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Drawing on social identity theory and status-based perspectives, we describe how
in-group/out-group dvnamics affect performance differences and earnings inequalities
between members of higher-status majorities (whites, males} and lower-status minot-
ities (peaple of color, women). Among sales employees on 437 teams in 46 units of a
large company, team demographic composition and unit management composition
| moderated the relationship between individual demographic attributes and pay. Eth-
nicity-hased earnings inequalities were smaller in teams with proportionately maore
people of color, and gender- and ethnicity-based inegualilies were smaller in units
with proportionately more women and people of color as managers, Partial mediation

by performance was found.

When a federal judge heard opening arguments
for a historic sex discrimination law suit against
corporate giant Wal-Mart, the evidence suggested
that women who performed as well as or better
than their male counterparts were paid less than
the men and were less likely to be promaoted (Chi-
cago Tribune, 2003). Another recent lawsuit al-
leged that Xerox Corporation engaged in a pattern
and practice of racial discrimination in awarding
both promotions and payv (Hansen, 2003). Media
coverage of these and other prominent lawsuits has
drawn renewed attention to gender- and ethnicity-
based earnings inequalities in American corpora-
tions (e.g., Featherstone, 2004;: Morris, 2005; Uch-
itelle, 2004).

On the academic front, a rich body of research
has examined gender- and ethnicity-based earnings
inequalities amang American workers (England,
1992: England. Herbert, Kilbourne, & Megdal, 1994;
Federal Glass Ceiling Commission, 1995; Haber-
feld, Semyonov, & Addi. 1998; Johnsan & Solon,
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1986; Maxwell, 1987). Some explanations for per-
sistent earnings inequalities focus on the human
capital attributes of women and people of color
relative to males and whites. Human capital differ-
ences that may account for earnings differences
between demographic groups may concern train-
ing, educational background, and years of work
experience (e.g., Blau & Ferber, 1986; Cocoran &
Duncan, 1979; Tomaskovic-Devey & Skaggs, 1999).
Another body of research focuses on characteristics
of the work settings in which women and people of
color are employed, noting that women and people
of color tend to be segregated into lower-paying
occupations, industries, and jobs (e.g.. Beck, Horan,
Tolbert, 1978; Bielby & Baron, 1998; England, 1992;
Maxwell, 1987; Reskin, McBrier, & Kmec, 1999).
Although explanations such as these have
proven useful for explaining earnings inequalities
between demographic groups in the workforce as a
whole—that is, across all occupations and jobs—
they do not easily account for pay differences be-
tween men and women or between whites and
people of color who are similarly qualified and
working in the same job in the same organization.
To explain pay differences within organizations,
research that directly considers the role of work-
place context in shaping employment outcomes
may be more useful (Reskin et al.,, 1999). A rich
bodyv of research on organizational demography has
taken this approach (e.g., Pleffer, 1983; Tsui, Egan,
& O'Reilly, 1992). This research draws on behav-
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ioral theories to explain pay differences within or-
ganizations and points to prejudice and stereotyp-
ing as reasons for the lower earnings of women and
people of color (e.g., England 1992; Heilman, 1994;
Pfeffer & Davis-Blake, 1987).

Echoing recent calls for greater micro-macyo
links in organizational research (Hackman, 2003},
we adopted the organizational demography ap-
proach and drew on behavioral theories to develop
possible explanations of gender- and ethnicity-
based pay differences within a firm. In contrast to
past research on earnings inequalities, the current
research examined the moderating role of the de-
magraphic composition of work teams and the de-
mographic composition of managers in larger work
units. We argue that the demographic compositions
of teams and managers in work units are likely to
shape the relationship between individual at-
tributes (gender and ethnicity) and both perfor-
mance and pay. Our theoretica] arguments were
{ested using data from the U.8. sales division of a
Fortune 500 firm. We refer to the firm as “Company
Goodheart,” in recognition of the firm’s long-stand-
ing commitment to creating and effectively manag-
ing a diverse wurkforce.

PAST RESEARCH ON WORKPLACE
DEMOGRAPHIC COMPOSITION AND
EARNINGS INEQUALITIES

A vast body of research has examined the effects
of the demographic composition of jobs and occu-
pations on earnings. For example, research on oc-
cupational feminization shows that the degree to
which occupations are female-dominated is associ-
ated with occupational wage levels. As the degree
of female representation increases, average wages
decrease for both men and women in an occupation
[O’Neill, 2003; Pieffer & Davis-Blake, 1987). The
feminization effect persists even when the human
capital requirements of different occupations and
jobs are taken into account (England, 1992; England
et al., 1994; Johnson & Solon, 1986). Less empirical
evidence exists regarding the relationship between
occupational ethnic composition and earnings (Re-
skin et al., 1999}, but some research suggests that
people of color {particularly African Americans)
are concentrated in peripheral, low-wage indus-
tries. The concentration of people of color in low-
wage industries contributes to ethnicity-based
earnings inequalities observed at the national (1J.5.)
level (Beck et al., 1978; Maxwell, 1987),

The negative relationship between proportions of
women and people of color and occupational wage
levels has been interpreted as evidence that jobs
and occupations become devalued as their propor-

tions of employees with lower social status (women
and people of color) increase (England, 1992: Re-
skin, 1993; Reskin et al., 1999). Because of negative
sterectypes and biases, occupations populated by
women and people of color may be assigned lower
value in firms that are dominated by mcn and
whites {Baron & Bielby, 1980; Pfeffer & Davis-
Blake, 1987). The devaluation of an occupation de-
presses wages for all employees in that occupation.

Together, occupational segregation based on gen-
der and ethnicity and the dynamics of occupational
devaluation provide explanations for earnings dif-
ferentials found at high levels of aggrepation {for
instance, at the level of societies, occupations, and
organizations), However, these perspectives do not
help cne understand the dynamics of discrimina-
tion that result in pay inoquity within organiza-
tions and work units (see Reskin et al., 1999). Such
an understanding can only emerge from a compre-
hensive agsessment of the effects of workplace de-
mographic composition on pay ditferences within
organizatjions. By looking st the demographic com-
position of work groups and units in ozganizations,
researchers may daevelop a better understanding of
the role of organizational agents (i.e., managers or
cowarkers) whose actions presumably.influence
employment outcomes such as earnings {cf. Reskin,
2000).

To develop the hypotheses for this study, we
considered possible ways through which sales em-
ployees' relationships with peers and managers
could create or mitigate pay inequalities. Recogniz-
ing that employees are typically organized into
small work groups (or teams} that in turn are nested
within larger organizational units, we considered
whether the demographic composition of an jmme-
diate work situation was associated with the pay
(annmual salary and incentives) of individual em-
ployees in the same job in one organizalion. Spe-
cifically, we explored the gnestion of whether pay
differences vary as a function of team composition
and the demographic composition of managers in a
work unit,

THEORY AND HYPOTHESES

In her seminal study of women's work experi-
ences, Kanter (1977) found that female employees
who occupied minority or “token" positions were
subjocted to stereotyping, social isolation, and per-
formance pressures. Since then, many other studies
have shown that some individuals who are mem-
bers of a demographic minority experience various
negative outcomes {see Riordan {2000] for a re-
view). Although findings have been somewhat
mixed over a large number of studies, employees
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who are dissimilar to others in their organizations
on characteristics such as tenure, age, gender, and
sthnicity often have been found to be less commit-
ted to and more likely to leave their organization,
and to feel less integrated and have less positive
relationships with peers (e.g.. Chatfopadhyay,
1999; Tsui et al., 1992).

Some behavioral explanations for unequal out-
comes Test on the assumption that biases and prej-
udice interfere with the interpersonal dynamics be-
tween managers and subordinates, which in turn
results in lower performance evaluations and lower
pay for women and people of color (e.g.. Heilman,
Block, & Stathatos, 1997; Heilman, Wallen, Fuchs,
& Tamkins, 2004). For example, field experiments
have shown that women receive lower performance
ratings and smaller salary increases because they
are considered less qualified than men (e.g., Heil-
man et al,, 1997}, Owing to prejudice and stereo-
tvping, managers may have lower performance ex-
pectations for women and people of color, offer
them less challenging and rewarding assignments,
provide them with less feedback about their perfor-
mance, and so on {cf. Roberson & Block, 2001).

The behavioral interactions that employess have
with their peers may also partially determine their
earnings. For example, Ostroff and Atwater {2003)
found that the esrnings of managers were associ-
ated with the sex and age composition of three
groups relevant to managerial emplovees—their su-
pervisors, other managers (peers), and their subor-
dinates. Next, we describe in more detail the inter-
personal dynamics that seem to account for
findings such as these.

The Social Identity Perspective as an
Explanation for In-Group/Out-Group Dynamics

The social identity perspective, which encom-
passes social categorization theory and social iden-
tity theorv (Revnolds, Turner, & Haslam, 2003).
provides a basis for understanding how the demo-
graphic composition of workplaces can influence
the behaviors and outcomes of members of a nu-
merical minority or majority. According to the so-
cial identity perspective, individuals classify them-
selves and others on the basis of gvert demographic
attributes, including ethnicity and gender (Ash-
forth & Mael, 1989; Tajfel & Turner, 1979}, Demo-
graphically similar individuals classify themselves
as members of an in-group and classify those who
are demographically dissimilar as an out-group.

Several decades of research have demoenstrated
that people favor members of their in-group and
show bias against out-group members (see Hew-
stone, Rubin, and Willis j2002] for a review]. By

amplifving the positive characteristics of in-group
members and denigrating out-group members, peo-
ple “protect, enhance, or achieve a positive social
identity” for themselves and members of their in-
group (Taifel. 1982: 24}. The degree of in-group
favoring and out-group harming behaviors appears
to be contingent on the relative sizes and implicit
statuses of the subgroups involved (Chattopadhyay,
Tlochowska, & George, 2004; Hewstone et al.,
2002).

As we explain next, in-group/out-group dynam-
ics may have consequences for employees’ earn-
ings. We first explain how the composition of small
work teams might influence the performance and
earnings of front-line employees. We then consider
how the management compasition of work units
might influence the performance and earnings of
these emplayees. In this study, we did not directly
measure interactions among employees, but an un-
derstanding of the presumed behavioral effects of
workplace composition is essential to the develop-
ment of pur hypotheses.

In-Group/Out-Group Dynamics in Work Teams

Regardiess of whether they are members of a
numerical majority or minority, all employees are
likely to experience the consequences of both in-
group favoring and out-group discrimination {Taj-
fel & Turner, 1979). The cumulative effect of these
consequences is likely to reflect the relative size of
one's own in-group in a particular social setting
and well as the relative status of one’s in-group.

In-group size. As the relative size of one’s in-
group increases, the benefits of in-group dynamics
may accrue to members of the in-group. Con-
versely, a decline in the relative size of one's in-
group may be associated with costs arising from
out-group discrimination. The cumulative result is
that. compared to in-group members of a numerical
majority, in-group members of a numerical minor-
ity are likely to gain less from in-group favoring
tendencies and suffer more from out-group dis-
crimination. These dynamics may account for the
observed relationship between demographic dis-
similarity and lowered expectations about ad-
vancement opportunities (Riordan & Shore, 1997)
and increased turnover (Jackson, Brett, Sessa, Coo-
per, Julin, & Peyronnin. 1991). They alsa may be
associated with lower motivation and self-protec-
tive hehaviors that interfere with the performance
of ethnic minorities (see Roberson and Block [2001]
far a detailed discussion).

Experiments conducted in laboratory settings
have shown that people tend to favor members of
their in-group and discriminate against members of
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their out-group when making resource allocation
decisions {see Hewstone et al. {2002] and Tajfel
[1982] for reviews). If similar dynamics occur in
work teams, members of the numerical majority
may have greater access to information, materials,
equipment, and social support because their in-
group controls more of these resources. Conversely,
members of the numerical minority may be harmed
by the majority’s tendency to withhold resources
from them (e.g., Tharra & Smith-Lovin, 1997), If
members of a numerical minority have less access
to work-related resources, it is likely they will per-
form poorly and therefore earn less (cf. Jackson,
May, & Whitney, 1995; Joshi & Jackson, 2003; Tim-
mermman, 2000Q),

The logic presented above suggests that being in
a numerical minority should have an overall nega-
tive effect on one's performance and any earnings
related to performance, However, in organizations
the proportions of women and people of color typ-
ically vary among work teams and larger work
units. Hence, the in-group/out-group dynamics that
affect any particular individual may reflect the
composition of his or her proximal work team. In
teams in which women and people of color are
small minorities, those individuals may experience
more negative consequences (cf. Kanter, 1977);
conversely, in teams with large minorities of
women and people of color, the negative conse-
quences of their minority status in the organization
may be mitigated (Jackson et al., 1992; Riordan,
2000). As we describe next, however, the relative
size of ane’s in-group may not have the same can-
sequences for men and wkhites as for women and
people of color because these groups do not enjoy
equal status,

Status. Social categorization based on overt de-
maographic attributes may be inevitable in organi-
zations, but the consequences of being in the nu-
merical minority or majority de not affect everyone
equally, The relative status of one's in-group also
appears to influence identification processes and
related behaviors (see Chattopadhyay et al., 2004;
Ely, 1994, 1995; Tajfel & Turner, 1979). In most
U.S. organizations, men and whites enjoy higher
status than women and people of color {Baron &
Newman, 1990). Since status is typically associated
with perceived skill and expertise (Carli & Eagly,
19499), high-status individuals (i.e., whites, males)
may be valued and rewarded even when they are in
a numerical minority or token position (Barnett,
Baron, & Stuart. 2000).

In a series of experiments, Sachdev and Bourhis
(1985, 1987, 1991) extended the social identity per-
spective to examine the interactive effects of nu-
merical proportions and status on intergroup re-

source allocations. They found that high-status
individuals who were members of a numerical mi-
nority displayed more discriminatory behavior
than individuals wha were members of a low-status
minority (see also Fiske, 1993}. Individuals with
high-status social identities tend to maintain iden-
tification with their demographic in-group even
when they are in the numerical minority, which
bolsters their self-esteem and insulates them from
the negative psycheological effects of their minority
position (Hewstone et al., 2002; Tajfel & Turner,
1985). Furthermore, high-status individuals tend to
engage in just as much out-group discrimination
when they are in the minority as when they are in
the majority. Members of low-status groups (i.e.,
females, people of color) tend to accept their “infe-
rior” position and are less likely to display discrim-
inatory behavior against higher-status out-group
members (see Jost and Burgess [2000] for more
details).

Together with the findings reported in the previ-
ous section, findings such as those reported by
Sachdev and Bourhis suggest that team composi-
tion is likely to have asymmetrical consequences
for low- and high-status employees {i.e., women
versus men and whites versus people of color).
High-status team members are less likely to be dis-
criminated against regardless of team composition,
so they suffer less harm as their numbers decrease.
Low-status team members can make incremental
gains by working with a greater proportion of in-
group members because their increasing nwnbers
give them better access to social and work-related
resources (Chattopadhyay et al., 2004; Hewstone et
al., 2002).

In view of extensive evidence showing the be-
havioral effects of in-group and out-group member-
ship and status hierarchies, we predicted that indi-
vidual attributes {gender and ethnicity) and team
composition {proportions of men, women, whites,
and people of color) would interact to predict the
earnings of individual sales personnel. Specifi-
cally, we propose the following relationships:

Hypothesis 1. The individual attributes of gen-
der and ethnicity interact with work team com-
position—that is, the proportions of women
and people of color on a team—to predict in-
dividual pay {incentive-based pay and salary).
The specific form of the proposed interaction
depends on the status of an individual's demo-
graphic in-group:

{a) For members of lower-status in-groups
{women and people of color], the relationship
between the relative size of an individual’s in-
group and individual pay is positive.
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{b) For members of higher-status in-groups
{men and whites}, the refationship between the
relative size of an individual's in-group and
individual pay is not significant.

The mediating role of performance. By adopt-
ing policies and practices that link performance to
pay, companies seek to align the interests of em-
plovees with those of their employer, motivate em-
ployees to perform well. and reward employee per-
formance {Gerhart, 1990; Gerhart & Rynes, 2003;
Gomez-Meija & Balkin, 1992; Rynes, Gerhart, &
Parks, 2005). The arguments we have presented so
far suggest that the in-group/out-group dynamics
that occur within work teams can ultimately influ-
ence an employee’s earnings by facilitating or ham-
pering his or her job performance.

For sales emplovees. incentive-based pay is typ-
ically the reward for the quantity and/or quality of
their completed sales {e.g.. Colletti & Fiss, 1998;
Jenkins. Mitra, Gupta, & Shaw, 1998). Over a period
of years. sales people whose performance is above
average may also be rewarded with increased base
pay (salary). n the short term, incentive pay is
more directly tied to recent sales performance,
whereas current annual salaries reflect cumulative
performance over time as well as factors such as
local labor market conditions and employee tenure.
Taking into account the differing degrees to which
recent performance is likely to influence incentive-
based pay and current annual salaries, we hypoth-
esized the following:

Hypothesis 2a. Performance partially mediates
the moderated relationship between individual
attributes. work team composition, and salary.

Hypothesis 2b. Performance fully mediates
the moderated relationship between individ-
ual atiributes, work team composition, and
incentive pay.

In-Group/Qut-Group Dynamics and Management
Composition

Our focus is on understanding how the social
context of a workplace can influence individual
earnings. Whereas Hypotheses 1 and 2 address
the consequences of work team composition, we
next consider the consequences of the manage-
ment composition of the larger work unit within
which a team is embedded. As this discussion
will reveal, the rationale we present to explain
how the composition of teams might affect an
emplovee’s earnings is alsu relevant to under-
standing how the composition of a wark unit’s

management can influence the pay received by
employees within the unit.

In-group size and status. Like team members,
managers can provide or withhold access to social
and tangible resources and thereby promate or
hinder the performance of their subordinates (Mur-
ray, 1988). Managers can also influence perfor-
mance through work assignments. For example,
sales managers can contribute to the performance
of in-group members by assigning them to clients
and/or products that generate higher sales commis-
sians. If in-group/out-group dynamics produce bias
in sales assignments, reduced sales opportunities
may constrain the performance of subordinates in a
manager's out-group. Because managers can inten-
tionally or unintentionally enhance the perfor-
mance of in-group subordinates and limit the per-
formance of out-group subordinates, their biases
are likely to be reflected in the incentive-based
earnings of their subordinates. Thus, the perfor-
mance of employees may be enhanced—subtly ar
overtly—when they are managed by in-group mem-
bers, and their performance may be harmed when
they are managsed by out-group members.

In-group/out-group biases in the allocation of re-
sources may also have consequences for employ-
ees’ salaries. Even in highly bureaucratic organiza-
tions, managers typically have at least some input
inta determining the salaries of newly hired subor-
dinates and their subsequent salary increases. In
addition. collectively managers can influence the
earnings of lower-level employees through their
input into their organization’s official policies and
the implementation of those policies (Beer & Can-
non, 2004; Gerhart & Rynes, 2003).

Although managers who belong to a numerical
majority may develop and sustain exclusionary
practices that preserve higher-paying positions for
members of their in-group (Murray, 1988; Tomas-
kovic-Devey, 1993), the size cf a minority may limit
its members’ influence (Allport, 1954; Ellemers,
van Knippenberg, & Wilke, 1993). As the propor-
tions of women and people of color in management
increase, they may be more willing and more able
to monitar pay and pressure their organization to
reduce apparent inequities. Overall, then, the be-
havioral dynamics that occur when the proportions
of women and people of color in management are
relatively high create conditions that should sup-
port the equitable distribution of organizational re-
sources, including pay.

In keeping with these arguments, we predicted
that the propartion of women and peaple af color
in managerial ranks would moderate the relation-
ship between individual demographic attributes
and pay. When the size of a lower-status minarity is
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relatively small within management, in-group/out-
group dynamics will result in policies and prac-
tices that may be detrimental to minority sales em-
ployees. In contrast, when the lower-status
minority is relatively large within management, in-
group/out-group dynamics will be less likely to
cause harm to minority sales people. Thus, follow-
ing the logic we presented earlier, we expected
women and people of color to benefit when there
are more female and ethnic minority managers, and
we expected the benefits of increasing minority
numbers to accrue fo lower-status sales people
without bringing concurrent harm to higher-status
sales people. Thus, we propose:

Hypothesis 3. The individual attributes of gen-
der and ethnicity interact with manugement
demographic composition (the proportions of
women and people of color in management} to
predict the individual pay of salespeople (in-
centive pay and current annual salary). The
specific form of the proposed interaction de-
pends on the status of an employee’s demo-
graphic in-group:

{a} For salespeople who belong to lower-status
groups {(women and people of color), the rela-
tionship between the proportion of managers
in their in-group and pay is positive.

{b) For salespeople who belong to higher-status
groups {men and whites), the relationship be-
tween the proportion of managers in their in-
group and pay is not significant.

The mediating role of performance. Like co-
workers, managers can directly influence the per-
formance of their subordinates and thereby indi-
rectly influence their earnings. The in-group/out-
group dynamics we discussed earlier can influence
how managers allocate the resources that their sub-
ordinates need to perform effectively. The presence
of more women and people of color at managerial
levels should assure more equal access to resources
(Ridgeway, 1997), but in organizations with low
representations of female or ethnic minority man-
agers, organizational hierarchies accentuate status
differences (Wharton, 1992). In these settings, fe-
male or ethnic minority managers may engage in
out-group favoritism and in-group discrimination
in order to comply with existing status expecta-
tions (Jost & Burgess, 2000; Sachdev & Bourhis,
1991}. In organizations with balanced representa-
tion of demographic groups among managers, on
the other hand, discrimination based on demo-
graphic attributes is less likely (Ridgeway, 1997;
Wharton, 1992).

As the proportions of women and ethnic minor-

ity managers increase, female and ethnic minority
sales personnel shonld gain access to more of the
resources they need to perform well (Ibarra &
Smith-Lovin, 1997}. In addition, research on per-
formance appraisal processes has shown that man-
agers tend to evaluate the performance of demo-
graphically similar subordinates more favorably
than they evaluate the performance of dissimilar
subordinates (Roberson & Black, 2001). When in-
group/out-group biases influence how managers al-
locate the resources subordinates need to perform
their jobs as well as how managers evaluate perfor-
mance, it is likely that members of a manager's
in-group will have higher levels of actual and per-
ceived performance. It follows that these effects
will be reflected in differences in the earnings of
subordinates who are demographically similar to or
different from the manager. As we have explained,
incentive pay is a direct reflection of performance,
whereas current annual salaries reflect perfor-
mance over time and other factors, such as tenure
and labor market conditions. Therefore, we expect
sales performance to partially mediate the moder-
ated effects on salary but fully mediate the effects
on incentive pay.

Hypothesis 4a. Performance partially mediates
the moderated relationship between individual
attributes, management composition, and

salary.

Hypothesis 4b. Performance partially mediates
the moderated relationship between individual
attributes, management composition, and in-
centive pay.

METHODS
Pariicipants

The sales employees and managers of a large U.S.
firm in the informnation-processing industry, which
we call Company Goodheart, served as the popula-
tion for our study. The salespeople (3,970 in ail}
sold equipment and supplies to customers. They
were organized into 444 work teams with an aver-
age size of 9 salespeople, which in turn were orga-
nized into 46 sales units {the average unit size was
86 salespeople and 11 managers). Because of miss-
ing data and the exclusion of teams with fewer than
three members, our final sample included 3,318
emaployees from 437 tearas nested in 46 sales units
{84 percent of the population). Of the sales person-
nel, 36 percent were fernale, 13 percent were Afri-
can American, 7 percent were Hispanic American,
and 3 percent were Asian American, Native Amer-
ican, or from another U.S. minority ethnicity. Their
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average age was 39.8 years, and their average tenure
in the company was 10.2 vears. Of the managers, 33
percent were female, 15 percent were African
American, and 6 percent were Asian American,
Hispanic American, Native American, or from an-
other U.S. minority ethnicity. The average age of
the managers was 43.3 years, and their organiza-
tional tenure averaged 16.8 years.

At Campany Goodheart, the education levels of
whites and ethnic minarity members did not differ
significantly: On average. both groups had three
years of post-high-school education. Unfertunately,
educational information was missing for many in-
dividuals, so we were not able to include education
in our statistical models.

Research Setting

Company Goodheart had a long-standing com-
mitment to providing equal employment opportu-
nities and managing workforce diversity. Federal
affirmative action compliance guidelines were
used to develop staffing goals for all job categories
and hierarchical levels in the organization. Carpo-
rate policies specifically developed over a several
years to respand to emplovees’ concerns about
equal earnings opportunities governed decisions
about salaries and incentive pay. Company Good-
heart supported a variety of caucuses for employees
from ditferent backgrounds and encouraged these
groups 10 express their concerns to management
and engage in joint problem solving around impor-
tant issues.

Measures

Individua! demographic attributes. Company
records were used to determine the length of organ-
izaticnal tenure, age, gender (0 = “male,” 1 = “fe-
male”), and ethnicity [0 = “white,” 1 = “ethnic
minority”} for each individual (each salesperson
and manager). We also used company records to
determine work team and work unit membership.

Work team composition. We aggregated demo-
graphic indicators for individual sales personnel to
the team level to determine the proportion of
women and the proportion of people of color in
each sales team. Our measures of work team com-
position (preportions) included only sales employ-
ees at the same hierarchical level; a team’s manager
was not included in its team-level measures.

Management composition of work units, For ad-
ministrative  purposes, Company Goodheart
grouped sales teams into sales units, Sales units
were defined by several criteria. including location
and the size and number of clients. Our measures of

management demography captured the proportion
of female managers and the proportion of managers
of color in each sales unit.

Performance. Individual objective sales perfor-
mance. which we refer to as “sales goal achieve-
ment,” was defined as actual revenue generated
expressed as a percentage of an individual’s reve-
nue larget. Sales revenue targets were set at the
corporate level. Company Goodheart used histori-
cal benchrnarking to ensure that salespeople were
assigned revenue goals of equal difficulty. As part
of the company’s total quality management efforts,
the sales performance measure assessed an individ-
ual’s sales performance against benchmarks that
were calculated to take into account the products
individuals were selling (e.g., the type of equip-
ment or service), characteristics of the sales terri-
tory (e.g., geographic scope and density, urban ver-
sus rural location), and characteristics of potential
clients (e.g.. organizations in the private versus the
public sector). We specifically designed the sales
performance measure to permit meaningful perfor-
mance comparisons across all sales employees.
Scores above 100 indicated that sales representa-
tives had exceeded their individual targets. and
scores below 100 indicated that sales representa-
tives had failed to achieve their targets.

Pay. Individual pay was measured as annual
fixed salary and incentive (bonus) pay. Company
Gooadheart set annual salaries using factors such as
employee experience, performance, job category,
and cost of living by geographic area. Incentive pay
was a function of annual salary, sales goal achieve-
ment, and a predetermined incentive pay ratio,
which was allowed to vary somewhat depending
on individuals™ preferences.

Control variables. To reduce potential con-
founding effects, we controlled for several variables
known 1o correlate with various work-related atti-
tudes and behaviors. At the individual level, we
controlied for age, age squared, tenure, and tenure
squared to account for differences in human capi-
tal. Because employees had some choice in the
degree to which their pay was comprised of perfor-
mance-based incentive pay or g fixed salary, we
controlled for incentive pay ratio in our analyses.
At the team level, we controlled for team size. At
the work-unit level. we controlled for the number
of salespeople in a unit, the number of managers in
a unit. and the median wage rate for comparable
jobs in the geographic location of a unit {using data
available from the Bureau of Labor Statistics). To
account for managers’ firm-specific skills and abil-
ity to manage teams. we controlled for the average
tenure of managers in a unit.
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Analytic Strategy

Sales employees were nested within sales teams,
which in turn were nested within sales units over
the country, creating a hierarchical data structure
with three levels of random variation: variation
among employees within sales teams {level 1), vari-
ation among sales teams within sales units (level 2),
and variation among sales units {level 3). To date,
relational demography researchers have predomi-
nantly used ordinary least squares (OLS) regression
to examine the interaction between individual de-
mographic characteristics and the demographic
composition of work teams or work units. How-
ever, QLS does not take into account the interde-
pendence of individual-level observations nested
within higher-level teams and work units; hence,
estimates of standard errors may be biased, and test
statistics may not be valid. To avoid these potential
problems, we estimated the random coefficient
models using hierarchical linear modeling for
three-level models (HLM3; Raudenbush, Bryk,
Cheong, & Congdon, 2000). HLM explicitly ac-
counts far the nested nature of data and can simul-
taneously estimate the impact of factors at different
levels on individual-level outcomes while main-
taining appropriate levels of analysis for predictors
(Raudenbush et al., 2000). We estimated the null
models (with no predictors involved) for the three
outcome variables in this study (annual salary, in-
centive pay, and performance) and found signifi-
cant level 2 and level 3 variances in these variables,
which confirmed that HLM3 was the right analytic
strategy to use. In addition, following the recom-
mendation of Hofmann and Gavin {1998), we
grand-mean-centered all level 1 predictors except
for the dummy-coded gender and ethnicity vari-
ables. Further, we used the deviance index re-
ported in HLM3 analysis to assess model fit. The
deviance index is defined as the -2 X log-likeli-
hood. of a maximum-likelihood estimate. The
smaller the deviance value, the better a model fits;
and the difference in the deviance values for two
nested models is distributed as chi-square with de-
grees of freedom equal to the difference in the num-
ber of parameters for the pair of nested models
(Bryk & Raudenbush, 1992). Therefore, we per-
formed a series of chi-square tests to examine
whether the models including the cross-level inter-
actions fitted the data significantly better than the
ones without the interactions.”

'We thank an anonymous reviewer for this
sugpestion.

RESULTS

Table 1 provides means, standard deviations,
and correlations for all variables. The HLM3 results
predicting annual salary, incentive pay, and perfor-
mance are presented in Tables 2, 3, and 4,
respectively.

Main Effects of Gender and Ethnicity on
Earnings

As represented in models 1a and 1b in Table 2,
our results show that the individual attributes of
gender and ethnicity were associated with annual
salary. Model 1a in Table 2 shows that, with incen-
tive pay ratio, age, age squared, organizational ten-
ure, and tenure squared accounted for, fernale sales
people earned annual salaries that were $2,105.64
lower than those of similar male peers (p < .001),
and the salaries of people of color were $2,405.46
lower than those of their white peers {p < .001).
Model 1b in Table 2 shows that performance was
significantly related to salaries, but accounting for
performance did not eliminate the effects of gender
and ethnicity. After controlling for performance,
we found that women earned salaries that were
$2,081.62 lower than those of men, and people of
color earned salaries thet were $2,288.55 lower
than those of whites.

The findings were somewhat different for incen-
tive pay, as shown in Table 3. Model 1a in Table 3
showr *hat people of color received bonuses valued
at $2,313.28 less than those of their white peers
(p < .01); model 1b shows that performance was
significantly related 1o incentive pay, and control-
ling for performance reduced the pay loss for peo-
ple of color to $1,157.50 (p < .05). Although
women earned slightly less incentive pay than
men, the gender effect was not statistically signifi-
cant when performance was included in the model.
The correlation coefficient shown in Table 1 and a
comparison of models 1b in Tables 1 {salary) and 2
(incentive pay) reveals that sales performance was
more strongly associated with incentive pay than
salary, as expected.

Hypothesis 1

Hypothesis 1 proposes that the individual at-
tributes of gender and ethnicity interact with work
team demographic composition to predict the pay
of salespeople (incentive pay and salary). The level
1 by level 2 interactions shown in model 2a of
Table 2 and model 2a of Table 3 test this
hypothesis.
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TABLE 2
Hierarchical Linear Modeling Results for Annual Fixed Salary®
Variable Model 1a Model 1b Model 2a Model 2b Model 3a Model 3b
Intercept 46,671.53**" 48,483.52*%** 47,807.26*** 4B,082.22*** 48,416.42*** 458,473.10%**
Level 1
Incentive pay ratio —7,523.09" -7,791.34% -7653.26" -7,841.867 ~—v,449.79" —7,638.35*
Organizational tenure 1,317.79*** 1,295.63*** 1,309.11*** 1,284.93*** 1,304.60*** 1,281.51***
Organizaticnal tenure squared —20.75***  —20.16**%  -20.51%**  -10.83%** —20.41%*%  —19.76***
Apge 2,344.38**" 2,352.43*** 2,355.34%** 2.358.21*** 2.353.78*** 2,357,73***
Age squared —20.75*** —20.82***  —20.85%** —-20.86%**  —20,83*** —z{.85***
Gender —2,105.64*** —2,081.62*** —2,157.21 —2,099,64 —3,733.80 —3,593.24*
Ethnicity —2,405.46*** —2,288.55%** —5,089.62*** —5,009.46*** —5,700.77**" —5,613.58"**
Annual sales goal achieved 9,17** 9.20** 8.93*
Level 2
Salespeople on team —277.75** —251.26** —258.25** —268.31** —264.61%* —274.19**
Proportion of women on team —-2,365.20 —2,287.07  -—2,227.29 —2,134.40  —2,238.69  —2,163.49
Proportion of people of color on team -3,508.917 —3,611.96" -6,826.00%* —6,749.41** —5,841.18"* —5,756.70**
Level 3
Median market wage for comparable jobs in 0.20* 0.17* 0.19* 0.19* 0.20* 0.20*
area
Salespeople in sales unit £1.36 65.88 68.947 60.017 64.14 64.46
Sales managers in sales unit —~719.04* —-749.12* —797.31* ~793.08* —770.30* —766.02*
Average tenure of managers in sales unit B43.22***  927.57%***  942.84*** 931.75%**  951.37***  040.85***
Proportion of female managers in sales unit 3,783.27 3,693.43 3,508.80 3,441.04 2,435.53 2,436.98
Praportion of minority managers in sales unit 1,264.01 1,227.90 948.38 959.93  -1,058.86 —924.90
Level 1 X level 2 interactions
Gender X proportion of females on team 130.93 47.84 ~58.62 —70.30
Ethnicity X preportion of people of color on 8,694.38**  B,683.26**  6,420.68* 6,396.34*
team
Level 1 X level 3 interactions
Gender X proportion of female managers in 4,984.23" 4,645.47*
sales unit
Ethnicity X proportion of minority maneagers in 4,946.93* 4,890.13
sales unit
Model deviance® 71,737.99 71,729.46 71,730.80 71,720.70 71,722.20 71,712,72

* i {level 1) = 3,318; n (level 2} = 437; n (level 3) = 46. HLM3 analysis was used. Entries corresponding to the predictors in the first

column are estimations of the fixed effects, v,, with robust standard errors.
b Deviance is a measure of model fit; it equals —2 X the log-likelihood of the maximum-likelihood estimate, The smaller the model

deviance, the better the fit.
tp<.10
*p<.05
*E p < ‘01
e < L001
Two-tailed tests.

Salary. For salary (Table 2], model 2a reveals a
statistically significant, positive value for the prod-
uct of ethnicity and the proportion of people of
color on a team (¥ = 8,694.38, p < .01). The value
for gender by proportion of women on a team was
not significant. A chi-square test of the change in
the deviance statistic from model 1a to model 2a
confirmed that including the level 1 by level 2
interactions significantly improved the model fit
for salary (x* = 7.09, df = 2, p < .05).

Hypothesis 1 further predicts that (a) for women
and people of color (members of the lower-status
demographic groups}, the proportion of these sub-
group members in teams and their earnings have a
positive relationship, and {b) team composition has

no significant consequences for the earnings of men
and whites (members of the higher-status demo-
graphic groups). The statistically significant interac-
tion between ethnicity and the proportion of people
of color on a team indicated that the relationships
between salary and team ethnic composition differ
significantly for people of color and whites. Figure 1,
which we created using the coefficient estimates from
the full model {Table 2, model 3b), illusirates the
pattern for this interaction. Figure 1 shows that, ev-
erything else being equal, the salaries of people of
color are positively but weakly associated with the
proportion of people of color on a work team; con-
trary to our prediction, the salaries of whites are neg-
atively associated with the proportion of people of
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FIGURE 1
Effects of Ethnicity and Team Composition on Predicted Annual Salary®
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team” represents a score that is one standard deviation sbove the mean, whereas “low proportion of people of color on team” represents
& score that is one standard deviation below the mean. All other variables were evaluated at their grand means.
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color on a work team. Taking all other factors into
account, including performance (that is, using the
model 3b coefficients shown in Table 2}, the esti-
mated net value to salespeople of color of a one-
standard-deviation increase in the proportion of peo-
ple of color on a sales team is $127.93. When the
proportion of people of color increases by one stan-
dard deviation, whites earn more than people of
color, but the salary advantage of whites decreases by
$1,151.34. From the company’s perspective, im-
proved pay equity may be a useful measure of the
value of increasing the proportion of people of color.
In Company Goodheart, pay differences between
whites and people of coler decreased from $4,233 to
$1,674 when the proportion of people of color on a
sales team increased from one standard deviation be-
low the mean to one standard deviation above the
mean (see Figure 1.

Incentive pay. For incentive pay (Table 3),
madel 2a reveals a statistically significant, positive
value for the cross-product of ethnicity and the
proportion of people of color on a team (§ =
7,177.44, p < .05), The value for gender by the
proportion of women on a team is not significant. A
chi-square test of the change in the deviance statis-
tic from model 1a to model 2a indicated that in-
cluding the level 1 by level 2 interactions did not
significantly improve model fit (x* = 3.91, df = 2,
p >.10}; thus, we chose not to interpret the ethnici-
ty—proportion of people of color interaction effect
for bonuses. The decision to not interpret an inter-
action term with a significant coefficient is statisti-
cally conservative. Coincidentally, it might also be
considered a socially conservative approach. Given
that the study used data from nearly the entire

population of salespeople in the company, Com-
pany Goodheart might not want to ignore the prac-
tical implications of this coefficient.

Overall, we found only partial support for Hy-
potheses 1a and 1b. As we predicted, the ethnic
composition of work teams moderated the relation-
ship between individual ethnicity and salary, but a
conservative interpretation of our results indicates
that the same interaction does not hold for incen-
tive pay. In addition, contrary to our prediction, the
salary gains of people of color coincided with
smaller salary advantages for whites. The propor-
tion of women in work teams was inconsequential
for salaries and incentive pay.

Hypotheses 2a and 2b

Hypotheses 2a and 2b predict that performance
partially mediates the moderated relationship be-
tween individual attributes, work team composition,
and salary and fully mediates the moderated relation-
ship between individual attributes, work team com-
position, and incentive pay. For this mediation hy-
pothesis to be supported, we would have to have
found that the interaction between individual at-
tributes and work team composition significantly pre-
dicted performance. Table 4 shows the HLM3 results
for predicting performance (annual sales goal
achievement). It was consistent with the logic we
presented that the performance of women and people
of color was somewhat lower than the performance of
men and whites, with all of the other factors we
measured taken into account (model 3). However, the
values for ethnicity by the proportion of people of
coler on a team and for gender by the proportion of
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TABLE 3
Hierarchical Linear Modeling Results for Incentive Pay®
Variable Model 1a Model 1b Model 2a Madel 2b Model 3a Mode? 3b
Intercept 6,723.15 8,428.21"% 8,994.55 8,579.10" 8,230.04 9,037.89"
Level 1

Incentive pay ratic

Organizational tepure 1,031.21***

Ozganizational tenure squared —31.11***
Age —413.69
Age squared 2.51
Annual fixed salary 0.27***
Gender ~295.56
Fthnicity -2,313.29**
Annual sales goal achieved
Level 2
Salespeople on team —6.84
Proportien of women on team 0.10
Proportion of people of color on team -1,787.37
Level 3
Median market wage for comparable jobs in 0.14
area
Salespeople in sales unit 104.97*
Sales managers in sales unit —740.66*

Average tenurs of managers in sales unit 158.03
Proportion of female managers in sales unit 3,420.21
Proportion of minority managers in seles unit —3,919.72"
Lavel 1 X level 2 interactions
Gender X propartion of females on team
Ethnicity X proportion of people of color on
team
Level 1 X level 3 interactions
Gender X proportion of female managers in
sales unit
Ethuicity X proportion of minority managers in
sales unit

Madel deviance® 73,827.48

55,192.46*** 52,669.80*** 55,295.32*** 52,8209.23***

55,363.96*** 52,869.24***

684.18*%** 1,026.77***  £80.96%** 1,027.07***  G30.88***
—20.63*%%  —30.97%**  —20.50*** —30.93*** ~2047***
—244.51 —392.22 —228.76 —388.50 —~225.53
1.25 2.26 1.07 2.23 1.03
0‘21 £33 4 0.2?1-11 0_211 * & 0.25‘** 0.2141-*
-40.26  —1,353.96 —884.01 —3,057.94* —B65.46
-1,157.50* —4,558.85*** —2,892.57** —5,185.96*** —3,538.05**
155,23 %** 155.15%** 155.13%**
—-172.10* 16.75 ~149.82" 8.05 -153.67*
1,164.25 -799,22 424.72 -B63.26 388.23
—861.51 —4,786477 -—3519.097 -3,938.33  -3,066.29
Q.13* 0.14" 0,14* 0.14* 0.13*
£67.12%* 106.51* 71.14%* 104.93* 70.28**
—340.34% —-764.97* —~-393.81* —752.85* —387.68*
112.02 173.24 122.86 184.13 128.22
1,701.82 3,295.00 1,570.78 1,048.23 1,509.53
-2,660.017 -3,750.12% -2,54048 -—5,513.58* —3,820.58*
2,563.38 2,074.66 235.81 2,157.78
7,177.44* 5,871.83* 5,437.85 ~4,873.167
5,422.49% —166.08
4,306.79 3,205.91
71,881,086 73.823.57 71,876.35 73,818.00 71,874.83

= n (level 1) = 3,318; n (level 2) = 437; n {Level 3) = 46. HLM3 analysis was used. Entries corresponding to the predictors in the first
column are estimaticns of the fixed effects, v,, with robust standard errors.
b Deviance is a measure of model fit; it equals —2 X the log-likelihood of the maximum-likelihood estimate; the smaller the model

deviance, the better the fit,
¥p<.10
*p<.05
**p<.01
LS p { ’001
Two-tailed tests.

L3

¥

wornen on a team were not significant. Therefore,
Hypotheses 22 and 2b were not supported.

To summarize our results so far, we found that
wornen and people of color in Company Goodheart
received lower pay than men and whites, respec-
tively. We also found that pay but not performance
was predicted by the interaction of individual eth-
nicity and team ethnic composition; the pay effects
were clearest for salary. We found that the interac-
tion between gender and team gender composition
predicted neither pay nor performance. The pro-
portion of women on work teams was not signifi-
cantly related to performance, incentive pay, or
salaries. Nor was the proportion of people of color

on work teams significantly related to performance.
(It is also worth noting that our results do not reveal
significant, negative consequences of work team
feminization.) Overall, the results provided partial
support for the predicted moderating effects of
team composition. Next, we examined the effects of
management composition.

Hypothesis 3

Hypothesis 3 proposes that the individual at-
tributes of gender and ethnicity interact with the
management composition of work units to predict
pay (incentive pay and salary). Specifically, we
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TABLE 4
HLM3 Results for Percent Annual Sales Goal Achievement®
Variable Model 1 Model 2 Model 3

Intercept 88.16** 88.74"* 95.52**
Level 1

Incentive pay ratio 10.95 11.08 11.12

Organizational tenure 2.67%** 2.66*** 2.64***

Organizational tenure squared ~0.08** —0.08** —{0.08**

Age —0.35 —0.32 -0.32

Age squared 0.00 0.00 0.00

Gender —2.23 —3.55 —15.29*

Ethnicity —-8.31*% -12.61** —13.63"
Level 2

Salespeople on team 0.97* 1.01** 0.97**

Propartion of women on 1eam —7.52 B.47 -8.49

Proportion of people of color on team —4.54 —10.44 -7.28
Level 3

Median market wage for comparable jobs in area 0.00 0.00 D.00

Salespeople in sales unit 0.22 n.22 0.20

Sales managers in sales unit —2.38 -237" —2.26

Average tenure of managers in sales unit 0.67 0.69 0.73

Proportion of female managers in sales unit 12.32 12.00 —2.87

Proportion of minority managers in sales unit —5.06 —5.05 --10.98
Level 1 X level 2 interactions

Gender % proportion of women on team 3.17 0.97

Ethnicity X proportion of people of color on team 13.86 7.10
Level 1 X level 3 interactions

Gender x proportion of female managers in sales unit 38.19**

Ethnicity X proportion of minority managers in sales unit 11.48
Modei deviance® 37,684.10 37,683.39 37.674.91

® n (level 1) = 3318, n (level 2] = 437, n (level 3) = 46. HLM3 analysis was used. Entries corresponding to the predicters in the first
column are estimations of the fixed effects, y,, with robust standard errors.
® Deviance is a measure of model fit; it equals —2 X the log-likelihood of the maximum-likelihood estimate; the smaller the madel

deviance, the better the fit.
t p<.10
*p < .05
**p<.n
**v 5 < 001
Two-tailed tests.

predicted that (a) for women and people of color,
there would be a positive relationship between the
proportion of women and people of color in man-
agement and pay, respectively and that (b) for men
and whites, there would be no relationship be-
tween the propoertion of women and people of color
in management and pay.

Salary. For salary {Table 2), model 3a shows
significant values for both gender by the proportion
of female managers in a sales unit (¥ = 4,984.23,
p < .05) and ethnicity by the proportion of minority
managers in a sales unit (¥ = 4,946.93, p < .05). A
chi-square test of the change in the deviance statis-
tic from model 2a to model 3a confirmed that in-
cluding the level 1 by level 3 interactions signifi-
cantly improved the model fit {¥(* = 8.70, df = 2,
p < .03) for predicting salary.

Figures 2a and 2b illustrate the moderated effects
of management composition for salary. Supporting

Hypothesis 2a, Figure 2a shows a positive associa-
tion between the proportion of female managers in
a work unit and the salaries of female salespeople.
Surprisingly, there is also a positive (but weaker}
association between the proportion of female man-
agers in a work unit and the salaries of male sales-
pecple. In other words, men and women alike
earned higher salaries in units with proportionately
more female managers. Taking all other factors into
account, including performance, the salary value of
a one-standard-deviation increase in the proportion
of femate managers in a wark unit is approximately
$1,488.16 for saleswomen and $511.77 for sales-
men. Corresponding to these effects, pay differ-
ences between men and women dropped from
$3,060 to $1,108 when the proporticn of female
managers increased from one standard deviation
below the mean to one standard deviation above
the mean.
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FIGURE 2
Effects of Management Gender and Ethnic Composition on Predicted Annual Salary®
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2 The predicted salary estimates were based on the coefficient estimates of model 3b in Table 2. “High proportion of female (Minority)
managers in sales unit” represents a score that is one standard deviation above the mean, whereas “low proportion of female (minority)
managers in sales unit” represents a score that is one standard deviation below the mean. All other variables were evaluated at their grand

means,

In keeping with Hypothesis 2b, Figure 2b shows
a positive association between the proportion of
managers of color in a unit and the salaries of
salespeople of colaor; there also is a small, margin-
ally significant, negative association between the
proportion of managers of color in the unit and the
salaries of white sales employees. Taking ail other
factors into account, including performance, we
estimated that for people of color the salary value of
a one-standard-deviation increase in the proportion
of managers of color was $832.70. When the pro-
portion of people of color increases by one standard
deviation, the advantage enjoyed by whites is re-
duced by $194.23. Pay differences between whites
and people of color dropped from $3,981 to $1,926
in sales units in which the proportion of managers
of color increased from one standard deviation be-
low the mean to one standard deviation above the
Mean.

Incentive pay. For incentive pay, model 3a in
Table 3 shows a nonsignificant value for ethnicity

by the proportion of minority managers in a sales
unit and a positive and marginally significant value
for gender by the proportion of female managers in
a sales unit {¥ = 5,422.49, p < .10). A chi-square
test of the change in the deviance statistic from
model 2a to model 3a indicated that including the
level 1 by level 3 interactions did not significantly
improve model fit (¥ = 4.48, df = 2, p > .10); thus,
we do not interpret these interactions. We note that
this was a conservative statistical decision that
might risk ignoring a result that has practical im-
portance in Company Goodheart.

Overall, the results are mixed for Hypothesis 3.
Our predictions were fairly consistent with the
results for salary, but predictions were not con-
sistent with results for incentive pay. Both
women and people of color earned higher salaries
when they worked in units with more in-group
managers, and these benefits accrued to those in
the minority with little or no cost to those in the
majority.
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Hypothesis 4

Hypotheses 4a and 4b predict that performance
partially mediates the moderated relationship be-
tween individual attributes, management composi-
tion, and salary and fully mediates the moderated
relationship between individual attributes, manage-
ment demographic composition, and incentive pay.

We found partial support for Hypothesis 4a. As
shown in mode! 3 in Table 4, gender interacted
with the proportion of female managers in a sales
unit has a significant, positive value {¥ = 38.19,
p < .01) when predicting performance. A chi-
square test of the change in the deviance statistic
from model] 2 to model 3 confirmed that including
the level 1 by level 3 interactions significantly im-
proved model fit (y° = 8.48, df = 2, p < .03) for
predicting performance. Consistently with our pre-
dictions, Figure 3 shows that there is a positive
association between the proportion of female man-
agers in a unit and the performance of saleswomen.
The performance of women was substantially
greater in units with higher proportions of
women in management, but management gender
composition had essentially no impact on the
performance of men. In addition, when predict-
ing salary, the positive effect of gender by the
proportion of female managers in a unit drops
(from % = 4,984.23, p < .05, model 3a in Table 2;
to ¥ = 4,649.47, p < .05, model 3b in Table 2).
Therefore, as we predicted, performance partially
mediates the moderated effect on salary of the
proportion of female managers in a sales unit.
Hypothesis 4b was not supported because there
were no significant interactions between individ-
nal attributes and management composition
when predicting incentive pay.

To summarize, our analyses provide substan-

tial support for the predicted moderation of sal-
ary by the presence of female managers. On av-
erage, salaries were higher in sales units with
proporticnately more female managers; both men
and women earned more, but the gains achieved
by salewomen were greater than those achieved
by salesmen. Also, although the salaries of men
were higher than those of women, salary differ-
ences were smaller in units with proportionately
more female managers. As predicted, perfor-
mance partly accounts for the relationships be-
tween demographics and salary.

We also found some support for our prediction
that the presence of people of color in the man-
agerial ranks would moderate salary. On average,
salaries were lower in sales units with propor-
ticnately more managers of color, but manage-
ment composition had different implications for
whites and people of color. People of color
earned higher salaries when they worked in units
with proportionately more managers of color, but
the salary advantages of whites were smaller in
units with proportionately more managers of
color. Together, these effects resulted in smaller
salary differences in units with proportionately
more managers of color. Performance gains par-
tially accounted for the effects of management
composition on earnings.

DISCUSSION

Despite growing corporate investments in diver-
sity management, concerns about ethnic and gen-
der discrimination persist. These concerns are fu-
eled by evidence showing persistent differences in
earnings for members of different demographic
groups, with men and whites on the average earn-

FIGURE 3
Effects of Gender and Management Gender Composition on Predicted Sales Goal Achievement®
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ing more than women and people of color. Human
capital explanations account for some, but not ali,
of the observed earnings differences. Qccupational
segregation and the devaluation of work performed
by women and people of color have alsa been of-
fered as explanations for the observed relationships
between demographic characteristics and earnings.
However, these perspectives do not explain gender-
and ethnicity-based pay differences within
organizations,

Drawing on the social identity perspective and
related research on status hierarchies, we hypoth-
esized that earnings within a job category in a sin-
gle organization would reflect the combined, inter-
active effects of individual attributes and the
composition of work settings. Specifically, we rea-
soned that sales employees who were members of
lower-status numerical minorities (women and
people of color} would have less access to work-
related resources and be more disadvantaged by
the biases and out-group discrimination of higher-
status majorities {men and whites). Within work
teams, we reasoned that in-group/out-group dy-
namics might influence earnings through their ef-
fects on individual performance. Within larger
work units, we reasoned that the in-group/out-
group biases of managers could influence subordi-
nates’ earnings indirectly through performance as
well as more directly through salary decisions and
administrative policies that promoted pay equity,
Recognizing the importance of numbers and status
differences, we expected the disadvantages associ-
ated with being a member of a lower-status minor-
ity would be greater when the size of the lower-
status minority was smaller. Finally, we expected
members of the higher-status majority (men,
whites)} to experience relatively few disadvantages
when they warked in settings with relatively high
proportions of out-group members. Their higher
status was expected to insulate them from the neg-
ative consequences of having relatively few in-
group members in their work setting.

Our findings provided mixed support for the spe-
cific predictions we derived from the social iden-
tity perspective. Despite these mixed results, the
evidence from Company Goodheart clearly indi-
cates that individual atiributes, the demographic
composition of work teams, and the demographic
composition of work units are all associated with
pay. Whereas studies conducted at higher levels of
aggregation seem to show that feminization de-
presses earnings, we found that men and women
both reaped economic benefits from warking in
units with more female managers. We also found
that people of color reaped economic benefits from
working in teams with more people of color and in

units with more managers of color. Furthermore,
we found that pay inequality was reduced as the
proportions of women and people of color
increased.

For scholars, the most important lesson seems to
be that cross-level research focusing on job catego-
ries within firms is needed to develop a complete
understanding of the relationship between work-
place diversity and employees’ earnings. Empirical
observations of broad economic patterns in society
may not hold at other levels of analysis, and pat-
terns observed for one demographic group (e.g.,
women) may not hold for other demographic
groups {e.g., people of color). Our results also hold
an important lesson for managers: The adoption of
formal pay policies that are designed to be gender-
neutral and race-neutral may not achieve the goal
of pay equity within occupational groups or job
categories. We turn next to a more detailed discus-
sion of our findings.

Earnings and the Demographic Composition of
Work Teams

Hypothesis 1 predicts that women and people of
color earn more as the proportions of these groups
within their work teams increase. Hypotheses 2a
and 2b predicts that any such increases in the eamn-
ings of women and people of color are due to their
improved performance. Our results reveal that the
dynamics of gender and ethnicity are not
equivalent.

Gender. Contrary to our expectation, women’s
performance and pay were not related to the pro-
portion of women in sales teams. This nonfinding
raises some questions about the extent to which
in-group/out-group dynamics among coworkers ac-
count for differences in the employment outcomes
of men and women working side-by-side. In Com-
pany Goodheart, having more women as teammates
did little to disrupt the forces that led to women
receiving lower pay. As Cleveland and her col-
leagues recently noted, nonwork factors such as
child- and family-care responsibilities may have
implications for women’s performance (Cleveland,
Vescio, & Barnes-Farrel, 2005), and those implica-
tions may be unrelated to the proportion of women
on one’s work team. Future research on gender
diversity should probably supplement the social
identity perspective with other approaches for un-
derstanding gender dynamics within work teams.

Ethnicity. As we expected, the salaries of whites
and people of color were more similar in work
teams with proportionately more people of color.
However, contrary to our predictions, improved
pay equality was achieved because the pay advan-



2006 Joshi, Liao, and Jackson i 475

tage enjoyed by members of the higher-status ma-
jority was smaller in teams with more people of
color, while members of the low-status minority
achieved only marginal gains (Figure 1}.

In our introductory arguments, we described past
research examining the negative effects of the pro-
pertion of women and people of color on average
wages in aoccupations and industries. The logic of
that research suggests that negative stereotypes and
biases regarding low-status groups such as people
of color drive down the pay of everyone in teams
that are ethnically more diverse (Baron & Bielby,
1980; Pfeffer & Davis-Blake, 1987). Although our
findings were not consistent with predictions
based on social identity theory, they were not en-
tirely consistent with the devaluation logic, either.
The devaluation logic does not explain the differ-
ential effects of team composition on the earnings
of whites versus people of color. Nor does the de-
valuation logic justify the finding that whites in
the same job earned more on average under all
conditions.

The logic of devaluation implies that whites
and people of color all suffer and all suffer
equally as the proportion of people of color in-
creases in teams. However, the results presented
in Table 2, model 3b, reveal a significant, positive
interaction between ethnic minority status and
the proportion of people of color on a team (see
Figure 1). People of color earned slightly more in
teams with greater proportions of people of color,
but whites working in teams with proportion-
ately more people of color lost some of their
salary premium. One explanation for the lower
and more equitable salaries found in teams with
more people of color is that managers find it more
difficult to justify large pay differences between
whites and people of color when a team includes
several people of color, especially if the managers
cannot attribute salary variations to differences
in objective performance or tenure.

Another possible explanation for the reduced
pay advantage of whites in teams with more peo-
ple of color is that the managers of these teams
are less likely to be white. In a separate analysis,
we found that the managers of more diverse work
teams were more likely to be women and people
of color. The pay advantage for whites may be
most likely to hold when a team manager also is
white. Additional research is needed to explore
this question.?

? Although our sample was relatively large, it did not
provide sufficient power to conduct the analyses re-
quired to also assess team manager effects in a compre-

Finally, we note that past research has shown
that white employees working in ethnically diverse
groups tend to be less committed, absent more, and
less engaged as organizational citizens than whites
in more homogeneous groups (e.g., Chattopadhyay,
1999; Tsui et al., 1992). We did not measure these
attitudes and behaviors, but it is possible that over
time they resulted in salary decisions that were less
favorabie for whites working in ethnically diverse
teamns. That is, the lower salaries of whites in eth-
nically diverse teams may reflect lower levels of
organizational citizenship behaviors, which were
not measured in this study.

Management Demographic Composition as
Context

Several of our findings were consistent with our
predictions concerning the role of management
composition in shaping the relationship between
individual demographics and earnings. Again, the
findings for gender were somewhat different than
those for ethnicity.

Gender. Women sold more and received margin-
ally more incentive pay when they worked with a
greater proportion of fernale managers, while the
sales performance and incentive pay of men was
essentially unaffected by the gender composition of
their work units’ management. Our results are con-
sistent with the social identity perspective in that
they may indicate that work units with more female
managers provide more egalitarian access to re-
sources (Ridgeway, 1997). Past research has shown
that the presence of more women at higher levels in
an organization fosters positive work relationships
and provides increased opportunities for women to
establish positive upward relationships with fe-
male managers (Ely, 1994; Ridgeway, 1997).
Women at Company Goodheart may have been able
to use these relationships to improve their sales
performance.

Women also realized salary gains when they
worked in units with proportionately more femnale
managers, and these gains came at no cost to men.
In fact, men working in units with more female
managers realized salary gains, too (Figure 2a). The
higher salaries of women working in units with
more female managers might reflect the influence
that female managers exerted in these units. As
members of the lower-status minority, female man-
agers may have been more motivated to establish
pay equity and/or they may have been more effec-

hensive analysis that also included the variables of pri-
mary interest in this study.



476 Academy of Management Journal June

tive in their efforts in units with proportionately
more female managers (cf. Ellemers & Barretio,
2001; Ellemers, Barretto, & Spears, 1999). Addi-
tional research is needed to understand whether
the influence tactics of members of a numerical
minarity change as the relative size of their in-
group increases, and/or whether the out-group
changes its response ta those influence tactics {cf.
Nemeth, 1986).

Performance partly explained the salary gains of
women in units with more female managers, but
factors other than improved performance were ap-
parently important, too. The social identity per-
spective suggests that members of a lower-status
“in-group are most likely to exert their influence to
achieve equality when existing inequalities are not
perceived to be legitimate (Ellemers et al., 1993). In
Company Goodheart, it is likely that women man-
agers had access to performance data for their units
and knew that the sales performance of men and
women was approximately equal. Such knowledge
might have bolstered their motivation to rectify
gender-based pay inequalities. For example, in
units with more female managers, there may have
been more pressure exerted to ensure that sales
assignments and salary decisions were based on
objective qualifications rather than on personal ne-
gotiations and relationships that could disadvan-
tage women.

Ethnicity. Regarding ethnicity, we found a posi-
tive relationship between the proportion of ethnic
minority managers in work units and the salaries of
salespeople of color, and we found a slight, nega-
tive relationship for white salespeople (Figure 2b).
People of color realized salary gains when they
worked in units with proportionately more manag-
ers of color; their white counterparts did not sufier
significant salary losses. Thus, as for women, this
finding suggests that improving the representation
of ethnic minority managers may enhance their
ability to rectify pay inequalities in an organization
(Ellemers & Barretto, 2001; Ellemers et al., 1999).

Unlike gender, performance did not emerge as a
significant mediator of the relationship between
ethnicity, management ethnic composition, and
salary. The proportion of ethnic minority managers
in a sales unit was not associated with the perfor-
mance of salespeople of colar. It appears that man-
agers of color may have used their influence to
propagate and implement pay practices that re-
duced pay inequality directly {(Beer & Cannon,
2004; Gerhart & Rynes, 2003). Their presence and
influence yielded better pay, but perhaps even
greater pay gains could have been made if perfor-
mance gains had been realized too.

Performance as an Explanation for Differing
Earni

Among the many reasons for differences in earn-
ings among an organization’s employees, differing
performance is widely accepted as a legitimate one.
At Company Goodheart, we observed small differ-
ences in the objective performance of men versus
women and whites versus people of color, confirm-
ing the need to take performance into account
when assessing relationships between demo-
graphic attributes and earnings. The relationship
we observed between ethnicity and performance
was consistent with findings from past research
{Roberson & Block, 2001). Indeed, a meta-analytic
review has indicated that objective performance
measures are more sirongly associated with em-
ployee ethnicity than are subjective performance
measures (Roth, Huffcutt, & Bobko, 2003), perhaps
because subjective measures are more prone to bi-
ases stemming from political correctness and social
desirability than are objective measures.

Although the focus of this study was pay inequi-
ties, our findings also have implications for under-
standing job performance. Women and people of
color performed better when they were not isolated
from other women and people of color, suggesting
that the social composition of a workplace may
contribute to the individual and institutional biases
that inadvertently interfere with performance.
When performance measures are “objective,” man-
agers and subordinates alike may be less inclined to
consider how individual and institutional biases
can influence the performance of people of color
{Meyer & Rowan, 1977) unless they are stimulated
to do so by observed performance diiferences be-
tween the majority and a sizable minority. Our
findings confirm the importance of taking perfor-
mance into account when studying earnings in-
equality, and they suggest that a complete under-
standing of earnings inequality will require
additional research on the social dynamics of
performance.

How Similar Are the Dynamics of Gender and
Ethnicity?

Management scholars have grounded their stud-
ies of team and organizational composition in a
variety of theoretical perspectives, including social
identity theory, organizational demography, upper
echelons theory, and the attraction-similarity-attri-
tion model (see Jackson and Chung [forthcoming]
for a detailed discussion). None of these perspec-
tives makes differential predictions about the dy-
namics of gender and ethnicity. Instead, in for-
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warding those perspectives researchers assume that
relationships among members of different ethnic
backgrounds can be explained using the same prin-
ciples that explain relationships between men and
women {or between young and old, or between
occupations, and so onj.

In their review of diversity research, Alderfer and
Sims (2002) criticized the practice of treating race/
ethnicity as if it were roughly the equivalent of
other diversity variables and called for diversity
research that acknowledges the unique history of
race/ethnic relations in U.S. society and work-
places. Reinforcing this view, we found different
patterns of results for the effects of gender and
ethnicity. In Company Goodheart, the historical sa-
lience of ethnic caucuses might partially account
for the dynamics of ethnicity in the organization.
These company-supported groups met regularly
withI top management to voice their concerns, and
through these meetings they influenced organiza-
tional pay policies and practices. Their discussions
probably did not address the microlevel dynamics
that unfolded within work teams and between in-
dividual managers and their subordinates, how-
ever. At the team level, people of color apparently
did not leverage their increasing numbers to im-
prove their performance.

it is possible, also, that the salary gains achieved
by people of color were a source of some resent-
ment among whites (e.g., see Alderfer, 1992). if
whites sensed that the salary gains made by people
of color were not justified by performance gains
and also were accompanied by small salary losses
among whites, the tendency to favor members of
their in-group and discriminate against members of
the out-group may have been amplified. If the com-
petitive behaviors of whites increased as a reaction
to the salary gains of people of color, the perfor-
mance of people of color could have been nega-
tively affected. A similar reaction against women
would not be expected since both women and men
benefited from the presence of more female
managers.

Overall, in light of these and other discrepant
findings for gender and ethnicity (e.g., Chatto-
padhyay, 1999; Riordan & Shore, 1997}, it is clear
that future research on pay equity should be
grounded in a more nuanced understanding of the
historical and social forces that serve as a backdrop
against which intergroup dynamics unfold within
organizations. Also, as we discussed earlier, future
research may further analyze the effects of diversity
for specific ethnic groups to obtain a deeper appre-
ciation of how workplace diversity affects employv-
ees from each ethnic background.

Practical Implications and Future Directions

A major objective of this research was to gain
new insights into the pay consequences of work-
place composition for men, women, whites, and
people of color. Recognizing that employees are
often organized into work teams, which are in turn
nested within larger organizational units, we exam-
ined whether the social composition of an imme-
diate work situation plays a role in shaping the pay
inequalities that exist within a specific job category
in a single organization.

Our findings suggest that the composition of a
work team had few significant consequences for
employees’ pay or performance. In light of the
mixed findings reported in past research on out-
comes of work team composition (see Jackson,
Joshi, and Erhardt [2003] for a review), these results
suggest that in-group/out-group dynamics may be
less salient in small and relatively stable work
teams. In the case of Company Goodheart, employ-
ees had worked more or less together for a decade
on average. In stable work teams whose members
have long tenures, personal relationships between
team members may override in-group/out-group
distinctions. As such, our results might not gener-
alize to other settings in which team membership is
more dynamic,

For larger work units, our findings inform past
discussions about whether staffing strategies based
on affirmative action lead to bottom-line gains for
women and minorities (Edelman, 1992; Leonard,
1985). Company Goodheart’s staffing practices
were designed to ensure that the demographics of
the organization reftected the demographics of the
available workforce. When staffing practices in-
crease the proportions of women and ethnic minor-
ities, they may also indirectly lead to improved pay
equity, and perhaps to improved performance.
Conversely, organizations that adopt policies in-
tended to ensure pay equity among demographic
groups may find that these policies are difficult to
implement in work units that have few women and
ethnic minorities in the managerial ranks. Clearly,
additional research is needed to help organization-
al decision makers understand and manage the
combined effects of individual attributes, team
composition, and organizational composition on
the full range of employment outcomes.
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