jobs leave the firms 
with an, on average, less talented pool of employees. This increases the need for a time-
ly and correct identification of talented workers who can keep up with the requirements 
of their job profile, but also to develop that talent further in accordance with future 
demands of the job. 

The four studies in my dissertation provide new, structural insights that can help 
firms to rethink and improve their talent identification and development practices. More 
specifically, the first three studies give guidance on how to identify effective supervi-
sors and how their own talent and that of their subordinates can be fostered, while the 
last study reveals potential pitfalls of a designated talent identification program in gen-
eral.  

As about 70% of firms have implemented a mentoring or supervision program, the 
potential audience of my findings is relatively large. While interpersonal skills are a 
clear selection criterion for receiving the supervisory role, the positive influence of 
supervisors on subordinates confirms that it is also likely to be one of the most relevant 
criteria to let employees advance to this position. Therefore, to make an appropriate 
choice from the pool of supervisor candidates, HR managers can include this criterion in 
their identification process.  

However, the second study also implies that only relying on interpersonal skills to 
become a good supervisor is not sufficient. HR and talent management has to closely 
monitor the supervisor’s own job performance, as well as the way supervisors provide 
ratings and the accompanying feedback to their subordinates. Unconscious biases, but 
also sometimes personal motives as shown in study three, might lead to behavior that is 
not beneficial for the development of the subordinates. Given that supervisors are often 
to a large part responsible for the dissemination of (firm-specific) knowledge to their 
subordinates, firms clearly have an incentive to observe the effectiveness of their super-
vision program. That is, if supervisors fall short of these supervision skills, the subordi-
nate will not gain as much from the supervisor-supervisee relationship as intended, 
which, in the worst case, lowers the subordinate’s career perspective. Therefore, firms 
can consider those factors as early warning signals that might require an intervention 
regarding their supervision skills.  

At the same time, the results are also of particular interest for supervisors and super-
visees themselves. When an employee has the aspiration to grow into the role of a su-
pervisor, the findings indicate that the promotion committee will most likely direct its 
attention towards social and interpersonal skills. Hence, the supervisor candidate has to 
invest in order to achieve a certain level of these skills to be considered as potential 
supervisor, and help raise the next generation of employees. Furthermore, my results 
provide the supervisors with evidence that they should not underestimate the value of 
honest and constructive feedback. While this statement in itself sounds trivial, research 
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has shown that rater and feedback providers are still largely biased, often unconsciously. 
Therefore, the findings of my second study should motivate them to rethink their per-
formance evaluation skills and address any areas for improvement, especially when they 
want to move up further the hierarchy as suggested by the results of the third study. 
From the perspectives of supervisees, the studies of this dissertation provide them with 
insights into the conditions under which they can expect a higher benefit from the su-
pervision program. More importantly, this implies that if they recognize a lack of such 
development-supporting conditions, they can actively contribute to the improvement of 
their situation by consulting their supervisor and HR department. 

Moving to the general identification of employee talent, we observe a growing trend 
towards programs and processes that specifically take the potential of employees into 
account in order to match it with the requirements of their future jobs. Therefore, the 
fourth study is one of the first that evaluates the effectiveness of such a program. Yet, 
the results indicate that the matching of employee talent with future jobs does not al-
ways work out in the intended way, resulting in a performance drop instead of an in-
crease. Hence, before making an assessment of the employee's potential regarding the 
requirements for the next job, the firms first have to establish which knowledge and 
skills do actually drive performance at certain hierarchical positions in the firm. Only 
after identifying a reliable way to measure that knowledge and skills, a clear competen-
cy profile for the next job can be created, and be compared to the employee's potential 
to perform well at that job. It also becomes clear that a “one size fits it all solution” 
cannot be applied to every firm, and the benefits of such a talent identification program 
should outweigh its implementation costs. 

From a more macroeconomic perspective, the findings of my study can support a 
more efficient process of assigning talent to the right occupation (at least within the 
professional service sector, which constitutes an increasing part of the economy), lead-
ing eventually to lower costs thereof. For example, firms that rely heavily on close su-
pervisor-supervisee interaction can intensify their efforts to sort at the gate by assessing 
the interpersonal skills of job candidates. This increases the likelihood that the right 
people are matched earlier into an environment where their skills and knowledge are 
required and the utilization thereof can be maximized, reducing the need and costs for 
switching occupations. 

To summarize, the studies of this dissertation provide insights to individuals, firms, 
but also policy makers on how the problem regarding a shrinking pool of talent can be 
partially reduced by applying the right talent identification and development practices. 
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