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ABSTRACT

Firms worldwide increasingly link competency-based appraisals to rewards as a tool to align
human capital to business strategy and performance. Its assumption is that competence mastery at
the individual level would drive up unit- or organizational-level performance. However, few
empirical studies tested the empirical validity of this assumption. We conducted a large-scale
empirical analysis, involving “live” and consequential soft skills competence appraisal data for
682 unit managers in a large bank. We tested if appraised proficiency in four soft skills-related
competencies influenced unit-level performance, using both a sufficiency logic and a necessity
logic. Our results indicated that, while from a sufficiency logic, unit-level performance could not
be significantly explained from individual-level mastery of soft skills, from a necessity logic
competence in soft skills at the individual level were necessary — with a large effect — to achieve
high unit-level performance. Implications of our findings for soft skill development, appraisal
and reward are discussed.
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INTRODUCTION

Popular business media frequently values the role of the leader as central to
organizational-level performance (e.g., Dunn & Avolio, 2013). However, scholarly research on
the subject is limited and not consensual, in part due to researchers avoiding linking variables in
different levels of analysis. Some academic work found that managers did not explain differences
in firm performance (e.g., Ter Weel, 2011; Bertrand & Schoar, 2003; Khanna & Poulson, 1995),
or had inconclusive results (Leverty & Grace, 2012), or yet strongly questioned the rigor of
studies that suggested that improving managers’ quality would lead to firm performance
(Garavan et al., 2019).

More recently, special attention has been brought to managers’ soft skills — those non-
technical, interpersonal abilities managers may have or develop — and its potential relationship to
firm performance: again, popular business media leads the claims that soft skills are the way of
the future (Bughin et al, 2018), a most sought after and yet scarce commodity (Clifton & Harter,
2019), and critical for organizational-level performance (Phillips, Phillips & Ray, 2020).

Perhaps assuming that individual-level manager quality does matter to firm performance
at the macro level, and that soft skill mastery must be attained and incentivized, competency-
based performance appraisals have been adopted by a growing proportion of organizations
(Prowse and Prowse, 2010; Armstrong, 2009; Marsden, 2007), to the point that is now considered
by some as “a key tool for organizations to make the most of their human resources” (Prowse and
Prowse, 2010: 70). This would explain why an increasing number of organizations incentivize
excelling in such performance appraisal through rewards and career perks (e.g., Marsden, 2007).

When studying this practice of associating rewards to competence mastery (soft skill

mastery or otherwise), one seems to easily find a shared — and yet an insufficiently verified —
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assumption among both practitioners and some academics: that proficiency in such managerial
competencies at the individual level would drive up performance of both the employee and the
units they manage. By taking such link for granted, multiple authors proposed the diffusion of
competency-based-pay programs during the 1990s and 2000s (e.g., Cofsky, 1993; Hofrichter &
Spencer, 1996; Armstrong & Brown, 1998; Fernandez et al., 2009), as a means to ensure
employees’ competence acquisition, which in turn is assumed to drive performance. As
Fernandez et al. (2009: 444) summarized, “the company determines the competencies that the
human resources should possess, and decides the incentives to encourage their acquisition and
development”.

Although this assumption seems to be quite well spoused in real life, we found a
surprisingly small body of scholarly research that have focused on testing its empirical validity.
The few studies we could locate on the subject have found a convergent (albeit relatively mild)
support for a link between individual-level competence proficiency and unit-level performance
(e.g., Cockerill, 1994; Levenson, Heffernan & Flood, 2000, VVan Der Stede and Cohen, 2006;
Brand&o et al., 2012; Avelino, 2016).

The small number of studies, their less than definitive findings, and some research design
issues, have motivated us to further investigate this relationship empirically. Specifically, none of
the previously conducted studies we found used “live” performance appraisal data that would be
consequential to the individuals involved, but rather collected performance appraisal and
competence mastery data from surveys they created specifically for their studies, and thus
collecting rather the perception of competence proficiency (e.g., Brandao et al., 2012; Avelino,
2016) or the perception of performance (e.g., Heffernan & Flood, 2000). And finally, none of
them have focused on managers’ mastery of soft skills. Moreover, although exemplary research

venturing on this micro-macro link exists (e.g., Peng & Luo, 2000) recent calls have been made
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for multi-level research (e.g., Molina-Azorin et al., 2020), and also for more practical scholarly
research, indicating that management academia should “bring the manager back to management”
(Hillman, 2020).

This paper aims at responding to this call by investigating if soft skill mastery of bank
branch general managers can predict unit-level performance. We collected actual and
consequential competency-based performance appraisals for 682 general managers of bank
branches, in four soft skill-related competencies, defined and appraised at the individual level, in
a large Brazilian bank. We then tested their influence on of unit-level financial performance of
the branches they managed, using two parallel logics: firstly, a sufficiency logic using multiple
regression analysis, and secondly a necessity logic, using Necessary Condition Analysis (NCA)
following Dul’s (2016) base methodology and then Hauff et al.’s (2019) prescribed procedures
for HRM research using NCA.

Our results are surprising as they contradict, and largely extend, all four previous similar
studies: when using real, consequence-bearing, performance appraisals, we found mastery in soft
skills was necessary, but not sufficient, to influence unit-level performance. From a sufficiency
logic, unit-level performance could not be significantly explained from individual-level mastery
of soft skills. On the other hand, from a necessity logic, our NCA showed that competence in soft
skills at the individual level were necessary — with a large effect — to achieve high unit-level
performance. The discussion of such results reveals impactful implications for theory and
practice.

The rest of the paper is organized as follows: the next section presents the literature
review on the link between manager quality and organizational performance, soft skills, and on
both sufficiency and necessity-based analyses; the following section details the methods and

results of Study 1 (using a sufficiency logic) and Study 2 (using a necessity logic); the subsequent
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section discusses the findings and its implications for theory and practice; and the last section
presents limitations of the study and suggestions for future studies, as well as our final

comments.

LITERATURE REVIEW

Do managers impact organizational performance?

Popular business media often values the role of the leader as central to organizational-
level performance. For instance, Clifton & Harter (2019) report on what is considered the largest
non-scholarly study on the future of work, which Gallup ran by collecting data over a decade
from over 2 million employees and more than 300,000 business units. Essentially, they posit that
“an organization’s productivity depends, to a high degree, on the quality of its managers”
(Phillips, Phillips & Ray, 2020: p.14). The popular LinkedIn study on global talent trends follows
a similar line on how managers performance matters to organizational performance, and credit
that specifically to soft skills (Chanler et al., 2019: p.7).

Scholarly research on this relationship is limited, perhaps because studying causal
relations among variables in different levels of analysis is frequently, and often justifiably,
avoided. Some studies have found that managers did not matter to explain differences in
performance across firms (Ter Weel, 2011; Bertrand & Schoar, 2003; Khanna & Poulson, 1995),
and some found inconsistent results (e.g., Leverty & Grace, 2012) about the manager quality-firm
performance nexus. Still among those denying this link, recent research has suggested that
improving managers’ quality may not lead to increased organizational performance. Garavan et

al. (2019), for example, recently conducted a meta-analysis of 217 studies published in quality
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journals; their results raise serious questions about the methodological rigor of that field of
inquiry and did not find strong evidence of such nexus.

On the other hand, other scholarly work has found that manager action and/or quality
positively impacted performance (e.g., Johansen, 2012), while some indicate that certain
characteristics of managers, such as charismatic leadership (Hansen et al, 2020), or some soft
skills and managerial styles, such as inspirational motivation and individualized consideration
(Jensen et al, 2020), or yet the micro connections they have with managers in other firms (Peng &
Luo, 2000), predicted organizational performance. If such connection indeed exists, then it would

make sense to appraise and incentivize managers’ quality and performance.

Individual-level competencies and unit- and organizational-level performance

In order to locate and to study such presumed body of evidence, we extended the meta-
analysis performed by Fischer (2015), collecting scholarly research focusing on the connection
between any HRM practice and organizational performance. We extended such search, using his
same parameters, to English-written scholarly research using EBSCO’s Business Source Premier
database from 1990 through 2020. Out of more than 20,000 scholarly articles, we could locate
less than 100 studies that focused both on human resource management processes (including
performance appraisal) and on organizational-level performance. We then read all resulting
articles, and concentrated our search on: (a) empirical studies, rather than theoretical or
conceptual pieces; (b) articles focused, within HRM practices and processes, specifically on
performance appraisal or performance management; and (c) research that attempted to test the
effect of individual competencies on organizational performance. Surprisingly, we were able to

locate few articles testing the assumption that augmenting the link between the individual
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appraisal of competencies and individual financial rewards would increase organizational
performance.

Only four competency-based pay studies remained from our wide literature search after
all these filters, two in English, using Anglo-Saxon samples, and two in Portuguese, using
Brazilian data. Three of these four studies were conducted in banks, and one in a manufacturing
company. Based on the scarcity of studies we were able to locate, one could conclude that this
type of research has not been overly prolific. However, all four studies pointed in the same
direction: all claimed they found evidence to support positive, significant, albeit at times mild,
influence of individual-level proficiency in competencies and organizational-level performance.
These four articles provide an important part of the foundation for the present study: on one hand,
they revealed gaps to be filled by further research, but on the other, they also informed our
hypothesis building, and therefore, it seems important to summarize their findings.

The first study (Cockerill, 1994) concentrated on the British Westminster-Natwest Bank,
and wad conducted in the early 1990s. The study identified 11 main managerial competencies
used in the bank, analyzing how they were applied by bank employees, and if they correlated
with organizational-level performance. Results indicated the identified competencies correlated,
positively and significantly, with the performance of the units the managers were responsible for.

The second study (Levenson, Van Der Stede and Cohen, 2006) examined the effect of
individual competencies on both individual- and unit-level performance in a US manufacturing
company. Their sample comprised 699 line and middle managers, organized in 51 units. Using
multiple regression, they found that measured individual-level managerial competencies, coupled
with other human capital measures (such as managers’ years of experience, education, and
participation in mentoring programs) explained about 11% (adjusted R?) of individual-level

performance. At the unit level, they found only a small positive relationship (5% adjusted R?)
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between aggregate managerial competencies and unit level performance in medium and large
sized units, suggesting that the size of the unit (measured in number of members) had mediating
effect in such relationship.

The third article (Brand&o et al., 2012) studied the relationship between unit-level (bank
branches) performance and the appraised competencies (collected through a survey) of branch
managers and their superiors in a large Brazilian bank. Isolating the effect of control variables,
they found positive relationships varying between 2,2% and 6,8% (adjusted R?) of managerial
competencies on unit level performance.

The last study was conducted by Avelino (2016) in another large Brazilian bank, and
tested the effect of individual-level competencies (gathered through a questionnaire) on the unit-
level performance of the branches they managed. The results indicated positive and significant
relationship, but only for managers among high performing branches.

These four studies therefore show a convergent, yet discreet, support of a positive
relationship between individual-level competence proficiency and organizational-level
performance. However, the scarcity of studies and some gaps in their research design suggest that
further studies may be needed.

In terms of gaps in the found research, Cockerill's (1994) study, for example, is almost a
quarter of a century old, and focuses on a type of performance appraisal that precedes
competency-based performance management and appraisal systems (Abraham et al., 2001).
Levenson, Van Der Stede and Cohen (2006) focus their study on aggregated managerial
competencies and their effect on unit-level performance, and then only on mid- and large-sized
units. In addition to these limitations on research design, this study also based competence
proficiency on data collected through surveys, rather than on “live” and real performance

appraisal of managers’ perceived competence mastery.
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In Brandao et al.’s (2012) and Avelino's (2016) research, data on competence proficiency
was also obtained through surveys specifically prepared for their studies. In other words, they did
not have access to data from actual individual-level performance appraisals, which would have
real consequence to the individual being evaluated. In the case of Brand&o et al.’s (2012) research
design, because they combined competence appraisal with other variables to explain influence on
unit performance, it is possible that isolating competence mastery alone, the variance would be
even lower than reported. And lastly, in Avelino's (2016) study, the concentration on high
performing units may have reduced variance compared to a study that could include all operating
units with all levels of performance.

Curiously, in the previously summarized search of the literature for empirical studies on
the subject, we did locate a few studies testing the adoption skill-based pay and performance
(e.g., Murray & Gerhart, 1998; Shaw et al., 2005; Mitra, Gupta & Shaw, 2011). However, these
studies were focused on narrower and certification-based skill-based pays systems, and not
competency-based-pay. Similarly to the shortcomings of the competency-based-pay studies we
discussed, none of the were based on “live” and consequential appraisal data either, but rather on
either surveys or macro-level plant comparisons.

Overall, the gaps in the literature suggest further studies could use data from “live”
performance appraisals of individual-level mastery in competencies, with a real effect in the lives
of appraised employees, rather than collecting such data through cross-sectional surveys, which
brings forth obvious concerns for common method bias (Podsakoff et al., 2003). Furthermore,
additional research could attempt to determine the actual influence of individual-level managerial
competence proficiency on unit-level performance, without aggregating competence data with

other control variables, and without isolating high performing units or managers. All these gaps
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in the current literature motivated us to further examine the empirical validity of this critical
assumption.

Soft Skills and the Importance of their Mastery

Authors have pointed out (e.g., Kyllonen, 2013) that for the purposes of selecting
personnel and evaluating competence, organizations have, for a long time and until recently,
relied almost solely on cognitive abilities rather than on soft skills and personality. According to
such accounts, it was not until the 1990s, particularly after the emergence of the big five
personality model (Goldberg, 1990), that many studies have proven that personality traits, for
example conscientiousness among the big five factors, have several strong implications for work
outcomes (e.g., Ones et al., 2007; He et al., 2019).

Several studies have suggested that non-cognitive skills are very important for work
outcomes, and that they are trainable. As to their importance, scholarly research has
demonstrated their importance for several work outcomes (for a review, see Hurrell [2016] and
Hurrell et al. [2013]). For example, some studies have shown that noncognitive measures are
better predictors of some work-related outcomes than cognitive measures: Lindqvist and Vestman
(2011) found that non-cognitive measures were strong predictors of future earnings and
employment, while cognitive measures accounted for only 20% of educational attainment’s
impact on the same outcomes. Beyond scholarly research, in the business media several accounts
and studies have claimed that soft skills are increasingly important for work outcomes. For
instance, a recent McKinsey report (Bughin et al, 2018) posits that automation is transforming the
skills needed in companies, and that soft skills such as creativity will be sharply needed by 2030.

Another report by LinkedIn (Chanler et al., 2019) presents the results of a survey conducted

11
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among 5,164 HR professionals and hiring managers, in which 92% of respondents said soft skills
matter as much or more than hard skills (p.9).

As to soft skills being trainable, meta-analyses investigating the multiple studies on the
subject (e.g., Mattingly & Kraiger, 2019; Roberts et al., 2006; Arthur et al., 2003) indicate that
such non-cognitive or soft skills are trainable, sensitive to interventions (such as coaching or
psychotherapy), and that changes attained may not easily fade.

Given such advocated importance and trainability, what has followed is an increased
interest to develop and to assess “soft skills” in organizational settings (e.g., Phillips, Phillips &
Ray, 2020; Chanler et al., 2019; Handel, 2003).

It has been suggested that the first published definition of “soft skills” appears in a 1972
US Army CONARC conference paper by Paul Whitmore titled “What are soft skills?”
(Whitmore, 1972). Citing a prior CONARC regulation (CON Reg 350-100-1), soft skills were
then defined as “job-related skills involving actions affecting primarily people and paper”
(Whitmore, 1972: p.11-4), and more specifically, skills that involve little or no interaction with
machines, and rather involve people interaction.

Hence, whereas hard skills would relate to technical abilities, and are either job- or
profession-specific, soft skills are personal and interpersonal-related (Phillips, Phillips & Ray,
2020: p. 8). Soft skills have also been portrayed as non-technical traits, motivations and
preferences that are valued in today’s labor market (Heckman & Kautz, 2012: p. 2); or as
“interpersonal qualities, also known as people skills, and personal attributes that one possesses”
(Robles, 2012: p.453); and yet as “non-technical and not reliant on abstract reasoning, involving
interpersonal and intrapersonal abilities to facilitate mastered performance in particular social

contexts” (Hurrell et al., 2013: p. 162).
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There seems to be no consensus on a definitive inventory of soft skills. One of the most
cited inventories among academic studies (Robles, 2012) lists the following as the top 10: (1)
communication, (2) courtesy, (3) flexibility, (4) integrity, (5) interpersonal skills, (6) positive
attitude, (7) professionalism, (8) responsibility, (9) teamwork, and (10) work ethic (p. 455). In the
2019 LinkedIn study, the top 5 soft skills in high demand relative to their supply were (1)
creativity, (2) persuasion, (3) collaboration, (4) adaptability, and (5) time management (Chanler

etal., 2019: p.8).

Sufficiency and Necessity Logics

The relationship between variables — in this case, soft skills-related competence at the
individual level and branch performance at the unit level — can be theorized following either, or
both, a sufficiency and necessity logic. Following a sufficiency logic, one would posit that the
higher the level of soft skills competence, the better the branch performance. However, if the
skills-related competence were to be low, it could still be compensated by other elements (e.g., by
contextual variables, such as human development index or level of competition in the branch
region) to attain a high branch performance. Conversely, following a necessity logic, one would
that without a certain soft skills competence level, it would not be feasible to achieve high levels
of unit performance, making it necessary for general managers to have soft skills mastery to
reach high unit-level performance. This necessity approach indicates that the absence of such
success — or necessity — factor may be a constraint or a bottleneck for a branch to achieve high

performance.

Hauff et al. (2018) argue that although many hypotheses in HRM research are presented

in necessity terms, the methodology applied is not adequate to test necessity hypotheses. Usually,
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linear models such as regression analysis are applied to test those hypotheses. In the regression
model, inputs have an additive effect on performance:

E[Performance]| = f, + 1 * Competence + 3, * HDI + 33 * Income + 3, * Headcount

In this sufficiency-based approach, a high soft skills competence level would be enough
to increase performance, as long as the effect is large. However, if the soft skills competence
level is low, it can be compensated for a higher value in other variables in the model, and the
branch could still achieve a high performance. This kind of sufficiency-based relation does not
reflect a necessity logic, since the latter states that in the absence of a certain soft skills
competence level no high performance could be achieved, regardless of other variables’ values.

The necessity hypotheses are presented in a different way than sufficiency ones (Goertz,
2003). A sufficiency hypothesis would state, in the context of the present research project, that the
input variable (soft skills competence) has a positive effect on branch performance, whereas the
necessary hypotheses would state that a high soft skills competence level would be necessary to
achieve a high branch performance.

According to Hauff et al. (2019), necessity hypotheses can be analyzed using Necessary
Condition Analysis (NCA), introduced by Dul (2010). One of the main differences between
regression and NCA is that instead of finding a relation between the X variable and E[Y|X], i.e.,
the mean of Y variable given X, the NCA identifies a line between the X variable and the
maximum of the Y variable (ceiling line). The ceiling line splits the scatterplot into two areas: an
empty space with no observations on the upper-left size of the graph, called the ceiling zone, and
the area with all the observations, below the ceiling line. This line indicates the maximum
outcome (branch performance, in our study) that can be achieved with a certain soft skills

competence level.
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There are many techniques to obtain the ceiling line. The two most common are the
ceiling envelopment line (CE-FDH) and the regression trend line (CR-FDH) through the upper-
left observations of the dataset. The CE-FDH method fits a piecewise linear function assuming
that the ceiling is non-decreasing (Dul, 2016). Exhibit 1 shows a x-y scatterplot to illustrate the
difference between the regression line and the NCA ceiling lines. In this example, the OLS
regression line shows a small effect of X on Y, with an R2 equal to 0.39. However, the ceiling

lines indicate that, to achieve a high outcome, a high value of condition X is necessary.

EMPIRICAL STUDIES

Empirical Design and Studied Organization

We conducted a large-scale empirical analysis, involving “live” and consequential soft
skills competence appraisal data, for 682 managers in a large Brazilian bank. We tested if
appraised proficiency in 4 soft skills-related competencies, all linked to rewards, influenced unit-
level performance. The research was divided in two parallel logics: firstly, in Study 1, we used a
sufficiency logic (via multiple regression analysis); secondly, in Study 2, we followed a necessity
logic, using Dul’s (2010) Necessary Condition Analysis (NCA).

Both Study 1 and 2 were conducted in a large Brazilian bank, here named BankB
(organization requested anonymity). At the time of data collection, BankB was 150 years old,
yielded more than US$2.5 billion in early profits, a 20% share of the national credit market,
tended over 80 million clients, and had more than 100 thousand employees. BankB reaches

across all corners of the country with over 3,300 branches, targeting lower income clients and

15



16569

financing. Each branch has a general manager, in addition to two to three other line bankers, and
a varying numbers of cashiers, depending on branch location and volume of business.

At the time of this research project, BankB’s performance management system required
that each branch manager was evaluated using a competency-based performance appraisal.
Through a 360° design, each manager was evaluated by at least four different raters, all of whom
assess them in the same BankB-sanctioned six competencies (listed below), and using the same
questionnaire. The first of the four mandatory appraisals is a self-evaluation. The second is from
their direct supervisor, one of the 80 district directors that oversee all branches. The third type of
appraisal of each manager is filled by at least one branch subordinate. Lastly, the fourth type of
appraisal is done by a peer (another branch manager).

All branch managers are evaluated in each of the following managerial competencies
defined by BankB, using a 5-point Likert scale:

e “Sense of ownership” relates to mobilizing people to materialize the bank’s strategy

and to attain results;

e “Innovation” refers to the promotion of a collaborative and creative-friendly climate,

S0 as to achieve positive results in the products, processes, and services, provided by
the bank;

e “Development of self and others™ captures the identification of talents as a means to

drive team efforts to attain envisioned results;

e “Client focus” refers to the provision of timely, quality, solutions to clients, placing

them above anyone else;

e “Inspiring leadership” is defined as influencing and inspiring people; and

16
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e “Mastery of the business and of the market” consists on gauging opportunities and
threats, as well as proposing a course of action, based on a deep-rooted knowledge of
the market and of the business.

Four of these six competencies are considered soft skills (“sense of ownership”,
“innovation”, “development of self and others”, and “inspiring leadership”), and two are
classified as hard or business skills (“client focus” and “mastery of the business and of the
market”).

The appraisal of soft skills has significant consequences for branches’ general managers.
In one of the consulted documents, BankB determines that the competency-based performance
appraisal “identifies and strengthens the competencies that contribute to the attainment of
strategic objectives, based on development opportunities and, most importantly, on recognition
and rewarding of knowledge, skills and attitudes that each employee has to leverage the bank’s
assets” (BankB’s internal document; unreferenced to protect requested anonymity). Therefore,
the level of perceived mastery of BankB’s managerial competencies, and mostly of soft skills
mastery, has real consequences for each branch manager, as it defines not only bonuses and
variable compensation, but also career decisions that have significant impact on the individual’s
life and fixed compensation. For example, highly evaluated individuals in such competencies
have a 15% lead advantage on internal promotions, and have the edge on the request to transfer to
larger and more profitable branches. In terms of fixed compensation, their competence appraisals
define what type of annual salary adjustment they will get. The best evaluated employees (top
15%) receive a two-reference salary increase; the following 70% get a one reference salary

adjustment; and the bottom 15% get no salary raise whatsoever.
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Measures and Data Transformation

We had access to data on the “live” (i.e., real and consequence-bearing) average
performance appraisal of each soft skill competence, for each of the 3,300 branch managers,
meaning the data used to effectively define their bonuses, salary increases, and career
advancement incentives.

The independent variables are the 4 soft skills-related competencies defined by BankB for
the branch general manager position. To measure individual competencies, we used the average
of the four types of raters for each appraised branch manager (detailed data per rater was
requested but not yet obtained). The appraisal data for each competence relative to each manager
was obtained from documental human resource files, and are real, consequence-bearing,
performance appraisals, used to determine rewards and incentives for all involved branch
managers in BankB for 2014/2015.

As for the dependent variable in both Study 1 and Study 2, we used the net profit per
headcount in Brazilian R$1000 of each BankB branch and named it branch performance. For this
variable, the log transformation was not possible since 34 branches have non positive values.
Instead, we removed two outliers that were more than 8 standard deviations above the mean.

Table 1 shows the descriptive statistics for the four soft skills-related competence
dimensions. Since those dimensions are highly correlated, we will use the average of those
dimensions as a proxy for the soft skills competence level of the manager. We run a factor
analysis with these items and the first extracted factor accounts for 83% of the total variance of

the data. Cronbach’s Alpha (0.93) and Omega (0.94) are also adequate.
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Lastly, we also collected data from several control variables, ranging from context
variables (such as the economic conditions around each branch, as income per capita and humand
development index of the branch’s region, and level of competitiveness around the branch,
measured by number of bank competitors per 1,000 inhabitants), to individual-level variables
found in the studies we collected, such as managers’ age, gender, level of experience, and so on.

We performed log transformations in variables with positive values and absolute
skewness greater than 1: headcount (skewness=1.3), income per capita (skewness=4.7) and
competitors per million (skewness=7.6). After transformations, all skewnesses were below 1.1.
Table 2 shows the descriptive statistics for the control variables (Log_Income_per_capita, human
development index of the region, Log_Competitors_per_mm and Log_Headcount), soft skills

competence level and branch performance.

The independent variables of the regression models were the 4 soft skills-related
competencies and control variables (branch headcount; HDI, income per capita and number of
competitors per million of inhabitants for branch location).

The final sample had complete scores and records for 676 branches and their general
managers. This sample was achieved as follows: out of the 3,300 branches, 53 had not been
appraised in the year of 2014. From the remaining 3247 branches, 914 had been recently opened
and had insufficient performance data, so they were also cut. Of the remaining 2333 branches, we
retained data only for those whose managers were in charge of the branch for at least a full year,
beginning in the last quarter of 2012, through the end of 2014, which means that the data for

1657 branches had to be excluded, leaving the final sample with 676 branches and their
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managers, representing over 20% of BankB’s entire branch set. All data gathered in both Study 1
and Study 2 referred to performance appraisals conducted in 2015, about the managers’

performance in the year of 2014, the latest complete dataset available in BankB’s databases.

Study 1’s Model, Hypothesis and Procedure

In Study 1, following a sufficiency logic, we tested the assumption that individual
appraisal is linked to organizational performance, which seems prevailing and uncontested in the
practice of organizations, and also around several scholars. This seems to have fueled the practice
of inserting rewards in the performance appraisal systems used in organizations, incentivizing
mastery of competencies at the individual level in the hope it would drive up organizational
performance.

This is precisely what happened in organizations such as the one (BankB) we will analyze
here, in which incentives were put in place for individuals to excel in soft skills-related
competence appraisals in order to obtain bonuses and increases in base compensation, as well as
career advancement perks. It would stand to reason that if the recurring practice of rewarding
excellence in individual appraisals had not driven unit performance, that such reward component
would have been discontinued. Therefore, from both these theoretical and practical indications,
Study 1 proposes the following sufficiency hypothesis:

H1:  The soft skills competence by general bank branch managers has a positive effect

in the performance of the bank branches they manage

Following a sufficiency logic, we thus hypothesize in Study 1 that the higher the level of
soft skills competence, the better the branch performance. In other words, we would assume that

if the soft skills competence level is low in a certain branch, one could still compensate for it with
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other factors (e.g. the human development index of the region) to achieve a high branch
performance. To test our Study 1 hypothesis, consistent with a sufficiency logic, our model tested
the relationships between the 4 soft skills-related managerial competencies and the net profit per
headcount in Brazilian R$1000 for each BankB branch in the sample. In Study 1 and following a
sufficiency logic, we used a quantitative approach from documental individual and unit-level data
and ran multiple regression analysis to investigate the correlation between individual-level
performance appraisals (for each of the 4 soft skills-related competencies and in aggregate) and

branch-level performance, measured in net profit per headcount.

Study 1’s Sufficiency Results
To verify the sufficiency hypothesis in Study 1, we conducted a multiple regression
analysis. We ran the Breusch-Pagan heteroskedasticity test, and rejected the null hypothesis that
the variance of the error term is constant. To deal with the heteroskedasticity in the model, we

used White’s robust standard errors (White, 1980).

Table 3 shows the regression results. The adjusted R? is very low, indicating that the
model variables do not explain the variability of the branch performance. Headcount has a
negative effect on performance (p<0.01) and soft skill competence has a positive effect (p<0.01).
The regression showed that HDI has a positive effect on performance (p=0.01), whereas income
per capita has no evidence of effect. This may be due to the correlation between the variables

(0.74). Overall, this means that from a sufficiency logic, although the soft skill coefficient is
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statistically significant, its effect on unit-level performance is small, and thus in practical terms
Hypothesis 1 is not supported.
Study 2’s Model, Hypothesis and Procedure

While in Study 1 we followed a sufficiency logic, meaning that we posit that higher levels
of soft skills competence would yield better branch performance, in Study 2 we followed a
necessity logic. In such necessity logic, we hypothesize that without a certain soft skills
competence level, it is not possible to achieve a certain branch performance, hence the necessity.

Therefore, Study 2 proposes the following necessity hypothesis:

H2:  The soft skills competence by general bank branch managers is a necessary

condition to achieve high branch performance in the branches they manage

Following Dul’s (2016) methodology to run a Necessary Condition Analysis (NCA), as
well as Hauff et al.’s (2019) prescribed procedures for HRM research for such type of analysis, in
Study 2 we utilized NCA to determine to which extent mastery of soft skills by branch general
managers, at the individual level, would be necessary to attain high unit-performance levels.

To analyze the extent to which the condition is necessary to achieve a certain outcome,
NCA preconizes one should use two measures: accuracy and effect size. Accuracy is the ratio
between the number of observations below the ceiling line and the total number of observations,
multiplied by 100% (Dul, 2016). The effect size ‘d’ is defined by the area above the ceiling line
divided by the scope (total area) of the graph, and ranges from 0 to 1. According to Dul (2016),
an effect size between 0.1 and 0.3 is considered a moderate effect; between 0.3 and 0.5 a large
effect and d>0.5 is a very large effect.

The bottleneck table can be used to help interpret the results, as it shows the levels of the

necessary condition needed to achieve a certain outcome level. Both condition and outcome can
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be expressed as actual numbers or a percentage of the observed data range, in which 0% is the
minimum value and 100% is the maximum observed value.
Study 2’s Necessity Results

Our NCA results show that the soft skills competence of the manager is a necessary
condition to achieve high branch performance.

Exhibit 2 shows an empty space in the upper-left corner of the scatterplot between soft
skills competence (X) and branch performance (Y), implying that there is no high branch
performance at low levels of soft skills competence. This suggests that a certain soft skills
competence level of the manager is necessary for a branch to achieve high performance. Exhibit
2 also shows the two NCA ceiling line methods (CE-FDH and CR-FDH) to envelop the upper-

left observations.

Results are given in Table 4 for both CE-FDH and CR-FDH methods. Although both
methods are shown, we will follow Dul’s (2016) recommendation to use the CR-FDH ling, since
the variables of this study are continuous. We conclude that soft skills competence is a necessary
factor to achieve a high performance, as the accuracy is near 100% and the effect size can be
considered large in both methods, which supports Hypothesis 2. Table4 also shows the p-values
to test the presence of the effect. P-values were obtained in package “NCA” version 3.03 in R
software using n=2000 replications. As p-values are both lower than 5%, the observed effect is

statistically significant.
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The same NCA was performed for the other variables in this study: human development
index (hdi), log(competitors per million), log(income per capita) and log(headcount). Exhibit 3
shows the scatterplot and ceiling lines of these variables and performance. Table 5 portrays the
accuracy and effect size for the variables. In addition to softs skills competence, only
Log(income) and Log(headcount) are necessary to achieve a certain branch performance
level(p<0,05). Note that for the variable ‘Log(headcount)’, the x-axis is inverted because the

effect of headcount on performance is negative.

Table 6 presents the bottleneck values for the three significant success factors to analyze
the extent to which success factors were critical to achieve a certain performance level (Dul
2016). The presence of the success factors was compared with branch performance using the CR-
FDH method. Variables in logarithm scales were transformed back to their original scale to better
interpret the result. For instance, to achieve a branch performance equal to R$1.9MM, which
corresponds to 60% ((1.907-(-1.389))/(4.105-(-1.389))) of the observed performance range in the
sample, it is necessary to have an income per capita greater than R$16,000, as well as a
headcount<26, and a soft skills competence greater than 3.07. We did not consider the HDI and

competitors for this analysis, since their effects are not statistically significant.
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DISCUSSION

Our results indicated that, as it pertains to the nexus between the mastery of soft skills at
the individual (branch general manager) and the bank unit performance at the individual level,
proficiency in soft skills-related competencies is “necessary, but not sufficient”. In other words,
our results indicated that, while from a sufficiency logic, unit-level performance could not be
significantly explained from individual-level mastery of soft skills, from a necessity logic, our
NCA showed that competence in soft skills at the individual level were necessary to achieve high
unit-level performance.

Study 1’s sufficiency analysis using multiple regression analysis, coupled with Study 2’s
necessity analysis utilizing NCA allow us to conclude about the necessity and sufficiency of the
soft skills competence of the manager to achieve a certain branch performance level. To illustrate
this, we will consider two branches: the manager of branch A has a soft skills competence score
equal to 2.73 and the manager of branch B has a soft skills competence score equal to 4.11. We
also considered median values for the other variables for prediction with the regression model.

From Table 3 we know that 2.73 is the minimum necessary mastery of soft skills to
achieve a branch performance equal to R$808k and 4.11 is the minimum soft skills competence
level to achieve a performance equal to R$3,555k. Table 7 shows the prediction interval (99%)
for the performance of branches A and B, as well as the maximum performance achieved by

branches with those soft skills-related competence scores derived from the NCA.

The large prediction interval shows that even when the branch has a soft skills

competence score (4.11), performance varies from -654k to 1471k with 99% probability,
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meaning that a high skills competence score is not sufficient to achieve a high unit-level
performance. On the other hand, the maximum performance for a branch with a soft skills
competence level equal to 2.73 is R$1,358k, whereas for branch B, the maximum branch
performance is R$3,555k, meaning that a high soft skills competence score is simply necessary to

achieve a high performance, confirming necessity hypothesis H2.

Implications for theory

Our results contradict the empirical studies we located on the subject, both in the US
(Levenson, Van Der Stede and Cohen, 2006), UK (Cockerill, 1994), as well as in Brazil
(Branddo et al., 2012; Avelino, 2016), i.e., the same national context and industry of our study.
Contrary to these studies, based on a sufficiency logic, mastery of soft skills at the individual
level failed to significantly and sufficiently predict unit-level performance. One key factor that
may explain why our study contradicted previous research is that three of the previously existing
studies (Levenson, Van Der Stede and Cohen, 2006; Brand&o et al., 2012; Avelino, 2016) used
appraised competence proficiency data from surveys they created and distributed specifically for
their studies, rather than using “live”, consequential, performance appraisals that would indeed
affect the rewards and careers of the involved individuals. We hypothesize that when push comes
to shove, “live” performance appraisal responses may be more indicative of real competence
proficiency than inconsequential survey responses may yield, perhaps due to respondent bias or
even social desirability effects (Paulhus, 2002).

If it were only based on a sufficiency logic, our study would indicate that when using
“live” competence data, mastery of soft skills at the individual level would not impact
organizational performance. This would have impactful theoretical and practical implications: for

instance, adopting competency-based-pay programs, as BankB has done for years, and as so
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many organizations seem to be increasingly doing, would not make much sense. However, we
did not limit the study to a sufficiency logic, and using a necessity logic, we were able to verify
that albeit insufficient to affect unit-level performance, mastery of soft skills are necessary for
units to achieve high performance. And the implication of that is, obviously, that appraising and
incentivizing mastery of soft sills through competency-based-pay programs as BankB’s may be
valuable and sensible after all. This however should be reconciled with, and take into
consideration, recent research (e.g., Taras, Rowney, & Steel, 2013; Armstrong, 2009; Summers,
2005) suggesting that decoupling compensation from the performance appraisal process has
positive effects for both, including in organizations such as BankB, in in the financial industry

(Waite and Stites-Doe, 2000).

Implications for practice

Our research brings an important implication for practitioners. Human resource managers
usually take certain assumptions for granted. Assumptions concerning how certain resources
affect performance can condition their decisions and, therefore, the effectiveness of their actions.
For instance, a human resource manager who assumes that a diverse workforce will improve firm
performance, will likely favor policies and actions that favor the hiring of minorities. By the same
token, a human resource manager who believes the presence of social responsibility practices will
help attract talented, young professionals, will seek to implement these practices.

This paper dealt with three different assumptions. The first implies that there is a
substantive, causal, relationship between individual soft skills and organizational performance
(e.g., Phillips, Phillips & Ray, 2020; Dunn & Avolio, 2013). A firm that bases its decisions on
this assumption will most likely prioritize the hiring, training and constant assessment of its

personnel, aiming at having a high-quality, well trained, workforce. The second assumption,
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unlike the previous one, implies that there is no evidence of causal relationship between
individual soft skills and organizational performance (e.g., Ter Weel, 2011; Bertrand & Schoar,
2003; Khanna & Poulson, 1995). A firm that bases its decisions on this assumption will most
probably disregard the development of individual soft skills in favor of other resources and
conditions, such as, for instance, location, technology and services. Lastly, the third assumption
implies that individual soft skills is a necessary, though not sufficient, condition to attain high
levels of organizational performance. A firm that bases its decisions on this assumption will most
likely seek to combine investment in resources and in boosting individual soft skills. Table 8
shows the three assumptions discussed here and their practical implications for human resource

policies and management.

Human resource managers that implicitly (or unconsciously) take assumption 1 or
assumption 2 for granted may put their companies at risk of underperforming. Overemphasizing
the individual and their soft skills may lead to the implementation of complex, time-demanding
performance-appraisal systems (Cappelli & Tavis, 2016). Worst still, these companies may
expect a lot from individuals, leading to frustration and wrong decisions regarding people
management. Likewise, lack of emphasis on the individual and their soft skills may lead to lack
of attention to human capital, which can lead to a downgraded workforce, unable to achieve
adequate levels of performance.

On the other hand, human resource managers who adopt assumption 3 will be able to
develop a reflexive view of organizational performance, seeking the best combination of human

capital and other performance factors. Moreover, a reflexive view will also allow an enriched
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perspective on the diverse configurations, i.e., different combinations of performance factors,

which characterize each unit or division (or, in our case, bank branches).

CONCLUSION

Limitations of the study

Our study presents some limitations, as do some of the previous research around the same
issue (e.g., Cockerill, 1994; Levenson, Van Der Stede and Cohen, 2006; Branddo et al., 2012;
Avelino, 2016). Firstly, for being designed as a single-organization examination. A larger, multi-
organization, research design, could be potentially richer and more revealing. Such expanded
study could, for example, help determine if the adequacy of the competence model, or the
efficiency of the performance appraisal process, could affect the presumed influence of appraised
individual-level soft skills competence on unit-level performance.

A second limitation is the focus on a single country of our study. A multi-country design
may help determine if cultural differences or contextual factors such as level of economic
development may also be affecting that presumed relationship.

A third limitation refers to the concentration of cases in one single industry (banking).
Considering the four previous studies and this one, four out of five articles attempting to test this
relationship were conducted in banks. A more diverse sample could shed a light if industry-level
differences may play a role in this relationship.

A fourth limitation of the present study is the absence of individual data for each rater.
Such data was requested but not made available until the final edition of this article, and we

believe it could be quite revealing. Although none of the previously existing studies used such
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type of rich multi-rater data, this study was close to doing so, and could have been stronger if it
had succeeded.

A fifth limitation is that the assessment of the competencies program implementation or
of its operational efficiency was not included in the scope of this study. Future studies could
control for the quality of implementation and/or appraisal quality to isolate such effects, and to
more definitely determine if individual-level mastery of appraised competencies influence or not

unit- and organizational-level performance.

Final comments

The competency-based performance appraisal practiced in BankB exists to promote the
recognition and reward of desirable knowledge, skills, and attitudes, by each of their branch
managers. For BankB, and for an increasing number of organizations (Prowse and Prowse, 2010;
Armstrong, 2009; Marsden, 2007), this is done under the seemingly unquestioned assumption
that mastery of such managerial competencies at the individual level, particularly soft skills, add
value and drive up performance of both the employee and the units they manage.

Therefore, organizations such as BankB require the investment of significant human (time
and effort) and financial (rewards and incentives) resources to implement such competency-based
performance appraisals and the rewards they entail. These organizations have inserted rewards in
their performance appraisal programs, paying for mastery of soft skills at the individual level,
hoping it would drive up organizational performance. Although this assumption seems to be quite
well adopted in practice, we found a surprisingly weak amount and depth of research attempting

to test its empirical validity.
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Our own test, following a sufficiency logic, using “live”, real and consequential, soft skill
appraisal data, indicated that unit-level performance could not be significantly explained from
individual-level mastery of soft skills scored in managers’ appraisal. On the other hand, using a
necessity logic (Dul, 2010; 2016), our Necessary Condition Analysis (NCA) showed that
competence in soft skills at the individual level were necessary — with a large effect (CR-
FDH=0.30 / CE-FDH=0.31) — to achieve high unit-level performance.

Although further research is needed to determine if the results of this study represent an
outlier (perhaps due to a possible inadequacy of BankB’s competence model), our study does
raise a qualified doubt on whether the seemingly consensual - and yet insufficiently verified -
assumption that managers’ behavior, measured in mastery of individual-level appraised
competencies, would lead to increased performance of the units they manage.

Mastery in BankB’s soft skills competencies may be sufficiently driving other positive
outcomes, at the individual level or beyond, but it did not significantly impact branch
performance we collected, frustrating the organization’s objective to invest in rewards for soft
skills competence proficiency of the managers assessed by their performance appraisal program,
as a means to boost branch performance.

Notwithstanding the impactful results of this study, we realize we may pose more
(uncomfortable) questions than those we actually answer. One of such question stands out: once
again, does manager quality or action ultimately make a difference in attaining unit-level
performance? Indeed, an alternate way of explaining out results would be to pose that managers
make an insufficient ultimate difference in organizational performance. This possibility seems to
have received less than adequate attention by academics (e.g., Tosi et al., 2000; Hamel, 2011),
and perhaps by self-preservation or self-esteem, it seems to be an avoided subject in discussions

around the role of managers in organizational performance. On the other hand, albeit insufficient,
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manager quality seems to be necessary to achieve high unit-level performance. Maybe it is time
for these uncomfortable questions, raised or reinforced by our study, to be addressed. Our
expectation and desire is that our study may provoke, inspire, and justify, further research that

may bring us new answers. Who knows, it may even help bring managers back to management.
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TABLE 1

Descriptive statistics and correlations among soft skills competence dimensions

Sense of Development

Inspiring

Variable Mean Stdev ownership of self Innovation Leadership
Sense of ownership 3.78 0.54 1.00
Development of self 3.60 0.62 0.74 1.00
Innovation 3.62 0.56 0.76 0.81 1.00
Inspiring Leadership 3.73 0.65 0.77 0.80 0.76 1.00
TABLE 2

Descriptive statistics and correlations after log transformations dimensions

16569

Mean Stdev 1 2 3 4 5 6
1. Log (income per capita) 10.30 0.57 1.00
2. HDI 0.76 0.05 0.74 1.00
3. Log(competitors per 1000) 4.79 0.63 0.48 0.54 1.00
4. Soft Skills Competence level 3.75 0.54 0.11  0.17 0.02 1.00
5. Log(headcount) 2.95 0.71 0.19 0.29 0.11 0.22 1.00
6. Branch performance (R$1000) 357.60 426.16 0.06 0.10 0.06 0.08 (0.18) 1.00
TABLE 3
Study 1’s Multiple Regression analysis results (Sufficiency Logic)
Coefficient t-value p-value VIF
(Intercept) -349.89 269.67 -1.30 0.19
Log (income per capita) -23.69 30.75 -0.77 0.44 2.29
Human Development Index 1265.55 508.53 2.49 0.01** 2.71
Log (competitors per million) 9.49 31.14 0.30 0.76 1.52
Log(headcount) -154.22 46.04 -3.35  0.00** 1.13
Soft Skills Competence 108.57 3543 3.06 0.00** 1.08

Adj. R?=0.07. F-statistic: 11.03 on 5 and 668 df, p <0.001

*p<0.05; **p<0.01.
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TABLE 4
Study 2’s NCA Accuracy and Effect Size for soft skills competence on branch performance
(Necessity Logic)

Method Accuracy(%) Scope Ceiling Zone Effect Size p-value

ce_fdh 100.0% 16756 5243 0.31 0.02
cr_fdh 99.3% 16756 4984 0.30 0.02
TABLE 5

Study 2’s NCA statistics for model variables
(Necessity Logic)

Variable Method  Accuracy(%) Scope Ceiling Effect Size p-value
Zone

ce_fdh 100% 21079 4635 0.220 0.024

Log(income per capita)
cr_fdh 99.3% 21079 4445 0.211 0.020
Human Deve|opment Ce_fdh 100% 1972 774 0.392 0.110
Index cr_fdh 99.4% 1972 716 0.363 0.157
ce_fdh 100% 40483 13352 0.330 0.809

Log(competitors per mm)
cr_fdh 99.4% 40483 12451 0.308 0.641
ce_fdh 100% 22116 6828 0.309 0.000
Log (headcount)

cr_fdh 99.0% 22116 6517 0.295 0.000

TABLE 6
Study 2’s Bottleneck table for absolute values and percentiles of branch performance

Branch performance Soft Skills

Actual P t Income per Headcount Competence
ctua ercentage capita (R$1000) p

(R$1000) range level
-1389 0 NN NN NN
-840 10 NN NN NN
-291 20 NN NN NN
259 30 NN 93 2.03
808 40 8 61 2.38
1358 50 11 39 2.73
1907 60 16 26 3.07
2457 70 23 17 3.42
3006 80 32 11 3.76
3555 90 45 7 4.11
4105 100 64 5 4.45

Method: CR-FDH. ‘NN’ stands for “not necessary”.
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Prediction interval for Y and maximum soft skills competence for branches A and B

Soft skills Regression Regression
Competence Regression Lower limit Upper limit
Branch estimate (99%) (99%) NCA
A 258 -806 1323 1358
B 408 -654 1471 3555
TABLE 8
Assumptions and Practical Implications
Assumption 1 2 3
Popular business media Scholarly research
Sources (e.g., Phillips, Phillips & (e.g., Ter Weel, 2011, This study
Ray, 2020; Dunn & Bertrand & Schoar, 2003;
Avolio, 2013) Khanna & Poulson, 1995)
There is a causal There is no evidence of Individual performance
Description relationship between causal relationship

individual performance

(soft skills mastery) and
organizational
performance

between individual
performance (soft skills
mastery) and
organizational
performance

(soft skills mastery) is a
necessary, albeit not
sufficient, condition for
high levels of unit-
performance

Implications for human
resource policies and
management

Valorization of the
individual and their soft
skills, with emphasis on

soft skills development

Valorization of other
performance factors such
as location, technology
and services

Combined valorization of
the individual and their
soft skills, and of other

performance factors
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EXHIBIT 1

Ilustration scatterplot with NCA ceiling lines (CR-FDH and CE-FDH)
and OLS regression line
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EXHIBIT 2

Scatterplot and ceiling lines for soft skills competence level and branch performance
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EXHIBIT 3

Study 2’s NCA plots for success factors
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