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Abstract 

In this thesis, I use stakeholder theory to expand on the idea of employee 

empowerment in organizational behavior, recognizing that employees are but one group 

that can be empowered by managers, and that the empowerment of certain stakeholder 

groups will affect not only their own well-being, but also the well-being of other 

stakeholder groups. Employee empowerment therefore seen within the context of 

stakeholder empowerment, which is defined as allowing stakeholders influence in 

managerial decision making. This thesis concentrates on two types of stakeholders, 

employees and customers, in one industry, nursing homes. The data set includes over 

1200 employees and 600 customers in 36 nursing homes.    

This thesis contributes to stakeholder theory by considering whether the 

empowerment of stakeholders, particularly employees and customers, improves 

stakeholder well-being. It also contributes to the field of employee empowerment, and 

introduces the systematic study of customer empowerment in a stakeholder framework. 

It makes a methodological contribution by examining in detail the potential variables 

that confound the relationship between employee empowerment and employee job 

satisfaction, occupational stress and wages. It uses Hierarchical Linear Modeling, a 

series of control variables, and Two Stage Least Squares to address the potential 

validity threats. It considers non-linearity in the relationship between employee well-

being and employee satisfaction, and it considers how employee empowerment fit 

impacts employee outcomes or customer empowerment fit affects customer outcomes. 

In addition, it analyzes the relationship between employee and customer empowerment 
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and customer service performance and customer satisfaction, variables which has not 

been frequently studied in this literature.   

The results of this study show that employee empowerment improves employee 

well-being and customer empowerment improves customer well-being. I also find a 

positive effect of employee empowerment on customer well-being, and a null effect of 

customer empowerment on employee well-being. The findings indicate that the level of 

employee and customer empowerment is a more important predictor of well-being than 

empowerment fit, and that the relationship between employee empowerment and 

employee well-being is non-linear. Evidence is also presented to indicate the 

importance of empowering all stakeholders in the group, rather than empowering the 

vocal few. These results suggest that the empowerment of at least some stakeholders 

results in outcomes that are positive for multiple stakeholders—that stakeholder 

empowerment is not a zero-sum game.    

The results predicting job satisfaction and wages are robust, but the results 

predicting occupational stress are significant in the Hierarchical Linear Modeling 

framework, but insignificant in the Two Stage Least Squares framework. The results 

predicting customer service performance and customer satisfaction are robust to various 

specifications, but Two Stage Least Squares could not be completed due to the lack of 

instruments. 
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CHAPTER 1:  INTRODUCTION 

In recent years, managers have been more actively considering stakeholders in 

their decision making. A longitudinal study of British managers found that there was an 

increase of 20% in managerial emphasis on stakeholder interests and a decrease of 10% 

in emphasis on shareholder interests. About 80% of U.S. managers attached importance 

to stakeholders in 2000, as compared to only 50% in 1980, and many U.S. companies are 

creating new positions called “social responsibility manager” or “stakeholder manager” 

(Freeman & Miles, 2005, p.149). The stakeholder theory literature, however, has 

remained relatively silent about how moving from shareholder to stakeholder 

management practices affect stakeholder outcomes. It has also been silent in 

recommending how stakeholder managers complete their most important task—balancing 

stakeholder interests.  

Stakeholder theory argues that by balancing the interests of the organization’s 

stakeholders—the individuals or groups that affect or are affected by the organization--

the organization can win their support and operate more effectively, but there has been 

little research on how this is accomplished (Reynolds, Schultz & Hekman, 2006). Current 

empirical research in stakeholder theory has been more focused more on how stakeholder 

management strategies can improve conditions for shareholders. Jones (1995) put forth 

an instrumental stakeholder theory arguing that the consideration of multiple stakeholders 

in managerial decision making would lead to competitive advantage, or better outcomes 

for shareholders, and a number of studies empirically tested this contention with mostly 

positive results (e.g., Berman, Wicks, Katha & Jones, 1999; Hillman & Keim, 2001). 

Another measure of the success of stakeholder management would be the maximization 
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of the well-being of multiple stakeholders, operationalized as the maximizing the 

collective surplus of stakeholders, or as sharing decision making control with 

stakeholders (Tirole, 2001). This latter measure of the validity of stakeholder theory is 

preferable to the former, given the emphasis on the intrinsic worth of stakeholders in 

stakeholder theory (e.g., Freeman, 1996; Donaldson & Preston, 1995; Jones, Wicks & 

Freeman, 2002). Judging the efficacy of stakeholder management in terms of the ability 

of stakeholder managed firms to increase shareholder wealth is incomplete.  

Before one can consider how stakeholder management affects stakeholder well-

being, one must define what practices constitute stakeholder management. While 

stakeholder theorists advocate types of stakeholder management ranging from strategic to 

multi-fiduciary, what remains constant across all versions of the theory is that managers 

must balance stakeholder interests. Stakeholder interests can be balanced by managers by 

using their judgments about stakeholder desires when making decisions or by 

empowering stakeholders to make decisions independently and/or participate in the 

decision making process. Ethical theory suggests that the preferred stakeholder 

management strategy is the latter option, since it respects the dignity of the stakeholders 

(Evan & Freeman, 1993; Bowie, 1999).1 In addition, as Phillips (2003) notes, managers 

can be mistaken in what they believe about stakeholders’ desires, so involving 

stakeholders in decisions is probably more pragmatic as well.  

To properly balance stakeholder interests, managers need to know whether giving 

a specific stakeholder decision making influence, or empowering him or her, will 

                                                 
1 There are several arguments that suggest that allowing stakeholders, particularly employees, influence in 
decision making is ethically superior to making decisions on their behalf.  For Kantian arguments, see Evan 
and Freeman (1993) and Bowie (1999).  For a property rights argument for employee empowerment, see 
McCall (2002).  
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increase his or her well-being, the degree of decision making influence that is optimal for 

improving well-being, and whether empowering him or her will have any impact on the 

well-being of other stakeholders. Research on how stakeholder empowerment affects 

stakeholders is only beginning. Ben-Ner and Ren (2007) were the first to consider how 

employees and customers are affected when different stakeholders have, or share, 

strategic decision making control in organizations. They examined at the organizational 

level of analysis how giving one stakeholder group decision making influence affected 

the well-being of other stakeholder groups, finding that who had strategic control 

mattered in stakeholder outcomes. The purpose of this study will be to expand on Ben-

Ner and Ren’s (2007) results by examining how stakeholder management impacts two 

important stakeholder groups, employees and customers. I will explore at the individual 

level of analysis how allowing employees’ and customers’ empowerment affects their 

own well-being, and whether the degree of empowerment has declining marginal utility. I 

will also consider whether empowerment fit, or giving each stakeholder the amount of 

decision making influence he or she wants, will improve well-being more than 

maximizing his or her empowerment. In addition, I will consider how firm-level 

employee empowerment affects customer well-being, and firm-level customer 

empowerment affects employee well-being.  

Stakeholder empowerment is defined in this dissertation as the extent to which 

stakeholders have decision making influence. It really isn’t accurate to say that there is a 

dichotomy between stakeholder and non-stakeholder controlled firms; stakeholder 

empowerment represents a continuum that ranges from complete managerial decision-

making control (in the interest of owners or in their own interest) to stakeholder decision 
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making control (in the interest of stakeholders). This dissertation will consider how 

moving along this continuum, towards greater stakeholder empowerment, affects 

stakeholder well-being.  

Figure 1.1 contains the model for the dissertation. The central claim is that 

empowering stakeholders will improve their well-being, which is supported by economic 

and organizational justice theory. Economic theory suggests that individuals act in their 

self-interest, and stakeholders are individuals. Stakeholders will use their influence to 

persuade managers to act in ways that will improve their circumstances, leading to 

enhanced well-being. Organizational justice theory suggests that having voice in 

decisions increases the perceived fairness of these decisions, regardless of the outcomes 

(Lind & Tyler, 1988), hence stakeholder decision making influence will enhance 

stakeholder well-being since it increases perceptions of fairness. A stakeholder’s 

empowerment therefore impacts his or her well-being via two channels—enhanced 

outcomes and more positive emotions. The emotional benefits occur regardless of the 

outcome of the decisions made. If a decision made in favor of one stakeholder is 

essentially made against another stakeholder, the impact of decision outcomes alone 

could result in a zero-sum game when overall stakeholder well-being is considered. 

However, since the process of empowerment improves stakeholder emotive responses to 

decisions regardless of their outcomes, and positive emotions enhance well-being by 

definition, the net impact of stakeholder empowerment should enhance stakeholder well-

being. 

Another question of interest to stakeholder-oriented managers addressed in this 

thesis is whether managers who wish to maximize stakeholder well-being should attempt 
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to empower stakeholders who appear indifferent to empowerment. Influencing decisions 

has costs, such as acquiring needed information to make quality decisions and attending 

meetings. Stakeholders will only desire empowerment if the expected payoff of 

empowerment, in terms of well-being gained, is higher than the costs associated with 

empowerment. If the expected costs are lower than the expected benefits; however, 

forcing stakeholders who do not want to be empowered to influence decisions may 

negatively affect their well-being.  

Stakeholders who are not empowered, but are satisfied with the way decisions are 

made at the organization, may not gain utility by influencing decisions. Stakeholders who 

have high levels of desired empowerment, but are also highly empowered, will be 

satisfied because they are able to impact decision making to the extent they desire. 

Unsatisfied stakeholders will be those who desire to be empowered more than they are, or 

are empowered more than they desire to be, which suggests that the fit between the level 

of empowerment a stakeholder has and he or she desires may improve well-being to a 

greater extent than the level of empowerment. If this argument is supported in this 

dissertation, it would be better for employers to make empowerment optional rather than 

compulsory. 

Managers who wish to properly balance stakeholder interests, however, will be 

equally concerned about how empowering one stakeholder group affects the well-being 

other stakeholders. If people act in their self-interest, whether or not one stakeholder’s 

empowerment positively affects another stakeholder’s well-being depends on whether the 

stakeholders have competing or complementary interests. Individuals, however, are 

concerned not only with self-interest, but are also concerned with fair processes and with 
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the well-being of others (Ben-Ner & Putterman, 1988). Stakeholders at organizations that 

follow fair decision making procedures are more likely to accept the decisions of the 

organization, even if the decision favors another stakeholder. To the extent that 

stakeholders believe that empowering all stakeholders is a fair procedure, this practice 

will enhance the well-being of all stakeholders.  

Stakeholders also form relationships with each other and may support each 

others’ interests out of concern for the well-being of each other or reciprocity. Employees 

in a nursing home may personally care about the well-being of the residents, and may 

support managerial decisions that attain these ends. Employees and customers may form 

alliances where they support each others’ objectives. Due to the complexities of the 

relationships between stakeholder empowerment and the well-being of other 

stakeholders, they will be theoretically analyzed separately in Chapters 2 and 3.  

This dissertation will contribute to the organizational behavior/organization 

theory and management literatures by showing how (1) empowering employees and 

customers affects their own well-being; (2) employee empowerment affects customers 

well-being; (3) customer empowerment affects employee well-being; (4) having the 

amount of decision making influence that the stakeholder wants (empowerment fit) 

affects his or her well-being; and (5) the relationship between employee and customer 

empowerment is impacted by organizational ownership and other contingencies. It will 

contribute to the stakeholder theory literature by beginning to examine whether 

stakeholder empowerment will improve the collective surplus of stakeholders by 

considering not only whether empowering an employee or customer improves his or her 

well-being, but how empowering that stakeholder affects the well-being of other 
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stakeholders.2 It will also make methodological contributions, such as the use of 

Hierarchical Linear Modeling and Two Stage Least Squares. 

 This dissertation will proceed as follows. Chapter 2 will discuss how employee 

and customer empowerment affects employee well-being. Chapter 3 will discuss how 

employee and customer empowerment affects customer well-being. Chapter 4 will 

discuss the results, limitations, directions for future research. 

 

                                                 
2 If the empowerment of one group contributes to their satisfaction without negatively impacting the 
satisfaction of another group, it is likely that stakeholder empowerment is not a zero sum game. This thesis 
looks only at employees and customers. The consideration of these two stakeholders cannot prove that 
stakeholder empowerment is not a zero sum game, as it is possible that these two stakeholder groups have 
complementary interests that conflict with the interests of other stakeholder groups. Since employees and 
customers are arguably the organization’s most important stakeholders (the organization couldn’t exist 
without them), the consideration of how their empowerment impacts their satisfaction remains an important 
task. The impact of the empowerment of these stakeholders on other stakeholder groups, such as financiers 
or the community, is left for future research. 
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Chapter 1 Figures 

 

Figure 1 – Dissertation Overview 

 



 

 9 

 

CHAPTER 2: HOW EMPLOYEE AND CUSTOMER EMPOWERMENT 
AFFECT EMPLOYEE WELL-BEING 

   

This chapter will consider how empowering two stakeholder groups, employees 

and customers, will impact employee well-being. Part 1 will consider the effect of 

employee empowerment on job satisfaction, occupational stress, and wages, and will be 

at the individual employee level of analysis. Part 2 will consider the effect of customer 

empowerment on employee well-being. The level of analysis will continue to be the 

individual employee, however, since employees in nursing homes work for many 

residents, customer decision making influence is at the organization level of analysis.  

Part 1: The Effect of Employee Empowerment on Employee Well-being  

Previous research from several disciplines suggests that employee empowerment 

will be positively related to employee well-being. In the Organizational 

Behavior/Industrial Organizational Psychology literature, employee participation in 

decision making has been shown to be positively related to job satisfaction (Miller & 

Monge, 1984; Cotton et al., 1988; Wagner & LePine, 1999; Spector, 1986; Sagie, 1994). 

The early literature in this area tends to be experimental or quasi-experimental, where 

participation in decision making may be one of several elements of the intervention 

studied (Locke, 1979). The results generally show that this type of manipulation leads to 

higher average satisfaction in the group (Locke, 1979), but often the effects of 

participation cannot be separated from other elements of the treatment effect. Later 

research is more broad (e.g., Cotton et al., 1988), and includes studies about participation 

in work decisions (usually as a team), consultative participation, short-term participation, 
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informal participation, employee ownership and representative participation. Several 

meta-analysis have been performed in this literature, with correlations found to be small 

and statistically significant (Wagner, 1994; Wagner & Gooding, 1997; Wagner & LePine, 

1997; Erez, Bloom, & Wells, 1996; Miller & Monge, 1986). However, restriction of 

range and imperfect reliability were never accounted for in any of these studies; since 

both problems tend to bias correlations downward, the true size of the relationship 

remains unclear. More recent studies in the organizational behavior literature also show a 

positive relationship between employee empowerment and employee well-being; 

specifically, empowerment increases job satisfaction (Seibert, Silver & Randolf, 2004; 

Laschinger, Finegan, Shamian & Wilk, 2004) and reduces occupational stress 

(Laschinger, Finegan, Shamian, & Wilk, 2001; Landsbergis, 1988). 

Employee empowerment has been studied in the Strategic Human Resource 

Management (SHRM) literature, where it is a component of employee involvement or of 

“High Performance Work Systems.” Evidence exists that the empowerment dimension of 

these programs positively affects employee wages (Freeman & Kleiner, 2000; Bailey, 

Berg & Sandy, 2001; Appelbaum, Bailey, Berg & Kalleberg, 2000; Hunter & Lafkas 

2003), but some more recent studies find insignificant effects (Black, Lynch & 

Krivelyova, 2004; Forth & Millward, 2004; Handel & Gittleman, 2004). Some evidence 

exists that employee involvement increases job satisfaction, and that the aspect of the 

high involvement work systems most related to satisfaction is empowerment (Gould-

Williams, 2004). One study considered the impact of employee involvement on 

occupational stress, finding that employee involvement reduces perceived stress levels, 
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which improves employee mental health by lowering depression (Mackie, Holahan & 

Gottlieb, 2001). 

Employee empowerment is also a key part of semi-autonomous teams, defined as 

a team of employees who are jointly responsible for an outcome and work with minimal 

supervision. These teams increase worker discretion (Batt, 2004), and are thus a method 

of empowerment. The use of such teams is related to higher employee wages in some 

studies (e.g., Capelli, 1996; Freeman & Kleiner, 2000), but many fail to find a significant 

effect (e.g., Colvin, Batt & Katz, 2001; Batt, 2001; Handel & Gittleman, 2004), although 

the sign of the effect is generally positive. The use of semi-autonomous teams is also 

associated with job satisfaction in cross-sectional employee involvement studies (Batt, 

2004), quasi-experimental studies (Wall, Kemp, Jackson & Klegg, 1986), and 

longitudinal studies (Mohr & Zoghi, 1998). In the employee involvement and SHRM 

studies, many programs are included in simultaneously in analysis, which could lead to 

multi-colinearity as program use often correlated highly. For example, Capelli and 

Newmark (2001) use the existence of teams and team training, which could highly 

correlate. Team training significantly predicted wages, but the existence of teams did not.  

2.2 Contributions to the Literature 

Although the above review paints a consistently positive picture of the 

relationship between employee empowerment and employee well-being, many effect 

sizes are small or insignificant. While this may be indicative of a very small relationship, 

it could suggest the possibility of methodological challenges or unexamined moderator 

variables. This chapter will consider some of methodological challenges faced by this 

literature in some detail. In short, cross-sectional studies may be plagued by endogeneity 
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because characteristics of managers or employees who choose empowerment may differ 

systematically from those who do not. This is true at the organizational level of analysis, 

where organizations whose top leaders choose to empower employees or customers may 

differ from other organizations in ways related to employee well-being. It is also true at 

the individual level of analysis, where managers may choose to empower employees who 

have certain characteristics that are also related to their well-being. These problems with 

cross-sectional studies are rarely addressed in the literature, and very few studies (if any) 

control for confounding variables at more than one level of analysis. Longitudinal studies 

are very useful for determining causality, a significant problem in the correlational 

studies, but they generally control for selection effects by first-differencing, which 

substantially increases the degree to which measurement error negatively biases 

coefficient estimates and their significance (Handel & Levine, 2004).  

A methodological contribution of the current chapter is to control for variables at 

both the individual and organizational levels of analysis that could have confounding 

effects on the relationship between empowerment and satisfaction. In addition, 

Hierarchical Linear Modeling (HLM) is used to examine the impact of employee 

empowerment on employee outcomes at the individual level of analysis, as well the 

impact of mean employee empowerment in the organization (an organization-level 

variable) on employee outcomes. This allows for understanding whether empowering a 

specific employee is necessary to increase his or her well-being, or whether empowering 

the employee’s coworkers will have an effect. In addition, it controls for problems of the 

non-independence of error terms within organizations. This chapter will also use 

instrumental variables to control for endogeneity when it is not possible to control for all 
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factors that may cause a correlation between empowerment and the error term of the 

HLM equation. While other studies have employed HLM (e.g., Seibert et al., 2004), no 

other studies to my knowledge have used HLM and instrumental variables together. 

An important confounding variable this study considers, unlike other studies in 

the literature, is the degree to which employees want to be empowered. It is possible that 

employees who are dissatisfied about something are more likely to seek the power to 

affect change than employees who are satisfied with the current circumstances, which 

would potentially bias down the coefficient of empowerment. In addition, this allows for 

the consideration of empowerment fit, the difference between the degree to which the 

employee is empowered and the degree to which he or she wants to be empowered. I will 

consider whether empowerment fit is a more important determinant of employee well-

being than level of empowerment. This will be done using polynomial regression, which 

has the added benefit of considering non-linearities in the relationship between employee 

empowerment and employee well-being.  

Another contribution this chapter makes to the literature is to consider 

empowerment through the lens of stakeholder theory, where employees are but one of 

many stakeholder groups managers may choose to empower, and the empowerment of 

other stakeholders may impact employee well-being. This chapter will consider how the 

empowerment of one other important stakeholder group likely to be empowered by 

managers, the customers, impacts the well-being of employees. In doing so, this chapter 

contributes to the empirical stakeholder theory literature, as discussed in Chapter 1.This 

chapter contributes as well to the understanding of the empowerment of staff and family 
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members in nursing homes, an industry in which empowerment has not been studied 

frequently, but could have a large impact.  

2.3 Empowerment Defined 

There has been much confusion in the literature regarding what exactly is meant 

by empowerment (see, for example, Laschinger, Finegan, Shamian & Wilk (2004) and 

Myerson & Klein (2008)). Empowerment has been used in at least two ways in the 

literature. One way is to include delegation and participation in decision making (e.g., 

Burke, 1986), derived from the root word of empowerment—power—and Merriam 

Webster’s definition of empowerment as “to authorize or delegate or give legal power to 

someone." Another definition of empowerment, used in some of the organizational 

behavior literature, focuses on ‘enabling,’ which Konger & Kanungo (1988) interpret to 

mean “to motivate to enhance self-efficacy.” I do not believe the latter definition is 

essentially empowerment, for managers can enhance employee self-efficacy without 

changing the amount of power that the employee has on the job. Empowerment may have 

as a consequence a change in the self-efficacy of employees, as empowered employees 

realize that they are trusted to make important decisions and interpret this as a signal of 

their worth to the manager.   

Empowerment, in this dissertation, is based on Kanter’s (1997) conceptualization 

of empowerment as the allocation of decision making power to those who traditionally do 

not have power in the organization, viewing power as a continuum from not empowered 

(no control over organizational decisions) to completely empowered (total control over 

organizational decisions). I also view empowerment as the perception of this power by 

the stakeholder—if a stakeholder does not recognize or utilize the power available to him 
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or her, he or she is not empowered. My definition of empowerment differs from 

psychological empowerment (e.g., Sprietzer, 1995) or empowerment as intrinsic 

motivation (e.g., Thomas & Velthouse, 1990), as these constructs include the employee’s 

perceived competence, meaningfulness of work, impact and autonomy/self-

determination/choice, mixing the transfer of power to employees and their recognition of 

this power transfer (what I refer to as empowerment) with its psychological 

consequences. What I am referring to as empowerment is similar to what Laschinger et 

al. (2004) refer to as “structural empowerment,” which they find leads to psychological 

empowerment, and participation in decision making (as in Cotton et al., 1988). 

Empowerment is generally a component of employee involvement or high performance 

work systems in the Strategic Human Resource Management/Industrial Relations 

literature (as in Freeman & Kleiner, 2000). 

Managers of the organization choose the extent to which to empower their 

stakeholders, and individual stakeholders choose the extent to which they advocate for 

empowerment and accept it when it is offered. Managers empower a stakeholder by 

delegating decision making influence in certain areas to him/her, or they can share 

influence with several stakeholders, as may be done by negotiating with residents and 

their families and employees regarding nursing home activities. Empowerment generally 

occurs when managers relinquish some control to other stakeholders; however, it is not 

necessarily a zero sum game, as the empowerment of stakeholders can lead to additional 

opportunities, and their accompanying choices, for the organization generated by the 

knowledge and creativity of the stakeholders.  
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In summary, empowerment in this dissertation includes three aspects:  (1) 

influence sharing between employees (customers) and management, (2) delegation of 

decision making authority from management to employees (customers) and (3) employee 

(customer) awareness and utilization of their influence. 

2.4 Theoretical Development 

This section will consider the impact of employee empowerment on job 

satisfaction, occupational stress and wages. It will develop separate hypotheses relating to 

each of these well-being variables. It will also provide theoretical development for the 

notion of empowerment “fit” and its relationship with the employee well-being variables. 

Employee Empowerment and Job Satisfaction 

Job satisfaction is defined as “a pleasurable or positive emotional state resulting 

from the appraisal of one’s job or job experiences.”( Locke, 1974). It is an important 

aspect of employee well-being, both because it is a measure of individual happiness at 

work and because it is strongly related to life satisfaction (Tait, Padgett & Baldwin, 

1989). Employee empowerment can improve job satisfaction in two ways. First, 

empowered employees use their influence to advocate for better working conditions or 

other favored results; the outcomes of these decisions increases their satisfaction. Second, 

the process of employee empowerment creates psychological benefits for the employee. 

Ben-Ner and Jones (1995) argue that empowered employees use their influence to 

alter the characteristics of their job, their schedule, their rewards or their effort in ways 

more in line with their preferences. The interests of managers are generally not the same 

as those of employees, and even if managers wished to make decisions in a certain area 
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that would maximize the employee’s satisfaction, they do not know the employee’s needs 

and preferences as well as does the employees him/herself. Employee empowerment can 

therefore improve employee satisfaction by improving the outcomes of the decisions the 

employee influences in ways beneficial to him or her. By this argument, the more 

decisions the employee influences, and the more important the outcomes of these 

decisions are to his or her well-being, the greater the positive impact of employee 

empowerment on employee outcomes, and through its effect on favorable outcomes, 

employee job satisfaction. This suggests a positive, monotonic (though not necessarily 

linear) relationship between employee empowerment and job satisfaction.  

Bucknall (1996), in a study of registered nurses, found that those who participated 

in decisions about their tasks reported higher levels of satisfaction with those tasks than 

nursing employees with lower levels of task empowerment. While this could be because 

they were satisfied with the outcomes of the tasks, it could also reflect favorable attitudes 

towards the processes by which decisions were made regarding these tasks. The process 

of employee empowerment can also improve employee satisfaction. The Job 

Characteristics Theory (Hackman & Oldman, 1976) supports a positive relationship 

between employee empowerment and job satisfaction. Part of employee empowerment 

stems from autonomy, defined as ‘substantial freedom, independence, and discretion to 

the individual in scheduling the work and in determining the procedures to be used in 

carrying it out’ (Hackman & Oldham 1980: 79), which has a strong relationship with job 

satisfaction (Fried, 1991). Employee influence in other decisions, such as strategic 

decisions, can help employees to understand their role in relation to the role of the 

organization, which can increase the perceived significance of their tasks and improve 
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process-related job satisfaction (Kim, 2002; Daniels & Bailey, 1999; Wright & Kim, 

2004). Empowered employees may also acquire more skill variety, as they spend time 

learning new information. The process of empowering employees, if shared decision-

making is involved, increases contact between employees and supervisors, improving the 

likelihood that the employee receives feedback about his or her work (Kim,2002; Wright 

& Kim, 2004). This feedback reduces the amount of ambiguity in the role the employee 

plays in the organization and in his or her priorities at work, which also improves job 

satisfaction (Wright & Kim, 2004).  

Empowerment creates other psychological benefits for employees, such as 

respect, independence, perceived justice, increased meaningfulness in their work and 

clarity of their roles. Employees who have a voice in decisions feel more respected, 

independent, a greater sense of equality and have increased opportunities for self-

expression, which ultimately leads to job satisfaction (Locke & Schweiger, 1979). 

Roberson, Moye & Locke (1999) found that empowered employees were more apt to 

believe that the processes in the organization were fair, and this sense of procedural 

justice improved their job satisfaction. Increases in self-efficacy and the perceived 

meaningfulness of work, components of psychological empowerment, often occur when 

an employee’s power is increased via delegation of duties or shared influence (Myerson 

& Klein, 2008; Laschinger et al., 2004), and psychological empowerment is strongly 

related to job satisfaction (Seibert et al., 2004). Participation in decision making reduces 

role ambiguity and role conflict, which improves job satisfaction (Jackson, 1983; Daniels 

& Bailey, 1999; Chebat & Kollias, 2000). These psychological benefits are in addition to 
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the benefits attained when the employee uses his or her influence to change aspects his or 

her job, working conditions, or the direction of the organization in ways he or she favors. 

 
Hypothesis 2.1. Employee empowerment is positively associated with job 

satisfaction. 

 
 

Empowerment Fit and Job Satisfaction 

Although the direction of the relationship between employee empowerment and 

job satisfaction is clearly positive, the shape of this relationship is not as well known. 

Nonlinearities may exist in the relationship between empowerment and job satisfaction 

(Cotton, 1995; Daniels & Guppy, 1994), and there are possibly important moderators of 

the relationship between empowerment and job satisfaction (Cotton, 1995; Sagie, 1995). 

A reason for nonlinearities includes the possibility of diminishing marginal utility (or 

satisfaction) from empowerment. The satisfaction of an employee improves as he or she 

influences the decisions he or she most cares about, but at some point, influencing 

additional decisions does not improve satisfaction to the same extent. As the number of 

decisions influenced increases, the employee needs to spend more and more time 

gathering adequate information, which increases his or her workload. Increases in 

workload may not hurt satisfaction much when increase is small and the decisions 

important, but as decisions, meetings and other requests on one’s time increase, 

increasingly important unrelated tasks must be rushed or eliminated, or employees may 

have to work extra hours or gather information to make optimal decisions at home. 

Employees weigh the costs and benefits of influencing decisions when choosing their 
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optimal level of empowerment (Ben-Ner & Jones, 1995), and since job satisfaction 

cognitions are formed based on outcomes received relative to inputs (Hulin, Roznowski 

& Hachiya, 1985), forcing employees who do not wish to be empowered to influence 

additional decisions may not increase their well-being, because their inputs and costs will 

have increased relative to their outcomes. This argument suggests that a linear increasing 

relationship between employee empowerment and job satisfaction is unlikely, and 

employee empowerment’s relationship with job satisfaction may be contingent on the 

employee’s desired level of empowerment.  

The existence of possible nonlinearities or moderator variables is suggested 

empirically in the fact that effect sizes across studies of the empowerment—job 

satisfaction relationship are very different, and confidence intervals around meta-analytic 

correlation coefficients are often quite large. For example, Wagner (1994) conducted a 

meta-analysis on the articles reviewed by Cotton et al. (1988). Cotton et al. (1998) 

concluded that the type of participation in decision making mattered in the size of the 

coefficients for the outcome variables. Wagner (1994) found wide confidence intervals 

for the coefficients for each type of participation, all of which overlapped. He concluded 

that there was no moderation by type of participation. There is another explanation for his 

result. There could be large amounts of measurement error, omitted variable bias, or 

unrecognized moderator variables in primary studies, leading to wide confidence 

intervals when the studies are meta-analyzed and reducing the probability of finding 

significant effects. Also, the correct way to test for the presence of moderator variables is 

the credibility interval, not the confidence interval (Whitener, 1990). Since Wagner 

(1994) does not list the credibility interval, nor do others who have meta-analyzed this 
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topic, it is unclear whether his analysis shows the existence of moderator variables. I am 

suggesting that a variable not considered by Cotton et al. (1988) or Wagner (1994) may 

be an important moderator of this relationship—the degree to which the employee desires 

empowerment.  

The Goodness of Fit Models of employee motivation take into account not only 

the job characteristic in question, here empowerment, but also the employee’s 

personality. This construct developed in this literature is referred to as person-

organization “fit”, which refers to the extent to which the employee matches or is 

compatible with his or her environment. Kristof-Brown and Jansen (2007) review the fit 

literature, arguing that many types of fit with the organization lead to positive outcomes 

for the employees and the organization. Two recent meta-analyses also show that various 

forms of fitting in with one’s organization are strongly related to job satisfaction (Kristof-

Brown et al., 2005; Verquer et al., 2003). In this chapter, I suggest that empowerment 

“fit”, or the extent to which the employee has the degree of influence over decisions that 

he or she wants, predicts job satisfaction. If empowerment fit is a more important 

predictor of job satisfaction than level of empowerment, managers who seek to improve 

job satisfaction should empower only those employees who desire empowerment. If, on 

the other hand, job satisfaction is unrelated to empowerment fit but related to level of 

empowerment, this would suggest the efficacy of empowering all employees, regardless 

of their stated desire for empowerment. To my knowledge, this is a novel exploration, so 

next I will selectively review the person-environment fit literature to place the 

empowerment fit construct within it. 
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Empowerment fit is in the domain of complementary person-environment fit, 

where the individual is compatible with the environment because they are similar 

(Muchinsky & Monahan, 1987). It is also in the domain of needs-supplies fit, where 

when factors in the environment supply the employee with the amount of an 

environmental variable that he or she needs (or wants), not more or less than he or she 

wants, he or she will have higher job satisfaction (French et al., 1982; Kristof-Brown et 

al., 2005). It is so well-established that needs-supplies fit should lead to job satisfaction 

that an early formulation of job satisfaction, Katzel (1964), defined job satisfaction in 

terms of congruence between the needs of the individual and how these needs are 

fulfilled by the individual’s job.  

Although most needs-supplies fit theorists have hypothesized that the point of 

maximum positive affect will occur when the job supplies what the employee needs, they 

did not specify the functional form of the relationship (e.g., Katzel, 1964). Locke’s 

(1976) theory built on Katzel’s theory, similarly arguing that the discrepancy between 

what the employee wants and perceives to have of several aspects of the job determines 

job satisfaction and that the point of maximum satisfaction would be where the 

discrepancy was zero. Neither Katzel (1964) nor Locke (1976) considered how the level 

of each aspect the job described could impact job satisfaction; their theory suggests that 

having and desiring a high empowerment level will have the same affect on job 

satisfaction as having and desiring a low level of empowerment. Although Locke’s 

implied functional form is unclear from his equations, his illustrations suggest an 

absolute-value model, where having more than the valued amount was equivalent to 

having less than the valued amount. More recently, these functional form arguments have 
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been called into question, as they are not theoretically appealing nor are they empirically 

proven. I will therefore relax these assumptions and not make any hypotheses on the 

functional form of the relationship, other than to suggest that, based on needs-supplies fit 

theory and my theory development on the relationship between levels of empowerment 

and satisfaction that: (1) the maximum job satisfaction will occur when the employee is 

empowered to the extent he or she wants to be empowered and (2) that higher levels of 

empowerment will be associated with higher levels of satisfaction, controlling for fit. 

I focus in this argument on perceived fit, because in order for fit or misfit to 

impact an employee’s attitudes, he or she must be aware of it (Endler & Magnusson, 

1976; French, Caplan, & Harrison, 1982). Person-organization fit is based on 

psychological needs theory—employees have certain needs (actually desires) that are 

fulfilled to a certain extent in their current work environment. The best way to measure 

this is the reported discrepancy between the amount of the environmental aspect that the 

person needs relative to what he or she perceives is supplied by the environment (French, 

Caplan, & Harrison, 1982).3  

There is some empirical evidence that empowerment fit may be a more important 

predictor of job satisfaction than actual fit levels from some early studies of employee 

participation in decision making. In a sample of university faculty, empowerment fit was 

significantly correlated with satisfaction with the organization as a whole, while 

                                                 
3 There are two reasons for this, one statistical and one theoretical. The statistical reason is that it will 
reduce measurement error to have the same person evaluate both needs and supplies, since the scaling will 
be interpreted the same for both scales. This is important because measurement error in difference scores or 
polynomials is much more severe than in directly measured constructs. The theoretical reason is that needs 
are only fulfilled when the employee perceives this to be the case. If the employee is granted the 
opportunity to affect changes about the location of the lunch room, but is unaware of this opportunity 
because he or she is unaware of the blog where the discussion is occurring, his or her need to express his or 
her views will not be met, and his or her satisfaction cannot be expected to increase. 
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perceived participation in decision making was not (Driscoll, 1978). In a sample of 

manufacturing employees, Alutto and Acito (1974) found that employees participating in 

the number of decisions in which they wanted to participate were more satisfied with 

their work than employees participating in fewer decisions than they desired.4 

Hypothesis 2.2. Empowerment fit will be associated with job satisfaction, such 

that the point of maximum job satisfaction will be where perceived 

empowerment equals desired empowerment. 

 

Employee Empowerment and Occupational Stress 

Occupational stress is an important measure of employee well-being, as it affects 

one’s physical and mental health. Occupational stress has been linked to cardiovascular 

disease (Rosengren et al., 1991), asthma (Lehrer et al., 2002), immune system depletion 

(Segarstrom & Miller, 2004), depression (Petterson et al., 2005), and even behavior 

towards children (Repetti & Wood, 1997). Occupational stress clearly can be disastrous 

for employees, and so it is considered with job satisfaction as a measure of employee 

well-being.  

Karasek (1979), in his seminal work, introduced the theory that job demands 

positively and job decision latitude5 negatively affects occupational stress. Since then, a 

plethora of studies have analyzed his theory, mostly confirming its validity (Van der Doef 

& Maes, 1999). Job decision latitude has been shown to reduce physical health 

symptoms, role stress and emotional distress (Spector, 1986; Jackson, 1983; Westman, 

                                                 
4 These decisions were all relating to issues that directly affect the employee primarily (schedules, pay 
rates, checking and redoing work).  This study did not measure the degree of participation, just the number 
of decisions (ranging from 0 to 7). 
5 This construct is roughly similar to delegation of decision making power, a form of empowerment. 
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1992). Decision latitude reduces occupational stress by allowing employees to work more 

efficiently and effectively, choosing the actions that work best in the situation for them to 

relieve their time pressure, and without constant requirements to gather supervisory 

approval for small decisions. 

There are two ways that empowerment is expected to decrease stress. The first is 

through the outcomes of empowerment, whereby employees use their influence in 

managerial decisions to change their job conditions in ways that decrease their 

occupational stress. Empowered employees find ways to reduce their workloads, change 

their schedules, or shift the emphasis of their duties in ways that allow them to complete 

their tasks more efficiently and effectively. They are able to remove obstacles to effective 

performance that formerly frustrated them (Karasek, 1979; Jackson, 1989), such as the 

lack of certain resources needed to efficiently do their jobs or changes in requirements for 

documenting activities.  

Employee empowerment is expected to reduce occupational stress not only 

through the outcomes of empowerment, but also through the processes of empowerment. 

Employees gain job-related knowledge while using their influence (Leech, Wall, & 

Jackson, 2003), as they need information to make adequate decisions. The knowledge 

they gain clarifies their role within the organization, and helps them to understand the 

demands and constraints experienced by others (Schuler, 1979). There is empirical 

evidence that psychological empowerment and participation in decision making 

significantly reduce role ambiguity (Spreitzer, 1996; Daniels & Bailey, 1999; Jackson & 

Schuler, 1985; Jackson, 1983; Chebat & Kollias, 2000) and role conflict (Jackson & 

Schuler, 1985; Daniels & Bailey, 1999; Chebat & Kollias, 2000), and that these 
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reductions decrease occupational stress (Jackson, 1983). Empowerment can also teach 

employees strategies to achieve their goals through the increased information that they 

receive and the relationships they form, which can reduce their stress levels (Jackson, 

1989). Employee empowerment may also reduce stress by allowing employees the 

opportunity to voice concerns that they have been suffering with silently.  

Most of these studies focus on job autonomy and/or other job related decisions 

that affect the employee or his/her productivity primarily; I will consider employee 

influence over a broader range of decisions including decisions that affect customers and 

strategic decisions. This may be especially important in the industry I study in this 

dissertation, the nursing home industry. It is certainly possible that having influence over 

decisions that directly affect the well-being of the resident can mitigate employee stress 

levels. Employees without such influence may become concerned when a resident isn’t 

receiving their perception of the right treatment or isn’t comfortable, and their 

powerlessness in the face of human suffering may be a source of stress.  

Hypothesis 2.3. Employee empowerment will be negatively associated with 

occupational stress. 

 

Empowerment Fit and Occupational Stress 

As is the case for job satisfaction, the direction of the relationship between 

employee empowerment and occupational stress overall is clear, but the functional form 

or existence of moderators of the relationship are difficult to predict for reasons similar to 

those discussed in the “Empowerment Fit and Job Satisfaction” section of this thesis. For 

some employees, empowerment itself may be a stressful. The added meetings, emails, or 
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mandated participation in blogs or chatrooms may take time away from their other 

commitments, leading to work overload. Another possibility for some employees is that 

they may be intimidated to speak in groups or to people in authority. Other employees 

may feel that their working conditions are currently not too stressful, so they would 

receive little benefit from empowerment opportunities designed to mitigate stress. 

Employees who enjoy gathering information, are not intimidated when sharing their 

ideas, or believe that their working conditions could be improved may have greater stress 

reductions when they are empowered than the former employees. Employees who find 

attempting to influence decisions stressful will not want decision making influence, and 

their stress levels may be at their lowest when they have less influence.  

 
Hypothesis 2.4. Employee empowerment fit will be associated with lower 

occupational stress. 

 

Employee Empowerment and Employee Wages 

A third measure of employee well-being is the amount of wages they earn. There 

are three mechanisms by which employee empowerment can increase wages: (1) 

employee empowerment can increase employee bargaining power, (2) employee 

empowerment can increase employee skills, and (3) managers who use employee 

empowerment may also use efficiency wages or other financial incentives. Empowerment 

fit is not expected to impact wages, since wages are determined by the employee’s 

bargaining power and his or her worth to the organization, not by psychological needs. 

First, employees who are empowered to make decisions on behalf of the 

organization may have more bargaining power than employees who are not empowered 
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to make such decisions. If they are not merely delegated decision making tasks, but also 

influence decisions ultimately made by managers, they will have increased contact with 

higher level decision makers, allowing them to increase their visibility and build stronger 

relationships with managers which can result in better performance reviews and salary 

negotiations. The increased information that they gain about the organization, especially 

if they assist in decision making that requires knowledge about the organization’s 

financial position and opportunities, could also increase their bargaining position. In 

addition, the potential to withdraw effort in the decision making process or use an 

informational advantage in ways adverse to organizational objectives can also increase 

their bargaining power.  

Second, Human Capital Theory, which states that employee wages are 

commensurate with their knowledge and skills (Becker, 1975), can be used to suggest a 

positive relationship between employee empowerment and wages. Employee 

empowerment increases employee skill levels, as their jobs are enlarged to include 

greater autonomy and decision making capability (Leech, Wall, & Jackson, 2003). As 

they learn more about their environment, and either make decisions on behalf of 

managers, thus freeing the manager’s time, or contribute valuable information to 

managerial decisions, thus leading to higher quality decisions, they become worth more 

to the organization. Employee empowerment as a policy in an organization therefore 

increases the skill level of its employees, and new employees will be hired with the 

expectation that they will be empowered to make decisions. The organization’s demand 

for skill, therefore, increases, and it must also pay higher wages. 
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The third argument for higher wages for empowered employees stems from 

agency theory. The more decisions delegated to the employees, the more complex the 

employee’s job becomes, and the more difficult it becomes for the manager to monitor all 

of the employee’s decisions. In addition, the actions of empowered employees can have 

greater consequence on organizational objectives than the actions of less empowered 

employees. It is therefore more critical to align the interests of empowered employees 

with those of the managers because the agency costs of failing to do so can be much 

higher (Ben-Ner & Jones, 1995). Managers who empower employees may therefore 

attempt to elicit employee effort and loyalty and reduce turnover by paying efficiency 

wages (Akerlof, 1984; Milgrom and Roberts, 1995). Efficiency wages are above market 

wages that can improve employee performance in two ways. First, they make it more 

costly for the employee to lose his or her job, since wages in the market are below the 

wages the employee currently receives. Second, they can entice reciprocity on the part of 

the employee, which can work in the form of a partial gift exchange (Akerlof, 1982). In 

exchange for being fairly compensated and given greater voice in decisions, the 

employee feels compelled to supply additional effort, which makes the manager’s 

investment in efficiency wages pay off. It is especially important to align the interests of 

the employee with those of the manager when the employee is empowered to influence 

critical decisions, so the greater the extent of empowerment for the employee, the more 

incentive for the manager to pay efficiency wages. Not all managers will use efficiency 

wages to align the interests of employees with their interests; some will use other forms 

of financial incentives. However, when other financial incentives are utilized, employees 
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generally take on more risk in their level of compensation. They generally need to be 

compensated for this risk, which also increases the wages of empowered employees. 

 
Hypothesis 2.5. Employee empowerment will be associated with higher wages. 
 
  

While I hypothesize that empowerment will improve wages, there is a caveat I 

must mention. There could be a trade-off between employee empowerment and wages, in 

the form of compensating differentials (Handel & Levine, 2004). Employers could give 

employees decision making influence in non-wage areas to increase the value of the job 

to the employees, and thus allow the employer to pay lower wages, as in the case where 

an employee accepts a lower wage in exchange for influence over his or her schedule, 

duties, or the opportunity to enhance his or her future worth to the organization by 

participation in a strategic planning committee. I do not expect that these factors will 

dominate the positive impact of empowerment on wages, but they may reduce the 

magnitude of the relationship. 

2.5  Summary of the Relationship Between Employee Empowerment and Employee 
Well-being 

 

In summary, employee empowerment will positively affect job satisfaction and 

wages, and negatively affect occupational stress. Therefore, employee well-being will 

improve when empowerment increases. Empowerment fit should matter in the 

determination of the attitudinal measures of well-being; employees who have the amount 

of influence that they want over decisions will have higher job satisfaction and lower 

stress. Actual empowerment, and not desired empowerment, is expected to affect 

employee wages because wages are determined by a process where actual influence 
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matters, whereas the determination of employee job satisfaction and stress includes actual 

influence as well as the psychological benefits of empowerment.  

Part 2: The Effect of Customer Empowerment on Employee Well-being 

 This section contains novel theoretical development, and as is necessary when 

there is a dearth of research on a topic, is quite exploratory. It will begin with a 

discussion of the relationship between customer empowerment and employee well-being 

generally, and consider some potential reasons the proposed relationship may not hold. It 

will then apply the general framework to the nursing home industry. Finally, it will 

consider the possible moderation effect of organizational ownership. 

2.6  Theoretical Background 

 As this is a novel exploration, I turn to general economic theory to examine how 

customer empowerment is likely to affect employee well-being. Neo-classical economic 

theory suggests that rational individuals will serve their own interests, so the effect of 

customer empowerment on employee well-being will depend on whether the interests of 

the customers are compatible with the interests of employees. Customers weigh the 

benefits and costs of making one decision or another, and act so that the benefits 

outweigh the costs. They will not consider other stakeholders in this equation. However, 

neoclassical economics is short-sighted in this view of human nature, and a wealth of 

evidence shows that this description does not accurately predict reality, although it does 

predict some tendencies in people (Ben-Ner & Putterman, 1998). Individuals are 

motivated by self interest, interest in others, and interest in fair processes; individuals 



 

 32 

differ in the extent to which these factors influence them, and the same individuals will 

behave differently if circumstances are changed (Ben-Ner & Putterman, 1998).  

While there has been very little research on the relationship between customer 

empowerment and employee well-being, there is a related literature on customer 

participation in the service delivery process, where customers contribute time and effort 

in the delivery of the service, usually to customize the service. Customers who participate 

in decision making and customers who participate in production both observe employees, 

and may report their observations to managers. Miles and Morris (1986) suggest that if 

the customer’s readiness is low, then customer participation in service provision will 

increase stress for employees. Hsieh and Yen (2005) found that customer participation in 

production is positively related to employee stress because it increases the complexity of 

employee jobs and increases employees’ psychological workload. Customer 

empowerment in decision making could have a similar effect on employees, as 

employees are dictated by managers influenced by customers to meet sometimes 

complicated customer requests.  

An indirect way to assess whether customer empowerment will positively impact 

employees is to examine employee actions towards customer empowerment. To what 

extent do employees arm customers with the information that they may need to be 

empowered? Rycroft-Malone, Latter, Yerrell and Shaw (2000) conducted a qualitative 

study of nurses to examine the extent to which they, in their interactions with patients 

(their customers), attempted to provide the patients with information about their 

medications, such as potential side effects, that the patients needed to participate in 

decision making with their doctors. They found that information was rarely given; nurses 
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tended to act authoritatively, allowing patients few opportunities to ask questions. The 

nurses’ questions to patients were primarily intended to solicit dichotomous responses, 

and were intended to help the patient understand how to follow the doctor’s orders, not 

arm the patient with information about his or her condition or the medication. While this 

study may not generalize to the population of nurses, much less other industries, it does 

suggest hesitation on the part of some employees to advocate for customer participation 

in decision making.  

On the other hand, customer participation can also assist employees, at least in 

some industries. Yoon, Soo & Yoon (2004), in a study of the banking industry, found that 

customer participation in service delivery was positively related the employee 

satisfaction. Customers who are more actively involved in the service may generate more 

productive and positive service experiences for employees, especially if the customer is 

displaying positive emotions. These positive emotions and experiences may contribute to 

job satisfaction. In addition, with more active participation on the part of customers, more 

significant relationships can be formed between customers and employees, which can 

also increase the meaningfulness of the employee’s job and his or her satisfaction with it. 

Conversely, if the relationship formed is negative or the experience combative, the 

negative emotional encounters between employees and customers can decrease employee 

job satisfaction. The positive result found by Yoon, Soo & Yoon (2004) could indicate 

that positive encounters with empowered customers were more prevalent than negative 
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encounters, at least in their sample, but could also be a product of their measurement of 

customer involvement, which was overly positive in tone.6 

When would the relationship between customer empowerment and employee 

well-being be positive and when will it be negative? Stakeholder theory suggests that 

balancing stakeholder interests is essential, implying that the interests of stakeholders 

conflict at times. The issues of employees and customers are likely compatible when the 

well-being of both groups is improved by the same action. This may be the case with 

quality improvements in supplies, where employees are better able to sell their 

product/services, and attain psychological benefits from knowing that the customer has 

been treated better, and customers receive a higher quality product. This will likely not be 

the case with employee bonuses, where customers would prefer that the money is filtered 

into lower prices.  

The likelihood that employees and customers have the same interests will increase 

when the customers take a genuine interest in the employee’s situation, motivated in part 

by other-regard rather than exclusively self-interest. This is more likely to occur when the 

employees are people with whom the customers sympathize or when the customers have 

a relationship with the employees. Customers will sympathize with employees when the 

employees are enduring poor working conditions or extremely low pay, as is the case 

when customers petition corporations to deal with “sweatshop” conditions or pressure 

coffee shops to use fair-trade coffee. Customers will form relationships with employees 

when the purchase is important to the customer’s well-being, the interactions between the 

                                                 
6 For example, the scale included the item “My customers usually express appreciation or praise in regards 
to the services that I provided them,” and similarly positively biased items, without any questions about 
customer participation dealing with more negative scenarios, such as conflict.  
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customers and employees are frequent, and the medium of interaction is richer. For 

example, a customer is less likely to attempt to influence decisions that will improve the 

conditions of the employees at their online shoe store than at the nursing home where 

their parent resides, since the purchase of nursing home services is far more important to 

their well-being (since it involves the treatment of their parent) than is the pair of shoes, 

interaction between the customer and employees occurs at every visit, which are usually 

several times per week, rather than one visit to the online shoe store every few months, 

and the communication media is much richer—face to face in nursing homes versus 

email in the online shoe store. The exception would be if the customer was somehow 

made aware that the employees of the online shoe store were mistreated or subjected to 

subsistence wages in a developing country, and thus were deserving of sympathy for their 

situation. 

In summary, this discussion suggests that the relationship between customer 

empowerment and employee well-being depends on the situation and probably the 

industry. Customers will act in ways that benefit employee well-being when their 

interests are compatible with those of employees, which frequently depends on the types 

of decisions under consideration. However, customers are motivated by concern for 

others and fair processes as well as rational self-interest, and so at times may advocate for 

concerns of the employees because they feel that these concerns are morally justified or 

because they are concerned for the well-being of employees. Customer concern for 

employee interests are expected to increase when the customer has a relationship with the 

employee, which will occur when there is frequent contact between the customer and the 

employee, when the contact occurs via richer media and when the interaction between the 
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customer and the employee is more intimate in nature or longer in duration because the 

product or service is more important to the customer. Customer concern for employee 

interests will also increase when customers sympathize with employees for unfavorable 

circumstances the employees endure. 

2.7  Application to the Nursing Home Industry 

Since the impact of customer empowerment on employee well-being is likely 

industry-specific, I will now turn to my focal industry, the nursing home industry, to 

anticipate the degree to which customers are likely to have compatible interests with 

employees, form relationships with employees, or sympathize with employees. The 

customers in this analysis are family members of the residents, who make decisions on 

behalf of the resident. Family members in this sample visit the resident in the nursing 

home on average about three times per week. Duncan and Morgan (1994) found that 

family members frequently formed relationships with the direct care staff, particularly 

with the nursing assistants. In the current study, several family members included with 

their surveys comments about how hard nursing assistants worked, or how the 

organization needed more nursing staff. This could lead them to advocate for changes on 

behalf of employees; changes, like the addition of nursing staff, that will benefit the 

nurses and the residents. Therefore, the theoretical condition that relationships between 

customers and employees has been met; this increases the likelihood that customer 

empowerment will improve employee well-being. The theoretical condition of sympathy 

for the employees may be met for the nursing assistants, who on average are poorly paid 

and have high workloads. 



 

 37 

Are customer interests in nursing homes compatible with employee interests? A 

recent study found that employee time pressure is negatively related to customer 

perception that the psycho-social needs of nursing home residents are met (Pekkarinen, 

Sinervo, Perälä, & Elovainio, 2004), which suggests that reductions in employee 

workload can be both in the interest of customers and employees. In addition, family 

members may be interested in helping employees achieve success in their care plans, 

which is also in the interest of employees. When customers are empowered to participate 

in care choices, they may be more committed to those choices. In health services, much 

of the recovery and well-being of the patient/resident depends on the actions of the 

customer. During their visits, family members who participated in decisions regarding 

care standards may reinforce to the resident the importance of the jointly agreed upon 

care plan, increasing the likelihood that the resident will follow the plan. Family 

members may also actively participate in the execution of the plan by assisting the 

resident with exercises or bringing in healthier snacks for the resident. In this way, the 

customer becomes a productive resource for the employee (Claycomb, Lengnick-Hall & 

Inks, 2001), increasing the effectiveness of the actions of the employee and possibly 

relieving the employee of some duties. As employees see the positive health 

improvements in the lives of their residents, their job satisfaction is likely to improve if 

they care about the residents. Patients who participate in decision-making also trust their 

health provider to a greater extent (Ouschan, Sweeney & Johnson, 2006); the trusting 

relationship between the employee and his or her patient should facilitate employee 

satisfaction as well. 
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On the other hand, in nursing homes, when family members visit, resident 

treatment by staff is particularly noticeable. Family members may not know whether the 

resident is receiving the optimal type of medication for his or her illness due to 

information asymmetries, but they will know whether the staff call him or her by name 

and come to his or her aid quickly when called. They observe how the staff interact with 

residents. It is probable that the type of decisions empowered family members will try to 

influence will be regarding the treatment of their loved ones by the staff. This can 

increase employee stress when family members are around.  

Customer empowerment could also result in negative outcomes for employees 

when scarce resources are involved. In order to hire more nursing staff and reduce the 

workload of the nursing employees, administrators have to decrease the budget in some 

other areas. These areas, like activities or quality improvements, may also matter to 

customers, decreasing their willingness to advocate for what the employees want. 

Similarly, customers might not support increased wages or bonuses for employees, 

especially if they believe that other budgetary uses will increase resident well-being to a 

greater extent. The overall impact of customer empowerment on employee well-being is 

thus an empirical question. Ben-Ner and Ren (2009) found that decision making control 

by residents increased employee workloads, which should increase employee stress 

(Karasek, 1979). Chou, Boldy, and Lee (2004) found that resident involvement was 

positively related to job satisfaction.7 My theoretical discussion suggests that the patterns 

in this study should be similar. 

                                                 
7 Chou, Boldy, and Lee (2004) studied long-term care residents and employees in Australia about their 
satisfaction levels. One of the components of resident satisfaction that they studied was resident 
involvement, which included being informed about things that affected residents, having opportunities to 
voice concerns to management, and communicating to staff about concerns, a construct related to customer 
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Hypothesis 2.6. Customer (family member) empowerment will be associated with job 

satisfaction, occupational stress, and lower employee wages in nursing homes. 

 

In summary, customer empowerment is expected to increase employee stress because 

in the service industry, what customers notice the most is the behavior of the employees. 

If customers are empowered, they may more carefully scrutinize employee behavior, 

thinking of ways that it could be improved to better their circumstances. On the other 

hand, it may reduce stress levels for employees with whom customers have relationships, 

customer contact employees, especially if service quality is higher when employee 

workloads are lowered. Customers could also advocate for lower wages for employees so 

that organizational resources could be used for activities or other purposes that they 

enjoy. However, customers may also form relationships with employees and act as their 

advocates in some areas, like the reduction of workload, and employee and customer 

interests may be aligned in other areas, like the improvement of facilities. The impact of 

customer empowerment on job satisfaction will depend on whether the former effects 

outweigh the latter effects. 

2.8  Ownership Form and the Relationship between Customer Empowerment and 
Employee Well-being 

 
The ownership of the organization, whether for-profit or nonprofit, could 

influence the relationship between customer empowerment and customer well-being 

because the employees in each sector may differ systematically from each other. A 

                                                                                                                                                 
empowerment. They found a small positive relationship between resident involvement and employee 
satisfaction, suggesting that customer empowerment may be positively related to employee satisfaction 
overall. 
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popular theory in the nonprofit literature argues that nonprofit employees are more 

intrinsically motivated than employees in the for-profit sector; that is, their satisfaction is 

derived primarily from the nature of their job and their success in fulfilling its objectives 

rather than from extrinsic rewards (Rose-Akerman, 1996; Preston, 1989; Leete, 2006). 

Nonprofit organizations have as their objective the quality of services that they provide or 

the well-being of their customers rather than profit motive (Ben-Ner, 2006), and the 

quality of services is a less measureable outcome than are profits. This makes it more 

difficult to use performance-based pay or other types of incentives to extrinsically align 

the interests of the employees with the customers, so nonprofit organizations seek 

intrinsically motivated employees, and are willing to pay a premium to attract and retain 

only the employees who are committed to the organization’s objectives (Ben-Ner, Ren & 

Paulson, 2009). To do this, nonprofit organizations use different selection methods than 

for-profit firms, such as hiring based on referrals from friends of current committed 

employees, and they refrain from creating a culture where self-interest is reinforced, as 

would be the case when employees are paid for performance (Ben-Ner & Ren, 2009). 

Therefore, the employees in the nonprofit sector are more likely to have their interests 

aligned with the customer’s interests. Their satisfaction will be determined in part by the 

fulfillment of the goal of resident well-being. When customers are empowered, and as a 

result changes are implemented that improve customer well-being, nonprofit employees 

are more satisfied with these changes than for-profit employees. For this reason, I expect 

that customer empowerment in the nonprofit sector will be more positively linked to 

employee satisfaction than in the for-profit sector. 
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Hypothesis 2.7: Customer empowerment will be more positively associated with 

employee well-being in the nonprofit sector than in the for-profit sector. 

 

Part 3: Data and Measures 

Using organizations in different industries to study the effects of a human 

resource strategy, such as employee empowerment, is problematic due to the variety of 

environments in which organizations operate, which makes comparability of performance 

criteria difficult (Batt, 2001; Delery & Doty, 1996; Becker & Gerhart, 1996). The 

selection of single industry in a single state effectively controls for industry, cultural, or 

regulatory factors that could confound the relationship between employee and customer 

empowerment and employee well-being. The nursing home industry in Minnesota was 

chosen for the research setting because it is an industry where customers generally have 

opportunities to participate in managerial decision making, in the form of family 

counsels, but not all organizations will empower their customers to the same extent. It is 

also an industry where customers usually have the opportunity to voice their concerns to 

executives,8 though the extent to which their concerns influence managerial decisions 

varies. The purchase of nursing home services is important to customers, and the 

relationship between the customer and the organization is often long term, increasing the 

likelihood that customers will desire empowerment. In addition, all ownership types 

operate side by side, which allows the influence of ownership on the relationship between 

                                                 
8 By Minnesota law, the name and contact information of the executive in charge of a nursing home is 
public knowledge, and posted visibly near the entrance of the nursing home. 
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customer empowerment and employee satisfaction to be observed, which is important for 

testing Hypothesis 2.7.  

The customers in the nursing homes are the primary contact family member of 

each resident. The residents themselves are not viewed as the customer, since they are 

vulnerable adults, and one or more of their children or their spouse usually makes 

decisions on their behalf. The employees are measured at the organization level of 

analysis because all employees in the organization are jointly responsible for the well-

being of each of the residents. There usually is not a one-to-one mapping of customers to 

specific employees.  

2.9  Survey Data 

 
The analytical data come from Structure and Performance in the Human Services 

Industry Survey, a survey of administrators, customers, and employees of Medicare 

certified long-term care facilities. These data were merged with objective data from the 

Online Survey, Certification, and Reporting database of the federal centers for Medicare 

and Medicaid Services (OSCAR), which includes information on organization size and 

ownership status. The employer surveys, followed by reminder cards, were mailed to the 

administrators of 409 nursing homes in Minnesota in late 2005-2006. Three waves of the 

surveys and reminder cards were sent, and 122 administrators responded, for a response 

rate of 30%, which compares favorably to other organizational surveys that measure 

human resource practices (e.g., Freeman & Kleiner, 2000; Sesil, 2006).  

All 122 respondents to the administrator survey were offered the opportunity to 

have their employees and customers surveyed, and all willing nursing homes (n = 36) 

were surveyed, for a participation rate of 30%. Stamped customer survey packets, which 
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included a letter from the researchers, a survey, a consent form, and a postage paid return 

envelope, were left at each home to be mailed to the primary contact family member of 

each resident. Three nursing homes failed to mail the customer surveys, and so are not 

included in analysis. Excluding these three homes, the response rate was 29%.9 Employee 

Surveys were filled out by volunteer employees on the random day I visited each home. 

1209 employees volunteered to complete the survey, including those at the nursing 

homes who did not mail customer surveys, and only one employee refused to fill out the 

survey after volunteering to participate. The response rate was difficult to determine since 

I do not know how many employees were at each nursing home the day I visited the 

home.10 The actual number of homes used in analysis varies due to missing data; sample 

sizes at each level of analysis will be reported in all results.  

                                                 
9 The researchers never had contact information for family members, guaranteeing anonymity, and 
completed customer surveys were mailed directly to the researchers, insuring confidentiality. 2343 survey 
packets were left at the nursing homes, representing their total number of beds, but 190 surveys were not 
mailed due to open beds, 12 surveys were returned for bad addresses, and 6 surveys were unusable because 
information that identified the home was missing. 613 usable customer surveys were returned, for a 
response rate of 29%. Two nursing home administrators failed to send the customer survey packets, and 
after the pilot conducted in spring 2006, the surveys were changed rendering data from that home unusable. 
The organizational sample size is therefore 33. 

10 Fliers about the researcher’s presence were hung where all employees working that day would be able to 
see them (usually at the front desk, next to the time-clock, and in the break-room). This eliminates the 
potential for managers to hand pick employees to fill out the survey. The survey took about 20 minutes to 
complete, and employees were given a candy bar for participating. At some organizations where night shift 
employees were not coming in for other reasons, 3-6 surveys were left with postage paid return envelopes 
in the conference room or at the nurses’ station. These surveys do not differ significantly from the other 
surveys on key variables. It is unclear how many employees were given the opportunity to participate 
because it is unclear how many employees were at work, or visited work, on the day I visited the nursing 
home. However, the response rate is high as I generally walked around the home, and saw few employees 
who hadn’t filled out the survey. I emailed each home after the visit to request the total number of 
employees at the facility that day, but most homes either did not know exactly or did not respond. For the 
four homes that emailed response rate information, the response rate was above 80%.   



 

 44 

2.10  Measures and Construct Validity 

 This section will consider the measurement of the dependent variables and key 

independent variables in this dissertation. Because the key independent variables were 

constructed for the survey used in this dissertation (in conjunction with industry experts), 

they will be factor analyzed to determine dimensionality and their convergent and 

divergent validity will be assessed.  

Dependent Variables 

The employee well-being variables used in analysis are job satisfaction, job stress, 

and wages. Job satisfaction is measured using a five item scale created by Brayfield and 

Rothe (1951). This scale was used because it taps both the affective and the cognitive 

domains of job satisfaction, and the theory in this paper suggests that there will be 

affective as well as cognitive responses to employee empowerment. Example items are “I 

find real enjoyment in my work” and “I am fairly satisfied with my current job.” 

Occupational stress is measured by four items taken from Bolino and Turnley (2005). 

Example items are “My job is a source of great stress in my life” and “Very few stressful 

things happen to me at work,” with the latter being reverse scored. The job satisfaction 

and stress questions are scored on a five point likert-type scale from 1, “strongly 

disagree,” to 5, “strongly agree,” with anchors at each scale point. Wages are measured 

by the employee survey question: “What is your hourly wage or annual salary?” The 

surveys also asked for weekly hours of work, which were used to derive hourly wage 

from annual salary when the hourly wage was not reported. All employee well-being 

independent variables are measured at the individual level of analysis. 
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Key explanatory variables 

The key independent variables in this study are employee and customer 

empowerment. Employees and customers were asked in their surveys about the degree of 

influence that they have, and that they would like, in important decision-making 

categories chosen by communicating with informants in the industry.11 These decision 

making categories are (1) the hiring of nursing staff; (2) the hiring of a new 

administrator; (3) the expansion of facilities; (4) changes in the services offered; (5) 

menu planning; (6) choosing activities for residents and (7) the determination of 

standards of care for residents. Employees were also asked about their decision making 

influence in determining how their work is done and setting their work schedules. 

Empowerment variables were measured on five point likert-type scales ranging from 1, 

“none at all,” to 5, “extreme,” with anchors at each scale point. 

While it was possible to obtain empowerment levels from the administrator, I 

chose to use employee and customer reports for three reasons. First, the level of the 

theory presented in this chapter is individual, and an important component of the theory 

is that empowering employees and customers improves their satisfaction because they 

feel respected and are more likely to perceive the decision-making process as fair, which 

wouldn’t occur unless they were cognizant of the fact that they were influencing 

decisions, a dimension administrator reports fail to capture. Second, employees and 

customers seek and receive different levels of empowerment, even from the same 

managers within the same firm, and I am interested in modeling this within-organization 

variation. Third, even if employees or customers are not empowered by the administrator 
                                                 
11 This method of measurement was used previously by Leana, Ahlbrandt, and Murrell (1992) with reliable 
results. 
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who answered the survey, lower level managers could be seeking their input (or 

somehow preventing their empowerment) without the knowledge of the administrator, 

making the administrator empowerment estimate less reliable. 

Factor Analysis of Employee and Customer Empowerment 

Since the employee and customer empowerment items were created for the 

Structure and Performance in the Human Services Industry survey, I used Exploratory 

Factor Analysis to determine their factor structure. Exploratory Factor Analysis was 

conducted so as not to impose an artificial factor structure on the data. All variables were 

standardized to a mean of zero and standard deviation of one prior to factor analysis. I ran 

factor analysis using the iterative principle factors method in Stata, allowing for the 

maximum number of factors initially in order to allow the data to determine 

dimensionality. I used oblique rotation, but the results do not differ when verimax 

rotation, which is more commonly applied, is used. Verimax rotation assumes the factors 

are orthogonal, but theory suggests that if more than one factor is present, the factors 

would correlate, since managers who empower employees in one decision category are 

more to empower them in other decision categories as well.  

The factor loadings for employee and customer empowerment are reported in 

Table 2. The analysis of the nine employee empowerment items was conducted at the 

employee level of analysis on 1040 employees. There was only a single factor with an 

eigenvalue over one, and inspection of the scree plot (see Figure 1) also suggested a one 

factor solution was plausible. This factor explained 60% of the variance in the employee 

empowerment items, and the created scale had an alpha value of 0.79. The seven 

customer empowerment items were analyzed at the customer level of analysis with data 
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from 552 customers. Two factors were retained upon inspection of the scree plot (see 

Figure 2). The first factor involved decisions regarding changes in the services offered, 

menu planning, choosing activities, and determining the standards of care, had an 

eigenvalue well over 1 and the created scale had internal consistency reliability of 0.86. 

The other factor, regarding customer influence in the hiring of staff, the hiring of the 

administrator and the expansion of facilities, had an eigenvalue close to one. It was 

dropped from analysis because of extremely low means and little variance. The retained 

factor contained 76% of the variance in customer empowerment.  

Level of Analysis 

The data on job satisfaction, occupational stress, wages and employee 

empowerment are all measured at the individual level of analysis, as they ought to be 

given that the theory presented above is at the individual level of analysis. The theory 

relating customer empowerment to employee well-being is also at the individual level of 

analysis, and the analysis should be at the individual level of analysis as well; however, 

this is not possible in the nursing home industry because there is not a one-to-one 

mapping of employees to customers. Multiple employees are responsible for each 

resident, and each employee is responsible in part for many customers. Employees 

typically work different shifts, and may be assigned to any group of residents based on 

the needs of the nursing home that evening. I therefore aggregate customer empowerment 

to the organizational level of analysis, using the mean level of empowerment reported by 

each customer in the nursing home. It is important to note that empowerment is not 

granted uniformly to the customers in the home: some customers receive more while 

others receive less. Therefore, I am also including a measure of the dispersion of 
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influence granted in the home, because I am not assuming a high interclass correlation as 

justification for aggregating to the firm level. Rather, I am measuring both the mean level 

of customer empowerment in a nursing home and the dispersion of customer 

empowerment in the home. The dispersion of customer empowerment will provide 

insight into an interesting question--whether it is important to give all customers similar 

levels of influence (e.g., for fairness considerations), or whether some other method of 

allocating influence is more desirable. 

Convergent and Discriminant Validity of Employee and Customer Empowerment 

Having determined the dimensionality of employee and customer empowerment, I 

now establish the construct validity of the employee and customer empowerment scales 

created for the Structure and Performance in the Human Services Industry Study. This 

can be accomplished by analyzing the convergent and divergent validity of the employee 

and customer empowerment scales. To show convergent validity, employee 

empowerment was positively related to job satisfaction (r = 0.23, p < 0.01), 

organizational commitment (r = 0.30, p < 0.01), and procedural justice (r = 0.19, p < 

0.01), which was expected given the above theoretical discussion. Employee 

empowerment at the organizational level was positively related to resident perception of 

service performance at the organization level (r = 0.35, p < 0.05), a variable collected by 

the State of Minnesota’s resident survey,12 which included questions about the extent to 

which the resident felt treated with respect, handled gently, believed that the staff respect 

their modesty and were polite. The correlation between the level of empowerment of the 

nursing assistants in the nursing home, the employee group who has the most contact 
                                                 
12 See Minnesota Departments of Health and Human Services (2007) for details. 
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with the residents, is also positive and significant (r = 0.45, p < 0.05). These correlations 

are all expected given the theory discussed in Chapter 3. These correlations also show 

that employee empowerment is positively related to a variable that is not measured by the 

same method, reducing the likelihood that mono-method bias is responsible for my 

results. Showing discriminant validity, measures assessed by the same source (employee 

survey) that did not correlate with employee empowerment were number of children (r = 

0.02, p > 0.10) and age (r = 0.03, p > 0.10).  

Convergent validity of customer empowerment was shown by its significant 

relationships with customer service performance (r = 0.13, p < 0.01), customer influence 

desired (r = 0.39, p < 0.01) and the overall grade the customer gave the nursing home (r = 

0.12, p < 0.01). These relationships were expected given the discussion in Chapter 3. 

Discriminant validity was shown by the fact that, although also from the customer 

survey, the reason the resident came to the nursing home is in general not related to 

customer empowerment. Heart attack aftercare (r = 0.05, p > 0.10), a fall (r = -0.05, p > 

0.10) and death of a caregiver (r = 0.01, p > 0.10) all had insignificant relationships with 

customer empowerment.  

Part 4: Method and Model Specification 

 This section describes the methodology used to analyze the data described above. 

The primary methodology utilized is Hierarchical Linear Modeling (HLM), which is used 

to develop several models. The fit hypotheses is analyzed using polynomial regression. 

This section also considers the possibility of endogeneity and the effects of confounding 

variables and suggests Two Stage Least Squares (2SLS) as a method to address 

remaining endogeneity concerns after the HLM models are specified. 
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2.11 Advantages and Disadvantages of Hierarchical Linear Modeling 

The methodology used in this study is HLM, also known as Linear Mixed 

Models/Random Coefficients. The data for this analysis are nested—employees are 

members of specific organizations, and employees in the same organization are more 

similar to each other than to employees in other organizations. Hierarchical Linear 

Modeling (HLM) is the appropriate method to use when the dependent variable occurs at 

the individual employee level of analysis, and independent variables occur at the 

employee and organizational levels of analysis (Raudenbush & Bryk, 2002; Rabe-

Hesketh & Skrondal, 2008). It allows for correlation in the error term among individuals 

in the same organization, which usually occurs in nested data and is a violation of 

Ordinary Least Squares (OLS) assumptions (Raudenbush & Bryk, 2002). If organization-

level variables are used in OLS with an individual-level outcome variable, the degrees of 

freedom in calculating the standard error of the organization-level coefficients are 

mistakenly taken to be the number of individual observations; with HLM, these standard 

errors are calculated by using the degrees of freedom at the organizational level of 

analysis (Hoffman, 1997; Ostoff, 1993).  

HLM is preferred to a fixed effects model because it saves degrees of freedom, 

estimating only the mean and variance of the random coefficients rather than dummy 

variables for each organization-level estimate. The greater degrees of freedom lead to 

more precise estimation of coefficients, and the use of random rather than fixed effects 

allows for the calculation of organization level covariates (Gelman & Hill, 2007), which 

are necessary in this study, especially to determine the impact of customer decision 

making influence on employee well-being. HLM assumes that the organizations in the 
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sample are drawn from a distribution of organizations, which is true in this study—the 

nursing homes in the sample are drawn from the population of nursing homes in the state. 

HLM is preferred to aggregating all data to the organization level because the 

latter ignores potentially useful information in the determination of the coefficient 

estimates and standard errors, and can lead to inefficient and possibly biased estimators, 

especially when there is a small organizational sample size (Raudenbush & Bryk, 2002). 

When significant within-organization variation exists in a construct, it is better to use the 

lower level of analysis in order to explain that variation than to aggregate to the 

organization level.13 HLM also allows for the estimation of organization-level variables, 

and allows for the meaningful determination of variation in the intercepts of the 

organization. HLM allows the estimation of, for example, not only the effect of the 

employee’s empowerment on his or her satisfaction, but also the effect of the 

empowerment level of all of the nursing home’s employees on his or her satisfaction. 

This will allow us to determine whether he or she is satisfied, even with lower 

empowerment levels, because other employees at the same organization are influencing 

decisions and employees have similar interests. HLM considers both the within-effects, 

which are estimated in fixed effects models, and the between-effects, which are estimated 

when the data are aggregated to the organization level of analysis, and uses all possible 

variance on each level to make the most efficient estimates possible. 

HLM does have a few drawbacks worth mentioning. First, unlike OLS or fixed 

effects, HLM assumes that the variance at the organization level of analysis is 

uncorrelated with the means of each of the independent variables in each respective 

                                                 
13 This is generally true, unless there is a theoretical reason for aggregating to the organizational level of 
analysis, as is the case with customer empowerment in this analysis. 
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organization. That is, it assumes that the organization level error term is independent of 

the mean level of employee empowerment, customer empowerment and the control 

variables in each organization. Second, the interpretation of the goodness of fit measures 

are not as straight forward, as the reported coefficient of determination for each level is 

not necessarily the fraction of the variance in the dependent variable explained by the 

independent variable, but are simply correlations squared. Third, HLM assumes 

normality of residuals at both the individual and organizational level of analysis 

(Raudenbush & Bryk, 2002). 

2.12  Consideration of Confounding Variables and Endogeneity 

Allocation of decision-making to different stakeholders may be simply a matter of 

managerial philosophy and ideology. However, it is also likely that there are factors 

associated with the type of organization, particular attributes of jobs, specific 

characteristics of employees and other circumstances that incline managers to empower 

their employees. Similarly, there might be specific employee attributes that induce them 

to seek influence to different degrees (if any) and to take it up to different extents, if 

offered to them. Similar arguments apply to customers. These arguments suggest that the 

empowerment of employees or customers is not randomly exogenously distributed 

between nursing homes or even among the employees in the same home, but may be 

correlated with characteristics of the nursing home as well as characteristics of specific 

employees and customers. 

This section considers the endogeneity of employee and customer empowerment, 

that is, why owners or managers may delegate decision making control to, or share 

control with, other stakeholders, as well as which stakeholders managers are more likely 
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to empower.14 If any of the factors that lead to the empowerment of employees or 

customers are also related to employee well-being, the coefficient on empowerment may 

reflect in part the impact on employee well-being of these empowerment antecedents 

rather than of empowerment itself. It is important to control only for factors that existed 

prior to empowerment. Other factors that exist contemporaneously with empowerment 

may be a consequence of empowerment, and controlling these factors will bias results 

(Gelman & Hill, 2007).  

Determinants of Employee Empowerment 

 The level of an employee’s empowerment is determined by two factors: the extent 

to which the manager chooses to delegate decision making control or share influence on 

decisions with the employee, and the extent to which the employee seeks out 

opportunities to become empowered or takes up such opportunities. The factors leading 

to the manager’s and the employee’s choices regarding empowerment are considered in 

this section.  

The Manager’s Choice to Empower Employees 

The manager’s choice to empower employees is a function of the organization’s 

objective, the manager’s values and personality, characteristics of the employee’s job and 

the employee’s personal characteristics. The manager’s choice may also be influenced by 

the preferences of employees for decision making influence, which are covered in the 

next section. If the factors that lead managers to empower stakeholders also affect 

stakeholder satisfaction, they will confound the analysis and bias estimates of the 
                                                 
14 Endogeneity is the language used in the economics literature; this concept is referred to as ignorability in 
the statistics literature.  
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relationship between stakeholder empowerment and employee outcomes. This section 

will consider the organizational characteristics, occupational/job related characteristics, 

and employee characteristics that influence the manager’s choice to empower employees 

and customers.  

Organizational characteristics: The manager’s objective is dependent on 

characteristics of the owner, as the manager is an agent of the owner, and is particularly 

dependent on the outcomes the employer values. In for-profit firms, the objective of the 

owner is to maximize profits, so the manager of for-profit firms will probably care more 

about profits than other objectives. This will depend on the personality and values of the 

owner and the manager; however, in for-profit firms, more emphasis will be on profit 

maximization and cost minimization than will be the case in non-profit or government-

owned organizations that have non-distribution constraints. In non-profit organizations, 

which do not have owners who control the firm and claim the residual earnings, control 

rests with the board of directors, whose objective is usually to maximize customer, client 

or societal well-being (Ben-Ner, 2006). In local government organizations, where 

ultimate control rests with elected officials and the citizenry which they serve, the 

objective is usually societal well-being, which is often synonymous in practice to the 

well-being of the customers served (Ben-Ner, 2006). If a manager in a nonprofit or local 

government institution believes that customer well-being is positively related to 

employee well-being, these managers may be more likely to empower employees and act 

in other ways that benefit employees than their for-profit counterparts.15 Managers in 

nonprofit and local government organizations have more discretion in fulfilling their 

                                                 
15 Employee job satisfaction has been found in several studies (e.g., Harter, Schmidt, and Hayes 2002; 
Schmit and Allscheid 1995) to be positively related to customer satisfaction. 
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objectives than for-profit organizations because board members often conduct less 

oversight because they do not have a financial stake in the organization (Ben-Ner & Ren, 

2009). Nonprofit and local government managers may therefore have more freedom to 

empower employees because they care about their employees or because empowering 

employees may simplify their jobs (Ben-Ner, Ren & Paulson, 2009). These factors 

suggest that both empowerment and employee well-being are likely to be related to 

ownership, so it is important that this organizational characteristic be controlled in 

analysis. 

Industry and firm size may also affect the manager’s decision to empower 

employees. In some industries, employee empowerment may be easier to implement due 

to the characteristics of competitors or the composition of the workforce. Industry is 

controlled in this study by using a single industry, nursing homes, in analysis. In larger 

organizations, decisions may become more numerous and complex, which may limit the 

manager’s ability to keep track of all information relevant to decisions. Consequently, 

they will be more likely to delegate decision making control (Liu, 1998). Firm size may 

also impact employee well-being, as larger firms can often afford to pay better wages or 

benefits, but smaller firms may be more conducive to relationships or informal work 

cultures that may impact the job satisfaction or stress levels of some employees. Firm 

size may also impact the variety of tasks employees carry out, as larger firms can have 

greater division of labor. Since firm size may impact both employee well-being and 

empowerment, it will be controlled in analysis. 

Characteristics of the job: While ownership and firm size may impact the 

manager’s propensity to empower employees overall, and thus partially explain the 
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organization-level variance in empowerment, managers are not likely to allocate decision 

making authority to all of their employees equally. A factor influencing whether the 

manager will empower specific employees (at the employee level of analysis) is the 

degree of external and internal uncertainty in the employee’s job. External uncertainty is 

related to the market and other factors beyond employees’ control and internal 

uncertainty comes from the task environment (Prendergast, 2002). External uncertainly 

makes it more difficult for managers to monitor and respond to all aspects of the 

environment, and thus leads to the delegation of decision making to employees who 

actively monitor the environment (Foss & Laursen, 2005). Internal uncertainty, however, 

comes from the extent to which tasks are complex, variable and non-routine. Internal 

uncertainty makes it more likely that employees have knowledge in their area of specialty 

that is unavailable to a general manager (Ben-Ner, Kong & Lluis, 2007), and more likely 

that the manager’s ability to make an appropriate decision without employee input is 

hindered by bounded rationality (Liu, 1999). Internal uncertainty, therefore, will be 

positively related to employee empowerment, but external uncertainty will be negatively 

related to employee empowerment.  

External and internal uncertainly can also be related to employee well-being. 

Employees who work in more uncertain environments make more complex decisions, 

which can increase stress levels. They may also have more variety in their jobs, which 

may improve job satisfaction (Hackman & Oldham, 1976).  Because of the higher level 

of complexity in jobs with high degrees of uncertainly, employees may need to be 

compensated more for their skills than employees in positions with less uncertainly. In 
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this study, external uncertainty is controlled by using a single industry in a single state. 

Internal uncertainty will be controlled with job title. 

Interdependent work leads to the use of team production models, and the teams 

are often given decision making control. This may occur by allowing the team leader 

control, so only supervisory staff are delegated decision making control, or by allowing 

semi-autonomous work groups where employees jointly make decisions. There is an 

incentive for managers to delegate decision making influence to multiple members of the 

group since more participatory groups are more innovative (De Drew & West, 2001) and 

groups generally come to better decisions than individuals (Hill, 1982), so some 

managers may empower all employees. Since interdependent work impacts the degree to 

which employees are in contact with their coworkers, leading to relationships, and 

impacts the extent to which employees could shirk or take advantage of each other, 

leading the conflicts, it is likely that job satisfaction and organizational stress will be 

impacted by an employee’s dependence on others in his or her job.16 Interdependent work 

will therefore be controlled.  

Individual differences among employees: Managers do not equally empower each 

employee; their perceptions of the employee determine in part their propensity to 

empower him or her (Leana, 1986). While many aspects of the manager-employee 

relationship impacts this decision, two key factors impacting the choice to empower an 

employee are his or her knowledge and skills (human capital) and the frequency with 

which the manager interacts with the employee. Exogenous, measurable proxies for 

employee human capital include education, tenure, experience and job title, and the 

                                                 
16 In a study of teams, Van der Vegt, Emans & Van de Vliert (2000) found that interdependence leads to 
job satisfaction. 
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extent to which the manager and employee see each other will be related to shift and 

number of hours worked.  

While education and experience may not be related systematically to job 

satisfaction or organizational stress, they are certainly related to wages. Tenure is usually 

related to job satisfaction (Bedeian, Ferris & Kacmar, 1992) and occupational stress 

(Reissman, Orris, Lacey &Hartman, 1999), since it impacts the employee’s knowledge 

level of and comfort with the organization and because longer tenure represents a choice 

to stay with the organization for a long period of time. Tenure is obviously related to 

wages, as it is an aspect of human capital and the basis of raises in many firms. Job title, a 

proxy for the employee’s daily duties/job complexity as well as their work group, is 

related to all measures of employee well-being. Shift and hours worked are not related to 

job satisfaction, but are related to stress and wages. Tenure and job title will be controlled 

in all equations. The other elements of human capital will be controlled in the wage 

equation. 

Employee Preferences: Employees who want to have decision making influence 

may act in ways that improve their ability to influence decisions, such as volunteering to 

do extra work to gain critical information or knowledge. They may also be more likely to 

communicate their opinions to their boss, who can then consider them. Managers want to 

have satisfied employees, for ethical or strategic reasons, so they probably factor 

employee preferences into the allocation of decision making responsibilities. Employee 

empowerment desired will be added as a control variable for this reason. 

Manager Preferences: Managers may be motivated by ethical reasons to 

empower employees. They may want to empower employees due to a belief in workplace 
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democracy.17 They may offer employees decision making influence out of a belief that 

employees have the right to codetermine how their knowledge, skills, and abilities should 

be used.18 They may choose a stakeholder management model and empower all 

stakeholders, out of respect for the dignity and intrinsic worth of each stakeholder.19 

Managers who are ethically inclined to empower employees may also act in other ways 

that benefit employees, which could mean that a correlation between empowerment and 

job satisfaction or occupational stress could be due to this third variable rather than 

causal.  

In addition to managerial incentives and attitudes, managers may be constrained 

by the financial situation of their organizations. Rich organizations could be better able to 

adopt new management practices, like empowerment, due to their ability to absorb any 

start-up costs, and may share their surplus with employees via wages as well. Poor 

organizations may also adopt new management practices out of desperation (Nickell, 

Nicolitsas, & Patterson, 1996). Indiosyncratic organizational factors, such as the degree 

to which technology assists in the sharing of information (such as computerized case 

notes) make it easier for employees to make capable decisions, could also impact 

managerial choices. All of these are reasons for the random intercept in the model, but 

some may confound the analysis between employee empowerment and employee well-

                                                 
17 A motivation for allowing empowering employees in the literature is workplace democracy; employees 
who have to bear the consequences of decisions should democratically participate in them. See Dow (2003) 
for a discussion of this argument. 

18 This argument is that employees are owners of their human capital, which gives them the right to co-
determine how that capital will be utilized. See McCall (2002) for discussion. 

19 Kantian ethics’ respect for persons requires decision making influence be given to all stakeholders that 
will be affected by the decision. See Bowie (1999) for discussion. 
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being. A Hausman test can detect if any of these potential confounding variables are 

impacting the analysis. 

In summary, to minimize the impact of endogeneity resulting from non-

randomness in the choice of managers of whom to empower, I will control for the 

following variables in analysis: (1) ownership, (2) the number of residents at the nursing 

home, (3) the level of task interdependence reported by employees, (4) employee job 

title, (5) employee tenure, (6) shift, (7) hours of work and (8) the employee desired 

empowerment. To control for all effects of organization-level variables on the choice of 

whether to empower employees, I will run an HLM analysis that contains firm-level 

employee empowerment. This will allow the impact of empowerment to be separated into 

the between-firm effect and the within-firm effect, and will effectively eliminate firm-

level endogeneity in managerial propensity to empower employees for idiosyncratic 

reasons. A Hausman test will be conducted to determine whether organization-level 

covariates are confounding the analysis in any way. In the final model, employee-level 

confounding variables not captured by the human capital control variables will be 

controlled using a Two Stage Least Squares model. 

Employee Choice to Seek Empowerment 

Far from being passive agents who attempt to participate in decisions only if told 

to do so by managers, employees choose when and to what extent to seek empowerment, 

and they decide whether to utilize opportunities for empowerment that exist in the 

organization formally or informally. Stakeholders are motivated to seek empowerment 

when the benefits they receive outweigh the costs involved in influencing decisions.  



 

 61 

Benefits of empowerment: When an employee is dissatisfied with some aspect of 

his or her job, then he or she has more to gain by attempting influence decisions that may 

create changes in his or her environment. In addition, when employees trust their 

managers to make decisions in their best interest, they are less likely to desire 

empowerment because they believe that the decisions made in their absence will be 

adequate, also leading to less empowerment among satisfied employees. It is therefore 

important to control for the level of desired empowerment in analysis. 

In addition to employees who wish to advocate for changes at work, employees 

with more complex jobs, supervisory positions or long work days benefit 

disproportionately by empowerment. Employees with complex jobs may believe that they 

can make better decisions in their specialty areas than can their managers, who do not 

deal with the intricacies of their job on a daily basis. Supervisors may desire more 

empowerment to effectively manage their staff. Employees who work more hours are 

more affected by the consequences of decisions than employees who work fewer hours 

because a greater proportion of their time is invested in the organization. These factors 

not likely highly related to job satisfaction or organizational stress, except for complexity, 

which will be controlled with job title.20 

Costs of empowerment: The costs of empowerment are lower if the employee has 

a greater knowledge bank from which to make decisions, which reduces the time 

involved in researching options, and if they have more opportunities to interact with 

managers. Employees with more tenure would have lower empowerment costs because 

they have historical knowledge of the organization, and employees who work greater 

                                                 
20 See Hackman and Oldman’s (1976) Job Characteristics Theory – job complexity would lead to skill 
variety which would lead to satisfaction. 
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numbers of hours have more opportunities to attain current knowledge about the 

organization. Employees who work more hours or work the day shift are more likely to 

be onsite when meetings are occurring, making them less costly to attend as they do not 

need to make special trips to work. Employees who do interdependent work can share the 

costs of empowerment by taking advantage of each other’s knowledge and skills as well 

as the opportunities to communicate that arise from collaboration (Liu, 1999). Of these 

factors, only tenure and interdependent work are expected to be related to job satisfaction 

and occupational stress; however, most of these variables can impact wages. 

Employee preferences for empowerment: Some employees like empowerment for 

intrinsic reasons. Employees who are more liberal in political ideology may be less 

willing to accept authority and want to codetermine policy at the workplace. Although 

many factors can influence an employee’s idiosyncratic desire for empowerment, 

ideology in this study will proxy for these individual differences. Ideology, however, is 

not likely to be related to employee well-being. 

In summary, employees desire empowerment when the benefits of participating 

exceed the costs. Potential benefits of empowerment are higher when (1) the employee is 

dissatisfied with something at the workplace, (2) the employee believes that he or she has 

better information than managers and thus could make better decisions, or (3) the 

employee finds influencing decisions intrinsically motivating. Costs of decision making 

influence are reduced when (1) more information is known by the employee or 

information is easier to obtain, (2) when work is interdependent, and (3) when employees 

are affected more by the decisions. Since I have a direct measure of employee desire for 

empowerment, it will be added as a control variable in all regressions.  
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Determinants of Customer Empowerment 

As is the case in the determination of employee empowerment, customer 

empowerment is determined by the degree to which the manager chooses to empower 

customers and the degree to which customers seek out and/or take up empowerment 

opportunities.  

The Manager’s Choice to Empower Customers 

Organizational characteristics: Structural elements of the organization will 

contribute to the manager’s choice to empower customers. Because the objective of 

nonprofit and local government organizations is the well-being of their customers (Ben-

Ner, 2006), nonprofit managers are more likely to empower customers. Industry and firm 

size may also affect the manager’s decision to empower customers. Industries that have 

fewer customers who make more substantial purchases are more likely to empower 

customers, but it is not clear whether larger organizations will empower their customers 

to a greater extent. Customers, because they are external to the organization, are not 

likely to be delegated decision making, but rather are more likely to be consulted in 

decisions made by the organization, and since the need to delegate decision making 

drives the need for larger organizations to empower employees, this argument likely does 

not extent to customers.   

Characteristics of the customer: Customers who are more knowledgeable will be 

trusted with greater levels of empowerment. This will include customers who are more 

educated and who visit the facility more frequently. Customers who visit the facility more 

frequently are also more likely to be empowered because chance meetings with the 

manager, where the manager can rather effortlessly solicit the customer’s opinions, will 
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occur with greater frequency. Knowledgeable customers may also watch employee 

behavior more carefully, which could impact employee job satisfaction and stress levels. 

Managers will also empower customers who want to be empowered more than other 

customers, because these customers are more likely to be contacting the managers 

offering information and ideas. Whether or not the customer wants to be empowered 

should not impact employees, as they may never know of the customer’s desires, but the 

customer’s actual empowerment can affect employees.  

Customer Choice to Seek Empowerment 

Like employees and other stakeholders, customers desire empowerment when the 

benefits outweigh the costs of influencing decisions. 

Costs of Empowerment: The most notable cost for customers is the time used in 

gathering information to make accurate decisions. Customers who are more 

knowledgeable, therefore, will have lower costs when influencing managerial decisions. 

As mentioned above, these customers may impact employee well-being, and so customer 

education level and frequency of visiting will be controlled. The other notable cost for 

customers is the difficulty of their travel to or communication with the organization 

(including the opportunity cost of their time), which are not expected to impact employee 

well-being.  

Benefits of Empowerment: Like employees, the potential benefits of 

empowerment are higher when customers are unsatisfied with an aspect of their current 

situation that could be changed. If the customer is satisfied, he or she may not desire 
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empowerment because the potential for improvement is not viewed as very high.21 

Customer empowerment desired, however, is not expected to impact employee 

satisfaction except via its relationship with actual customer empowerment. The potential 

benefits are also higher for the customer when he or she visits more frequently, or is 

otherwise more involved in the life of the resident, which may impact employee job 

satisfaction and occupational stress. 

In summary, organizational managers are likely to empower a customer when (1) 

the organization is nonprofit, (2) firm size is small, (3) the customer is knowledgeable, 

and (4) the customer visits the organization frequently. Customers are more likely to 

desire empowerment when (1) the customer is knowledgeable, (2) the customer visits the 

organization frequently, (3) communication with or travel to the organization is not too 

onerous, and (4) the customer is unsatisfied with something that may be changed via 

influencing managerial decisions.  

In summary, after considering several possible antecedents to empowerment that 

could confound the analysis of the relationship between employee and customer 

empowerment and employee well-being, several variables were identified that could be 

controlled to minimize model specification errors. These potentially confounding 

variables are for-profit ownership, organization size, employee job title, interdependence 

and desired empowerment, and customer education and frequency of visiting.22 Even 

                                                 
21 For example, one survey respondent stated that they did not desire influence because there was no need 
to; everything was great already. 

22 These are not all potential confounding variables. The number of variables used for the organizational 
level of analysis must be kept to a minimum given the limited degrees of freedom available. Also, potential 
confounding variables exist for which there is no measure or which are contemporaneously related to 
empowerment, and thus cannot be used as controls.  
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with controlling for these variables, potential endogeneity issues remain in the 

relationships between employee empowerment, employee empowerment desired, and 

customer empowerment and employee well-being. These problems will be handled 

statistically to the extent possible given the data.  

2.13  Hierarchical Linear Modeling - Model Specification 

 As mentioned previously, HLM is the appropriate methodological technique to 

use in this analysis, since the independent variables of interest are at multiple levels of 

analysis and the data are clustered. This section will consider the specification of the 

HLM model. 

 
Consideration of Random Intercepts 

 After the consideration of the variables to be included in the model, the next 

question to consider is whether the intercepts are random, as they are expected to be. This 

process begins by running a null model, which is a model where the dependent variable is 

explained by a random intercept but no independent variables. This model will look like: 

Employee Well-beingij = β0j + εij 

β0j = γ0j + u0j 

 
where β0j is the random intercept, εij is the error term for individual i in home j, γ0j is the 

organization-level intercept for the nursing home specific intercepts (in this model, their 

mean), and u0j is nursing home j’s error term. This null model is similar to running an 

ANOVA; it separates variance into the portions that occur at the individual level and the 

organizational levels of analyses. It allows for testing whether correlation exists among 

residuals in the same organization, which would make HLM preferable to OLS. For job 
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satisfaction, I have 1205 observations at the individual level of analysis, and 36 

observations at the organizational level of analysis. There are 0.02 units of variance at 

level 1 [employee], and 0.36 units of variance at level 2 [organization]. The inter-class 

correlation, which is the between-organization variance divided by total variance, is 0.05, 

meaning that 5% of the variance in job satisfaction occurs between organizations and 

95% of the variance in job satisfaction occurs within organizations. As recommended by 

Rabe-Hesketh and Skrondal (2008), I conducted a likelihood ratio test to determine 

whether the between-organization variance was statistically different from zero. This was 

done by running a null model with and without the inclusion of the 36 random intercepts, 

and comparing the likelihood ratios, which resulted in the rejection of the null hypothesis 

(chibar2(01) = 23.99; p = 0.000). Since the between-organization variance is significant, 

there is significant correlation among error terms within organizations, and an HLM 

random intercept model is preferable to an OLS model.  

 Turning to occupational stress, the null HLM model was run to analyze its 

variance by level of analysis, using the same procedure explained above for the analysis 

of the variance in job satisfaction. There were 0.05 units of variance at the organizational 

level of analysis, and 0.71 units of variance at the employee level of analysis. The 

interclass correlation is therefore 0.06, meaning that six percent of the variance in 

organizational stress occurs between nursing homes. To examine the significance of this 

variance, I conducted a likelihood ratio test, which rejected the null hypothesis that the 

between-organization variance was zero (chibar2(01) = 28.09, p = 0.00). 



 

 68 

 Next, I ran the null HLM model to separate variance of the natural log of the 

employee’s wage,23 by level of analysis using the same procedure above. There are 0.01 

units of variance at the organization level of analysis and 0.10 units of variance at the 

employee level of analysis. The interclass correlation is therefore 0.14, which means that 

fourteen percent of the variance in wages at these nursing homes occurs between 

organizations. To determine the statistical significance of the between organization 

variance, I conducted the likelihood ratio test, which rejected the null hypothesis that this 

variance is zero (chibar2(01) = 94.92, p = 0.00).  

 The results of the likelihood tests above indicate that that all three employee well-

being variables have significant variation at the firm level of analysis. Although the 

interclass correlations for some of the variables are rather small, Bickel (2007) argues 

that even smaller interclass correlations, at the level of 0.01, can bias OLS coefficients. I 

therefore conclude that the HLM random intercept model preferable to OLS for all three 

dependent variables.   

Consideration of Random Slopes  

Having confirmed that a random intercept model is appropriate for all employee 

well-being variables, I now turn to the issue of random slopes. Essentially, a random 

slope says that the relationship between the variable of interest and employee well-being 

is expected to vary across organizations. While it is tempting to allow many slopes to be 

random, and then take out the random slopes that do not prove significant, this procedure 

                                                 
23 When estimating wages using human capital variables, the log of wages is typically used in the literature 
to reflect the fact that additional human capital increases wages at a decreasing rate, though the relationship 
is not expected to turn negative. For example, the value of the knowledge and skills gained during an 
employee’s first year on the job is higher than the incremental value of the knowledge and skills gained 
during the employee’s 10th year on the job. 
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is not recommended (Raudenbush & Bryk, 2002). If there are k random slopes in a 

model, plus the random intercept, there are (k + 2)(k + 1)/2+1 parameters in the random 

part of the equation, which brings down degrees of freedom. In a study like this one, 

where the organizational sample size is only 33, this is a huge problem. The increased 

specification accuracy of modeling random slopes must be weighed against the decreased 

degrees of freedom encountered when doing so. Rabe-Hesketh and Skrondal (2008) and 

Bickel (2007) strongly suggest using random slopes only if theory strongly suggests their 

use. 

 If employee empowerment had a random slope, this would add four parameters to 

the estimation of the equation. At level 2, I already have two variables of interest—

customer empowerment and its standard deviation—as well as four control variables 

designed to explain variability in the random intercept in order to avoid potential 

confounds in the relationships between employee and customer empowerment and 

employee well-being. With 33 random intercepts, this implies 26 degrees of freedom, 

already quite small for precise estimates at the organization level of fixed and random 

effects. It may be prudent to use the random intercept model without the addition of 

random slopes. 

 Does theory suggest that the slope of employee empowerment is random? Is there 

any reason that the relationship between employee empowerment and employee 

outcomes may vary by organization? Will empowerment lead to satisfaction among 

individuals in one organization to a greater extent than another? The answer to this series 

of questions may depend on the types of issues employees are empowered to address, but 

this is held constant here as the questionnaire asks employees to rate on a continuum their 
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level of influence over specific types of decisions in a narrowly defined industry. It may 

also occur if employees in one type of organization differ systematically from employees 

in another type of organization in such a way that empowerment increases satisfaction, 

reduces stress, or increases wages in one type of organization more than in other 

organizational types.  

There is some evidence to suggest that employees in one type of nursing home 

differ from others. The selection of nursing home employees differs across ownership 

sectors (Ben-Ner & Ren, 2009), and a large body of literature discusses differences in 

employee motivation by sector.24 For-profit firms have incentive to hire employees who 

are extrinsically motivated, so that they will not sacrifice organizational financial 

outcomes for outcomes intrinsically motivated employees may prefer, such as the quality 

of care. Such employees could ignore instructions and perform activities that are not 

economically beneficial to the firm. Nonprofit and local government organizations, who 

are concerned primarily with the quality of care, have incentive to hire intrinsically 

motivated individuals because these employees will work in a way consistent with their 

objectives without extensive monitoring. In addition, since quality is more subjective 

than costs or profits, attempting to reward extrinsically motivated employees is more 

difficult in the nonprofit sector (Ben-Ner, Ren & Paulson, 2009), making it more 

important to hire intrinsically motivated employees. If intrinsically motivated individuals 

derive more satisfaction from empowerment than extrinsically motivated individuals, 

then the slope of the coefficient for empowerment will differ across sector. If nonprofit 

and local government organizations hire employees whose attitudinal responses to 

                                                 
24 For a review of this literature, see Ben-Ner, Ren and Paulson (2009). 
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empowerment are systematically different from the employees in the for-profit sector, 

then a random slope, contingent on ownership, would be warranted. If this argument is 

valid, the individual difference variable employee empowerment desired at the employee 

level of analysis will pick up some of this variance, but it is still possible that the slope 

may vary after controlling for employee desired empowerment. 

 Since a random slope is theoretically plausible, I conducted a test to determine 

whether it is the correct specification for the equation. I estimated the complete HLM 

model, with control variables, with and without a random slope. For job satisfaction, the 

random slope estimate was very small, but significant (var(β1) = 0.00, p < .01). I 

conducted a likelihood ratio test to determine whether the model fit of the equation with 

the random slope was superior to the random intercept model. The null hypothesis of this 

test was that the random slope had a variance of 0, which could not be rejected (chibar2 = 

0.04, p = 0.21). This test indicates that model specification is not superior when a random 

slope is used for employee empowerment. For occupational stress and wages, I conducted 

similar tests. Because the random slope model would not converge with all variables 

included in the regression predicting occupational stress, I excluded organization level 

control variables that were insignificant in the random intercept model, and reran the 

random intercept model so that the variables included in both equations would be the 

same. The random slope for employee empowerment was tiny and insignificant for both 

dependent variables. The likelihood ratio test did not reject the null hypothesis that the 

random slope was equal to zero in the occupational stress equation (chibar2 = 0.00, p = 

0.25) or the wages equation (chibar2 = 0.00, p = 0.50). I will therefore not use random 

slopes, and conclude that the relationship between employee empowerment and 
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employee well-being likely does not vary by organizational ownership or any other factor 

in this dataset.   

Normality of Residuals  

Before turning to results, I conducted a test for the normality of the residuals, an 

assumption of HLM. I ran an HLM model including all key independent and control 

variables entered linearly. I centered all predictor and control variables to ease the 

interpretation of the equation and eliminate unnecessary multicollinearity, except for 

indicator variables, which were not centered.25 After running complete models predicting 

the employee well-being variables, I created histograms of the residuals at level one and 

level two, and superimposed a standard normal curve over the histograms. The residuals 

for job satisfaction were roughly normally distributed at level 1, the employee level of 

analysis, but were not normally distributed for level 2, the organizational level of analysis 

(see Figure 3). I did the same type of analysis for occupational stress (see Figure 4) and 

the natural log of wages (see Figure 5), and found residual distributions appear close to 

normal at the employee level of analysis, but not at the organization level of analysis. 

Fortunately, robust standard errors (the “sandwich operator”) can be used to correct this 

problem (Rabe-Hesketh & Skrondal, 2008). I use the sandwich operator in all results. 

HLM Model Summary 

HLM will be used in analysis because the data are hierarchical in nature, and 

HLM allows the variance at both levels of analysis to be utilized for the most precise 

estimates of the beta coefficients. HLM also allows for non-independence among the 

                                                 
25 This procedure is suggested by Raudenbush & Bryk (2002) and Bickel (2007). 
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clustered employee level error terms. This chapter will use a random intercepts model, 

since organization level degrees of freedom are limited and adding a random slope did 

not significantly improve model fit nor significantly change coefficients. Robust standard 

errors will be used because the normality of residuals at level 2 assumption of HLM is 

violated in all regression results. After careful analysis of potential confounding 

variables, the following models were chosen for employee i in firm j: 

Job Satisfaction  =  β0ij + β1ij(employee empowerment) + β2ij(employee desired 

empowerment) + β3ij(job title) + β4ij(tenure) + β5ij(interdependence) + εij  

 

β0j = γ0j + γ1j(customer empowerment) + γ2j(customer empowerment sd) + 

γ3j(ownership) + γ4j(firm size) + γ5j(visit) + γ6j(customer education) + uj 

 

***** 

Occupational Stress  =  β0ij + β1ij(employee empowerment) + β2ij(employee 

desired empowerment) + β3ij(job title) + β4ij(tenure) + β5ij(interdependence) + εij  

 

β0j = γ0j + γ1j(customer empowerment) + γ2j(customer empowerment sd) + 

γ3j(ownership) + γ4j(firm size) + γ5j(visit) + γ6j(customer education) + uj 

 
***** 

Log wage = β0ij + β1ij(log employee empowerment) + β3ij(job title) + β4ij(tenure) 

+ β5ij(education) + β6ij(supervisor) + β7ij(log experience) + β8ij(gender)  + β9ij(log 

hours) + εij  
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β0j = γ0j + γ1j(log customer empowerment) + γ2j(customer empowerment sd) + 

γ3j(ownership) + γ4j(log firm size) + γ5j(log visit) + γ6j(customer education) + uj 

 

where β0ij is the equation’s random intercept, γ0j is the intercept for the firm level 

equation, εij is the error term for employee i in nursing home j, uj is the error term for the 

organizational level of analysis, and the variables are as described in Table 1. 

Correlations between the variables are reported in Table 3 for the individual level of 

analysis, and Table 4 for the organizational level of analysis. 

2.14  Analysis of Empowerment Fit 

After examining the above equations, which consider how the levels of employee 

and customer empowerment impact employee well-being, the hypotheses regarding the 

fit between the level of empowerment the employee has and the level he or she desires 

(empowerment fit) will be analyzed. These variables can be operationalized as a 

difference score. This could be done by subtracting the amount of influence each 

employee had in each decision category from the amount of influence that he or she 

desires in that category. This would then be used as an independent variable, instead of 

the level of empowerment, and if both coefficients are statistically significantly different 

from zero, their coefficients could be compared.  

There are several problems with using difference scores. Absolute value 

difference scores constrain the equation to assume that the components of the score have 

equal and opposite effects (Edwards, 2001). They also assume that having a unit more 

empowerment than desired has the same effect on satisfaction or stress as having a unit 

less empowerment than desired. Furthermore, difference scores assume that well-being 
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will be highest when the difference score is 0, regardless of the level of decision making 

at which this occurs (Edwards, 2001), something I explicitly assumed untrue in modeling 

the main effect of employee empowerment on employee satisfaction to be positive. 

Difference scores take what is in essence a three-dimensional relationship, and turn it into 

a two dimensional relationship by making the strong, implausible assumptions discussed 

above (Edwards, 2002). They also preclude the analysis of nonlinearities in relationships, 

which I suggested in the theoretical section may exist. 

To reduce the assumptions in the equation, and to account for potential non-

linearities in the relationships between employee empowerment and desired 

empowerment and employee well-being, polynomial regression is used. Polynomial 

regression improves measure reliability, since the reliability of the difference between 

two measures is lower than the reliability of the measures individually (Edwards, 2001). 

Increased reliability will allow for precise estimates, though it is important to note that 

the power to detect polynomials and interaction terms is lower than the power to detect 

main effects (Aguinis, Beaty, Boik, & Pierce, 2005), which will make these effects still 

difficult to detect.  

Polynomial regression measures fit by adding to the equation above 

empowerment and desired empowerment squared and the interaction term between 

employee empowerment and employee desired empowerment, so the equation for these 

models becomes: 

Job Satisfaction  =  β0ij + β1ij(employee empowerment) + β2ij(employee desired 

empowerment) + β3ij(job title) + β4ij(tenure) + β5ij(interdependence) + 
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β6ij(employee empowerment)2 + β7ij(employee desired empowerment)2 + 

β8ij(employee empowerment*desired empowerment) + εij  

 

β0j = γ0j + γ1j(customer empowerment) + γ2j(customer empowerment sd) + 

γ3j(ownership) + γ4j(firm size) + γ5j(visit) + γ6j(customer education) + uj 

 
***** 

Occupational Stress  =  β0ij + β1ij(employee empowerment) + β2ij(employee 

desired empowerment) + β3ij(job title) + β4ij(tenure) + β5ij(interdependence) + 

β6ij(employee empowerment)2 + β7ij(employee desired empowerment)2 + 

β8ij(employee empowerment*desired empowerment) +  εij  

 

β0j = γ0j + γ1j(customer empowerment) + γ2j(customer empowerment sd) + 

γ3j(ownership) + γ4j(firm size) + γ5j(visit) + γ6j(customer education) + uj 

 

If the fit hypothesis is true, that is, if only the difference between empowerment and 

empowerment desired is predicting job satisfaction or occupational stress, then the 

coefficients on the direct effects of empowerment and desired empowerment should be 

insignificant, there should be positive coefficients of equal magnitude on the squared 

terms, and the coefficients on the squared terms and the interaction term should add to 

zero (Edwards & Parry, 1993). If the fit hypothesis is false and the level of empowerment 

is more important in the determination of job satisfaction and occupational stress, the 

interaction term will be insignificant and empowerment and desired empowerment will 

be significant. If empowerment and desired empowerment, along with the squared terms, 
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are significant, this indicates a nonlinear relationship between empowerment and/or 

desired empowerment and employee well-being. 

2.15  Two Stage Least Squares 

Endogeneity exists when an independent variable in a model is not really 

exogenous, but is determined in part by other variables that could confound the analysis 

(Baum, 2006). In statistical terms, endogeneity occurs when a predictor variable is 

correlated with the error term. In addition to endogeneity, this can occur when there is 

measurement error in an independent variable or when there is a necessary variable 

omitted from the equation (Kennedy, 1988; Wooldridge, 2000). Endogeneity is a problem 

because the expected value of the model’s error term is not zero, which leads to a biased 

estimate of the model’s parameters (Baum, 2006). While the HLM modeling above is a 

solution to the problem of error term clustering within organizations, and robust standard 

errors can be used to correct the problem of non-normality of organization-level 

residuals, the equations above continue to assume that all predictor variables are 

independent of the error term, which I have theoretical reason to believe is not the case. 

The statistical method used to solve for endogeneity is instrumental variables (Baum, 

2006; Wooldridge, 2000). 

Because the scales for employee and customer empowerment were constructed 

for the survey used in this study, it is also possible that empowerment is measured with 

error. Fortunately, instrumental variables will solve problems with measurement error 

and endogeneity (Kennedy, 1998; Wooldridge, 2000). To conduct instrumental variables, 

it is necessarily to find an instrument(s) for each endogenous variable in the model; the 

instrument must be correlated with the endogeneous variable but not correlated to the 
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error term. To find such instruments, I draw upon the section above considering 

endogeneity and confounding factors to build an equation that can be estimated with Two 

Stage Least Squares, the preferred instrumental variable estimation technique (Baum, 

2006; Wooldridge, 2000). When doing the analysis, I conduct statistical techniques to test 

whether the instruments I chose meet the necessary specifications. I begin with the 

equation I wish to estimate: 

 
Employee Well-being = f(employee empowerment, customer empowerment) 
 
 

where employee well-being is defined as job satisfaction, occupational stress and wages. 

Employee empowerment depends on both the manager’s choice to delegate 

decision making authority and share influence in decision making with the employee and 

the employee’s desire for such influence, and hence his or her propensity to seek out 

opportunities for empowerment. Similarly, customer empowerment depends on the 

manager’s and customer’s choices regarding empowerment.  

 
Employee Empowerment = f (Manager’s choice to empower employee, 

Employee’s choice to seek empowerment) 

 

Customer Empowerment = f (Customer’s choice to empower customer, 

Customer’s choice to seek empowerment) 

 

As discussed in the section on endogeneity and confounding variables, the 

manager’s choice to empower the employee is dependent on organizational ownership, 

the size of the organization, the knowledge and skill of the employee, the complexity of 
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his or her job, and the frequency with which the manager sees the employee. The 

manager’s choice is also dependent on other characteristics of the manager, which are 

unknown, and would be in the error term of the equation.  

Manager’s choice to empower employee = f(ownership, firm size, education, 

tenure, job title, supervisor, interdependent work, day shift, hours) 

 

The employee’s choice of the amount of empowerment he or she desires, as discussed 

earlier, includes the complexity or uncertainty in his or her job, his or her skill level, 

whether or not he or she supervises other employees, the number of hours he or she 

works, the extent to which he or she works in interdependent teams, and his or her 

attitudes, captured here by political ideology. 

 
Employee’s choice = f(education, tenure, hours, job title, supervisor, 

interdependent work, and political ideology) 

 

The manager’s choice to empower customers is also endogenous, and as 

explained in the endogeneity and confounding variables section, is dependent on 

organizational ownership, the customer’s knowledge (as proxied by education and 

frequency of visiting the organization) and the managers attitudes (which are in the error 

term).  

 
Manager’s choice to empower customer = f(ownership, customer education, visit) 

 
The customer’s choice to become empowered by the manager is a function of the same 

variables, as well as his or her personality, which is in the error term. 
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Customer’s choice = f(ownership, customer education, visit) 

 
 The next step in instrumental variables estimation is to determine which of the 

antecedents of employee and customer empowerment are expected to impact employee 

well-being, and which are exogenous. Exogenous variables are those that do not impact 

employee well-being, except through their impact on empowerment or empowerment 

desired. These variables can be used as instruments in the analysis. For employee 

empowerment, I expect the instruments to be education and supervisory status when 

predicting job satisfaction, and education, supervisory status and hours when predicting 

stress. For desired empowerment, the instruments will include education, supervisory 

status, hours, shift and political ideology for job satisfaction and stress. For wages, the 

theoretical discussion in hypothesis development stated that empowerment desired would 

not be a predictor of wages, so it will be used as an instrumental variable. Likewise, it is 

improbable that customer desired empowerment determines employee job satisfaction, 

stress levels or wages beyond its effect via customer empowerment, so customer desired 

empowerment is used as an instrumental variable. The instrumental variables equations 

are therefore: 

 
Job Satisfaction = f (employee empowerment, employee empowerment desired, 

customer empowerment, ownership, firm size, customer education, customer visit, 

tenure, job title, interdependent work)  

 

Employee empowerment = f (ownership, firm size, customer education, customer 

visit, tenure, job title, interdependent work, education, supervisor)  
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Employee empowerment desired = f(ownership, firm size, customer education, 

customer visit, tenure, job title, interdependent work, education, supervisor, 

hours, shift, political ideology) 

 
Customer empowerment = f(ownership, firm size, customer education, customer 

visit, tenure, job title, interdependent work, customer empowerment desired) 

  

****** 

Occupational Stress = f (employee empowerment, employee empowerment 

desired, customer empowerment, ownership, firm size, customer education, 

customer visit, tenure, job title, interdependent work)  

 

Employee empowerment = f (ownership, firm size, customer education, customer 

visit, tenure, job title, interdependent work, education, supervisor, hours, shift)  

 

Employee empowerment desired = f(ownership, firm size, customer education, 

customer visit, tenure, job title, interdependent work, education, supervisor, 

hours, shift, political ideology) 

 

Customer empowerment = f(ownership, firm size, customer education, customer 

visit, tenure, job title, interdependent work, customer empowerment desired) 

 
****** 
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Wages = f (employee empowerment, customer empowerment, ownership, firm 

size, tenure, job title, education, supervisor, hours, shift, customer education, 

customer visit)  

 

Employee empowerment = f (ownership, firm size, tenure, job title, 

interdependent work, education, supervisor, hours, shift, customer education, 

customer visit, employee empowerment desired)  

 

Customer empowerment = f(ownership, firm size, tenure, job title, interdependent 

work, education, supervisor, hours, shift, customer education, customer visit, 

customer empowerment desired) 

 

For estimation, I use Two Stage Least Squares with Generalized Method of 

Moments, the recommended estimation tool for doing instrumental variables on clustered 

data (Baum, 2006). Unfortunately, this estimation method does not split the variance by 

level of analysis. It does, however, control for the clustered nature of the data and the 

potential non-normality of the error terms with cluster-robust standard errors.26 The only 

downside to using cluster-robust standard errors instead of HLM is that the within-cluster 

dependence in the error terms is treated as a nuisance rather than meaningful variation 

(Rabe-Hesketh & Skrondal, 2008).  

                                                 
26 White (2000) explains how this cluster robust estimator of the standard error will result in consistent 
estimates of the coefficients in the model in the presence of nested data. 
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2.16  Power 

The power to detect the main employee level effects is above 90%.27 To detect 

organization level slope relationships (the fixed effects of variables at the organizational 

level of anlaysis) at power of .9, a sample of 30 organizations with 30 individuals is 

needed (Bryk & Raudenbush, 2002). For analysis, I will have 30-33 groups, meeting the 

group sufficient condition, and total employee sample size at 841-973 is should be almost 

large enough. Power does fall if there are not 30 individuals in each of the 30 groups, but 

not as much as it falls when the number of groups falls (Bryk & Raudenbush, 2002). 

Bickel (2007) warns, however, that power falls quickly as additional organizational 

variables are added into the model, such as organization level controls or especially 

random slopes, because it is equivalent to decreasing the sample size at the organization 

level of analysis. The power, therefore, may be slightly deficient to detect small 

organization level effects. However, Rabe-Hesketh and Skrondal (2005) and Liao and 

Chuang (2004) used HLM with smaller organizational sample size, and Liao and Chuang 

(2004) were able to detect organization-level fixed effects, as well as cross-level 

interaction effects. 

The detection of interaction effects takes more power than main effects, even 

when not embedded in HLM (Aguinis, 2005). In this study, the estimation of three 

hypotheses require interaction effects. Hypothesis 2.7 suggests that the relationship 

between customer empowerment and customer satisfaction is moderated by ownership. I 

used Aguinis (1994)’s method28 for calculating power for interaction effects where one 

                                                 
27 Assessed using the power tables in Rosenthal and Rosnow (1991). 

28 Power calculator available at http://carbon.cudenver.edu/~haguinis/mmr/index.html. 
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variable is dichotomous using the degrees of freedom at the individual level of analysis, 

and found a power level of .55; however, if the degrees of freedom present at the 

organizational level of analysis are used, the power is much lower. Hypotheses 2.2 and 

2.4, regarding the relationship between employee empowerment fit and job satisfaction 

and occupational stress, respectively, will be estimated with polynomial regression, 

which involves an interaction term. These variables are at the individual level of analysis, 

affording them higher power due to the sample size there, and are not dichotomous, 

which also improves power.  

Part 5:  Results and Discussion  

 This section will discuss the analytical results of the study. It will begin with 

descriptive statistics, and then present the study results for job satisfaction, occupational 

stress and wages. 

2.18  Descriptive Statistics and Correlation Coefficients 

Table 1 lists the variables included in the analysis, how they were measured and 

their summary statistics. Employee empowerment levels are quite low in nursing homes. 

On average, employees score 1.9 on a scale of one through five, where 1 is no influence 

at all over any types of decisions and 2 is a small amount of influence. Desired 

empowerment levels are considerably higher, at 2.6.29 The range of empowerment is as 

expected, with some employees having no decision making influence and others having 

an extreme amount. Job satisfaction is quite high, averaging 3.9, where four corresponds 

                                                 
29 The ranges found for empowerment level perceived and desired are similar to those found by Leana, 
Ahlbrandt, and Murrell (1992) in the steel industry, suggesting that the result that desired empowerment is 
higher than current empowerment may transfer to other industries. 
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to “agree” with the statements about satisfaction. Occupational stress levels are moderate, 

averaging about 3.2. Wages range from $6.25 - $37 per hour, averaging $13.60.  

Table 2 is a correlation matrix for the variables at the employee level of analysis. 

As expected given our hypotheses, employee empowerment is positively correlated with 

job satisfaction (r = 0.22, p < 0.01) and to the natural log of wages (r = 0.37, p < 0.01). It 

is, however, positively correlated with occupational stress (r = 0.10, p < 0.01), contrary to 

expectation. This may be because individuals with high levels of responsibility are 

empowered to a greater extent and have more job stress. Empowerment is highly related 

to desired empowerment (r = 0.51, p < 0.01), suggesting that employees who seek 

decision making influence are more likely to obtain it than those who do not. As 

expected, employees who supervise others are empowered to a greater extent than non-

supervisory employees (r = 0.34, p < 0.01); there are hierarchical levels of influence in 

nursing homes.  

Table 3 shows the variables at the organizational level of analysis, including 

employee empowerment aggregated to this level. The sample size for this table is only 

34, so the results should be interpreted with caution. Employee empowerment is 

unrelated to any of the listed organization level variables. Customer empowerment is 

related to ownership (r = -0.34, p = 0.05), such that for-profit organizations empower 

their customers less than do their nonprofit or local government counterparts. 

2.19  Results: Empowerment and Job Satisfaction 

 This section reports results of the HLM and 2SLS models shown in Table 5 and 

Table 6. Robust standard errors are used in all models, and non-dichotomous independent 

variables are grand-mean centered unless otherwise noted in the HLM equations. 
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HLM Results 
Table 5 reports the results regarding the impact of employee and customer 

empowerment on job satisfaction. Similar to prior literature, this study finds extensive 

support for Hypothesis 2.1, which states that employee empowerment improves job 

satisfaction. Model 1 includes employee empowerment, but not empowerment desired or 

other higher order terms. It shows that employee empowerment is linearly positively 

related to job satisfaction, as do most previous studies reviewed in this chapter. Model 2 

adds employee desired empowerment, and as a result the coefficient on empowerment 

rises substantially. This supports my contention that employees who are dissatisfied about 

something are more likely to seek out and attain empowerment.30 This suggests that the 

population of empowered employees may not be random, so all studies that compare the 

job satisfaction of empowered and unempowered employees without controlling 

statistically for this confounding variable may have biased coefficients.  

Model 3 in Table 5 group-mean centers employee empowerment, and adds 

organization-level employee empowerment to the model. The fact that the coefficient on 

empowerment is roughly unchanged makes it unlikely that there are organization-level 

confounding variables in the relationship between employee empowerment and job 

satisfaction. In addition, the coefficient on organization-level empowerment is not 

significant, showing that an individual’s own level of empowerment, relative to other 

employees in one’s organization, appears to matter more than the empowerment of 

employees as a group to the individual’s satisfaction. This means that empowering a few 

                                                 
30 Since this is a cross-sectional analysis, however, this contention cannot be proven. I am simply 
controlling for differences in the tendency to become empowered. It is important to note an alternative 
explanation for this finding; desired empowerment may reflect an expectation to be empowered, and if this 
expectation is not met, employees have reduced job satisfaction. 
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employees may not lead to changes that will enhance the satisfaction of the entire 

stakeholder group.  

Model 4 tests Hypothesis 2.2, that empowerment fit is related to job satisfaction, 

and tests non-linearities in the relationship between empowerment and job satisfaction. 

Since the interaction between empowerment and empowerment desired is not statistically 

significant, Hypothesis 2.2 is rejected. Model 4 does further contribute to the 

understanding of the relationship between employee empowerment and job satisfaction, 

however, because the significant squared term on empowerment shows that the 

relationship between employee empowerment and job satisfaction is non-linear. This 

could represent the declining marginal utility (or satisfaction) or empowerment, but could 

also be a statistical artifact since the job satisfaction scale ends at 5. 

Table 5 also addresses Hypothesis 2.6, that customer empowerment will impact 

job satisfaction. In all five models, customer empowerment is insignificant, so 

Hypothesis 2.6 is rejected with respect to job satisfaction. The standard deviation of 

customer empowerment is also insignificant, meaning how influence is spread among 

customers does not impact employee satisfaction. What does matter at the organizational 

level of analysis is the education level of the customers. When customers are more 

educated, employee job satisfaction falls.  

Model 5 in Table 5 tests Hypothesis 2.7, that the relationship between customer 

empowerment and job satisfaction is moderated by ownership. As noted in the Section 

2.16, the power to calculate this result is too low to meet conventional guidelines, and as 

is probable in this situation, the coefficient of the interaction term between customer 

empowerment and for-profit ownership is insignificant. This really provides no 
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information about this relationship. I conducted simple correlational analysis to test this 

hypothesis another way. The relationship between customer empowerment and employee 

satisfaction is roughly zero in for profit and local government organizations (n = 943, r = 

0.00, p =. 93). In for-profit organizations, the correlation is -0.14 (n = 128, p = .10).  

Endogeneity and Instrumental Variables 

 
The addition to the model of the organization level employee empowerment 

variable served the important purpose of controlling for organization level confounding 

variables that could impact the relationship between employee empowerment and job 

satisfaction, but other forms of endogeneity, or other coefficients in the model correlating 

with the error term, could still bias all coefficients in the model (Rabe-Hesketh & 

Skrondal, 2008). To check for endogeneity resulting from the correlation of other 

organization-level parameters with the error term, I conducted a Hausman (1978) model 

specification test. 

Hausman Test 
 

The Hausman Test is completed by comparing the coefficients of the fixed effects 

equation, or an OLS equation, with the random effects equation on which the HLM 

model is based. The fixed effects/OLS equation is consistent, and the HLM equation is 

more efficient though not consistent in the presence of endogeneity (Wooldridge, 2002). 

If the coefficients produced by both equations are the same, this makes the correlation of 

any independent variable with the organization-level error term unlikely. The Hausman 

test statistic is significant at the 10% level, which provides some weak evidence for 
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endogeneity (chi2 = 16.24, p = .06).31 This suggests the need to conduct a robustness 

check on the HLM estimates. 

2SLS Results 
 

To control for all types of endogeneity, I conducted the Two Stage Least Squares 

(2SLS) estimation, with employee empowerment, employee desired empowerment and 

customer empowerment treated as endogenous. Since the functional form of employee 

empowerment’s relationship with job satisfaction is not linear, but is increasing at a 

decreasing rate, I have chosen a double-log specification that is more flexible and will 

allow for nonlinearities in the variables. The double-log structure measures elasticities, 

that is, it measures the percentage of change in the dependent variable resulting from a 

percentage of change in the independent variable. Instead of holding the slope constant, 

the double log structure assumes a curvilinear relationship, such that, if the coefficient is 

less than one, the relationship between employee empowerment and job satisfaction will 

be assumed to be increasing at a decreasing rate, and if the coefficient is more than one, 

the double-log specification implies a relationship that is increasing at an increasing rate.   

Prior to conducting the analysis, I conducted several tests to determine the 

acceptability of the instruments chosen above. To be acceptable, the instruments must be 

(1) significantly correlated to the endogenous variables and (2) uncorrelated to the error 

term (Wooldridge, 2001). If the instrument is not significantly correlated with the 

endogenous variables, it will lack precision in estimating the model’s coefficients, 

resulting in larger standard errors than if the endogenous variable itself were used in the 

                                                 
31 The Hausman test assumes that the fixed effects or OLS equations used to compare the HLM equation to 
do not have inconsistent estimators as a result of endogeneity, which is not always true (Wooldridge, 2002). 
The fixed effects or OLS equation would have inconsistent estimators in the presence of employee-level 
endogeneity. 
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equation (Cameron & Trivediand, 2005) and may be biased (Bound, Jaeger & Baker, 

1995). If the instrument is correlated to the error term, it could result in bias that is worse 

than the bias in the equation that measures the endogenous variables directly (Angrist & 

Krueger, 2001).  

To test (1), I considered the results of the first stage of 2SLS, where the 

instrumental and independent variables are regressed on each endogenous variable. 

Bound, Jaeger & Baker (1995) recommend considering the first stage model fit, in the 

form of the partial R2 or F-test. The first stage regressions predicting employee 

empowerment (F = 41.5, p < 0.01), employee empowerment wanted (F = 15.5, p < 0.01) 

and customer empowerment (F = 6.46, p < 0.01) are all significantly different from zero. 

An important test for instrument relevance, however, is the size of the F-test of the 

instruments alone (Bound et al., 1995). In my analysis, the F-test for the analysis of 

employee empowerment is 19.2 (p < 0.01), for employee empowerment desired is 15.7 (p 

< 0.01), and for customer empowerment is 7.2 (p < 0.01). The excluded instruments 

explain 13% of the variation in employee empowerment, 7% of the variation in 

empowerment desired, and 36% of the variance in customer empowerment. These 

instruments are relevant and suitable for estimation. 

The best test for instrument over-identification, meaning the correlation of the 

instruments with the error term, is the Hansen J-Test (Baum, 2006). In this test, the null 

hypothesis is that of correct model specification. Fortunately, this test fails to reject the 

null hypothesis (J = 4.7, p = .20), and concludes that the instruments are not significantly 

correlated to the error term and are thus exogenous. 
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The results of the instrumental variables regression primarily replicated the results 

of the HLM regressions. Hypothesis 2.1 was supported; a one percent increase in the 

employee empowerment level increases job satisfaction by 0.35 percent. This is a 

statistically significant and practically meaningful coefficient. It is not due to 

measurement error, omitted variable bias, or any other kind of endogeneity.32 As a 

robustness check, this specification was run linearly rather than in double log form; it did 

not change the results. The empowerment fit hypothesis was not tested in the 

instrumental variables framework because instruments for the higher order polynomials 

could not be found. Robustness checks for the fit hypothesis were conducted by running 

the polynomial specification in the double-log functional form, but the results did not 

change. 

The instrumental variables regression did not change the null results of customer 

empowerment’s impact on employee satisfaction. At least for nursing homes, it is 

concluded that the empowerment of the family members of the residents does not impact 

employee satisfaction. The power for this analysis was reasonably high, and the 

elimination of other organizational level variables to improve degrees of freedom did not 

impact these results, though it is not possible to rule out the possibility that this result is 

due a combination of a low effect size and low power. College educated customers, 

however, continue to erode employee satisfaction. As a robustness check, I excluded 

college education from the model because theory suggests it is correlated with 

empowerment, but again, this did not change the result.  

                                                 
32 A threat to validity that instrumental variables cannot rule out is reverse causation, since the data are 
cross-sectional. It is possible, though not plausible, that this result reflects satisfied employees becoming 
empowered, though I have argued that the reverse is more likely to case. 



 

 92 

2.20  Results: Empowerment and Occupational Stress 

 The estimation of the models predicting occupational stress was conducted in the 

same way as the job satisfaction estimates were obtained. HLM and 2SLS were used, 

with robust standard errors in all models. All non-dichotomous variables were centered 

prior to estimation to avoid unnecessary multicollinearity in the HLM models. The results 

are reported in Table 7. 

HLM Results 

 
 Model 1 shows that, contrary to expectation, the coefficient for employee 

empowerment is positive, but statistically insignificant. This could be due to the 

increased likelihood of employees who are suffering from high occupational stress to 

seek empowerment, because the coefficient becomes negative and significant, as 

hypothesized, when desired empowerment is added to the equation in Model 2. Since all 

other models report that the relationship between employee empowerment and 

occupational stress is negative and highly significant, Hypothesis 2.3 is accepted, noting 

the importance of proper control variables to accurately detect this relationship.  

 Model 3 adds the mean level of employee empowerment in the nursing home to 

the model, and group-mean centers the employee-level empowerment coefficient. This 

allows the variation in employee empowerment to be separated by level of analysis. The 

results show that the coefficient for individual-level employee empowerment is 

indistinguishable from the coefficient for empowerment in the previous regression, and 

the coefficient for organization-level empowerment is insignificant. This suggests that an 

employee’s stress is reduced only when his or her empowerment level increases, not 

when his or her coworkers’ empowerment level is increased. It also shows that 
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organization-level endogeneity does not likely bias the coefficient for empowerment in 

this equation. 

 Model 4 tests Hypothesis 2.4, that employee empowerment fit is significantly 

related to occupational stress, and also tests the linearity of the coefficients for employee 

empowerment and desired empowerment. The coefficients on employee empowerment 

squared and desired empowerment squared are both significant, suggesting that both of 

these variables are non-linearly related to occupational stress. Employee empowerment 

decreases stress, but the rate at which it decreases occupational stress falls as levels of 

empowerment increase. Desired empowerment increases occupational stress at an 

accelerating rate. The coefficient on the interaction term, however, was not statistically 

different from zero, so Hypothesis 2.4 is rejected. 

Models 1-4 also test Hypothesis 2.6, that customer empowerment will be 

positively related to employee occupational stress. In all models, the coefficient for 

customer empowerment is not statistically different from zero, nor is the coefficient for 

the within-organization standard deviation of customer empowerment. Hypothesis 2.6 is 

therefore rejected, as customer empowerment does not appear to impact employee stress. 

It is interesting to note, however, that the coefficient for customer education significantly 

increases occupational stress in one of the models, parallel to the finding that it decreases 

employee job satisfaction.  

Model 5 tests Hypothesis 2.7, which states that empowering customers will have a 

more positive impact on employee well-being in the nonprofit sector. Since reduced 

occupational stress is improved well-being, this would imply a more negative relationship 

between customer empowerment and employee stress in the nonprofit sector. This 
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hypothesis is rejected, since the coefficient for the interaction term is the wrong sign and 

statistically insignificant.33 

Endogeneity and Instrumental Variables 

 
 For the reasons described above when referring to job satisfaction, I will conduct 

a Hausman (1979) test for endogeneity, and conduct 2SLS models as a robustness check 

to the HLM results.  

Hausman Test 
 

The Hausman Test is completed by running the HLM model, which would be 

efficient but inconsistent in the presence of organization-level endogeneity, and a Fixed 

Effects model, which remains consistent, to determine whether the fixed-effect 

coefficients differ. The test fails to reject the null hypothesis that the two regressions 

differ (chi2 = 8.70, p = .47), suggesting that organization-level endogeneity is not a 

problem in occupational stress equation. Because there are some types of endogeneity 

that the Hausman Test cannot detect, such as the correlation of employee-level 

coefficients with the employee-level error term, I will next conduct the 2SLS analysis as 

a robustness check.  

2SLS Results 
 
Prior to running the estimation, I checked to see whether the instruments were (1) 

significantly correlated with occupational stress and (2) uncorrelated to the error term. To 

check (1), I tested the null hypothesis that the excluded instruments in the first stage 

equation of 2SLS (predicting the endogenous variables) were jointly equal to zero, or 

                                                 
33 A robustness test based on comparing the correlations between sectors also shows that the relationship is 
stronger in the for-profit sector than in the nonprofit and local government sectors. 
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unrelated to the occupational stress, with an F-test. For employee empowerment (f = 

18.48; p < 0.01), employee desired empowerment (f = 15.65; p < 0.01), and customer 

empowerment (f = 7.17; p < 0.01), I was able to reject his hypothesis. The partial R2 for 

these instruments were 0.13, 0.18, and 0.36, respectively. These results are identical to 

the job satisfaction equation because the same instruments were used. To test (2), I used 

the Hansen J statistic, which was statistically indistinguishable from zero (chi2 = 4.82, p 

= 0.19), suggesting that the instruments are not correlated to the error term. 

 The 2SLS results are reported in Table 6. The control variables are similar in size 

and significance to the HLM results, but the coefficients for employee and customer 

empowerment are both insignificant. These results suggest that (1) there is a specification 

error in the instrumental variables equation, or (2) the HLM results are biased due to 

endogeneity or measurement error. The instruments for customer empowerment had an 

F-value of less than 10, which could indicate a weak instrument, but the partial R2 of the 

instruments predicting customer empowerment was quite high, making this possibility 

unlikely. Since I am unable to find error with the 2SLS specification, I must conclude 

that the HLM results are not robust with respect to the relationship between employee 

empowerment and occupational stress. The result for customer empowerment remains 

insignificant, as it was in all specifications, and so it can be concluded that customer 

empowerment likely does not impact employee stress. 

2.21 Results: Empowerment and Wages 

 The Random-Intercept HLM models and the 2SLS models predicting wages were 

conducted similarly to those for job satisfaction and job stress with the following 

changes. First, the functional form is assumed to be double-log, so that all coefficients, 
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except indicator variables, measure elasticities. This is because the relationship between 

wages and many variables is nonlinear, so wages are nearly always logged in the 

literature. Other variables are logged for ease in interpretation. Second, empowerment 

desired is not expected to predict wages, since actual influence matters in the prediction 

of wages. Third, since desired empowerment is not expected to impact wages, but human 

capital variables will impact wages, desired empowerment rather than human capital are 

used as instruments in the 2SLS examination. 

HLM Results 

 The results of Model 1 indicate that after controlling for a host of human-capital 

related variables, including job title, education, tenure, experience, hours worked, and 

supervisory status, employee empowerment is positively related to wages. For every one 

percent increase in employee empowerment, wages increase by about 0.12 percent. This 

variable is statistically different from zero in all models, so Hypothesis 2.5 is not rejected. 

 Model 2 replaces the natural log of employee empowerment with two other 

variables. The variable recorded as employee empowerment at the employee level of 

analysis is the deviation of a specific employee’s level of empowerment from the mean 

level of empowerment experienced by all employees in the organization. The coefficient, 

which is statistically significant and robust to most organization-level endogeneity, 

indicates that a 1 unit change in employee empowerment (for example, from the mean 

level of empowerment in the organization to one point above the mean) increases wages 

by seven percent. The second variable added to the equation is the mean level of 

employee empowerment in the organization, recorded at the organization level of 

analysis. This implies that a one unit change in the average level of empowerment in the 
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nursing home increases the focal employee’s wages by nine percent, controlling for his or 

her empowerment level, but this coefficient estimate is not statistically different from 

zero. 

 Models 1 and 2 also consider the impact of customer empowerment on employee 

wages, Hypothesis 2.6, which is expected to be negative. While the coefficient is always 

negative, it is not statistically significant. Hypothesis 2.6 is rejected for wages, as it was 

for job satisfaction and occupational stress. Customer empowerment does not appear to 

impact employee well-being. 

 Model 3 considers Hypothesis 2.7, that the relationship between customer 

empowerment and employee wages is stronger in the nonprofit and local government 

sectors than in the for-profit sector. This is because employees in the nonprofit and local 

government sector are less extrinsically motivated, and thus more accepting of lowered 

wages if empowered customers advocate for something that will improve customer well-

being. The coefficient on the interaction term is positive, suggesting that the relationship 

is stronger in the nonprofit and local government sectors, but not statistically different 

from zero. This is possibly due to attempting to detect a small effect with limited power. 

The raw correlation between customer empowerment and wages differs by sector; the 

for-profit correlation does not differ statistically from zero (r = -0.07, p = 0.46), while the 

nonprofit sector correlation is twice as large and significant (r = -0.14, p < 0.01). 

Endogeneity and Instrumental Variables 

 
This section will report the results of the last column of Table 8, the 2SLS results. 

The 2SLS equations were run in double-log functional form and all models contained 
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robust standard errors. The analysis is conducted similarly to the analysis for job 

satisfaction and occupational stress. 

Hausman Test 
 

This section includes the Hausman (1978) test, which is the standard test for 

organization-level endogeneity in a model (Baum, 2006). Like the Hausman test for 

occupational stress, this test compares the fixed effect coefficients with the HLM 

coefficients. The test shows evidence of endogeneity (chi2 = 77.24, p < 0.01). 

2SLS Results 
 

2SLS was run as a robustness check. Since actual influence matters in the 

determination of wages, and desired empowerment is not expected to impact wages 

except via its impact on empowerment, employee desired empowerment not considered 

an endogenous variable; rather, it is utilized as an instrument for wages since the human 

capital variables used as instruments for job satisfaction and occupational stress do 

significantly impact wages. Customer desired empowerment is used as an instrumental 

variable for customer empowerment.  

To check to ensure instrument relevancy, the F-test for, and partial R2s of, the 

excluded instruments are examined. The F-tests for the instrumental variable predicting 

employee empowerment (F = 82.32, p < 0.01) and the instrumental variable predicting 

customer empowerment (F = 9.50, p < 0.01) show that these instruments are related to 

employee empowerment and customer empowerment, respectively. The partial R2s are 

0.19 and 0.32, respectively. The instruments appear relevant, though the f-value for 

customer empowerment is slightly too low. This is because customer empowerment is 
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not related to most of the variables in the first stage regression; those variables are related 

to employee empowerment and wages.  

Testing for correlation of the instrumental variables with the error term is 

problematic. The Hansen J-Statistic is always zero when each endogenous variable has 

only one instrument, and thus is not informative. One necessary condition for the 

instrument to be unrelated to the error term is to determine whether the instrument 

impacts the dependent variable only through the endogenous variable. To test this, I add 

both instrumental variables to the HLM equations, and employee desired empowerment 

(β = -0.02, p = 0.38) and customer desired empowerment (β = 0.05, p = 0.78) were both 

insignificantly different from zero. 

The results of the 2SLS equation are reported in Table 7. The coefficient for 

employee empowerment is slightly higher, but not statistically different from its HLM 

counterpart. The coefficient for customer empowerment remains insignificant. The size 

and significance of most other variables remains unchanged, suggesting that endogeneity 

has not impacted these estimates. 

2.22 Conclusion 

What has been discovered about the relationship between employee and customer 

empowerment and employee well-being from this chapter? It is now known that nursing 

home employees are empowered at low levels, and they desire moderate levels of 

empowerment. Their empowerment levels are slightly higher than the empowerment 

level of the customers, though the differences are not statistically significant.  

Much has been learned in this chapter about the relationship between employee 

and customer empowerment and employee well-being. First, the relationship between 
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employee empowerment and employee well-being is positive and statistically different 

from zero, as many previous studies have shown. Second, failing to control for the fact 

that unsatisfied employees are more likely to seek and attain empowerment biases down 

the coefficient of employee empowerment when predicting employee attitudes. When 

employee desired empowerment is added to the equations predicting job satisfaction and 

occupational stress, the coefficient for employee empowerment increases. The 

occupational stress coefficient is insignificantly different from zero without desired 

empowerment in the equation, and becomes significantly different from zero when 

desired empowerment is added.  

Third, the relationships between employee empowerment and the employee well-

being variables are probably non-linear. The addition of employee empowerment squared 

to the model does little to model fit, but is statistically different from zero. I find no 

evidence, however, that empowerment fit improves job satisfaction or reduces 

occupational stress. It appears that the level of empowerment, not whether an employee is 

empowered to the extent that he or she wants to be, impacts his or her job satisfaction and 

stress levels.  

Fourth, the relationship between employee empowerment and all the well-being 

variables is personal—the empowerment of one’s coworkers is not likely to improve 

one’s job satisfaction, increase one’s wages, or decrease one’s stress. Together with the 

finding that the level of empowerment matters more than empowerment fit, this suggests 

that the empowerment of all employees will improve well-being moreso than the 

empowerment a few.  
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Fifth, the relationships between employee empowerment and job satisfaction and 

employee empowerment and wages are robust, are not due to measurement error or 

endogeneity, and are practically significant with a elasticities of 0.35 and .012 - 0.14, 

respectively. The negative relationship between employee empowerment and 

occupational stress is not robust; it fails to hold in 2SLS estimation. This is the first study 

of empowerment to use both HLM and 2SLS to check to robustness of the relationships. 

What remains undetermined about how employee empowerment impacts 

employee well-being? While it was unlikely that the slope varied, meaning that 

empowerment appears to impact satisfaction similarly across organizations, this cannot 

be known for certain because the power to detect such a random effect was low. It 

remains unlikely, however, that employees in the nonprofit sector respond differently to 

empowerment than those in the for-profit sector.  

What can this chapter tell us about the relationship between customer 

empowerment and employee well-being? At least in the nursing home industry, and at the 

low empowerment levels currently held by customers, customer empowerment likely 

does not impact job satisfaction, occupational stress or wages. Although insignificant, 

this is a contribution to the literature since it is the first study to consider whether 

customer empowerment impacts employee well-being in a stakeholder framework. There 

is some weak evidence that this may be sector specific—it is possible that customer 

empowerment decreases job satisfaction in for-profit nursing homes but not nonprofit 

nursing homes, though further research would be needed to verify or negate such an 

effect. 
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Unlike most previous work in this area, I was able to control for several types of 

endogeneity. I controlled in the HLM model for any omitted variables stemming from the 

organizational level of analysis, including managerial preferences and organizational 

financial condition, which I could not control explicitly. With instrumental variables, I 

also controlled for any omitted variables at any level of analysis, as well as for 

measurement error, which can also bias coefficients. Despite the level of precautions 

taken, this study cannot prove causality since it is possible that individuals with high or 

low levels of job satisfaction, occupational stress, or wages are more likely to become 

empowered, that is, that the causality runs in the other direction. Since I did not have 

longitudinal data, nor an experimental design with a control group, causation is 

impossible to determine. I did, however, anticipate employees who want to be 

empowered want their power increased so that they can change a situation that they are 

not satisfied with. This would suggest that dissatisfied employees are more likely to 

desire empowerment than satisfied employees. I therefore control for the desired level of 

empowerment, removing this possibility. 
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Chapter 2 Figures 

 
Figure 1: Scree Plot for the Employee Empowerment Eigenvalues 
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Figure 2: Scree Plot of Customer Empowerment Eigenvalues 
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Figure 3: Normality of Job Satisfaction at the Individual Level (Level 1) and the 
Organization Level (Level 2) of Analysis. 
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Figure 4:  Normality of Occupational Stress at the Individual Level (Level 1) and 
the Organization Level (Level 2) of Analysis. 
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Figure 5: Normality of Wages at the Individual Level (Level 1) and the 
Organization Level (Level 2) of Analysis 
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Chapter 2 Tables 

Table 1: Variable Definitions and Summary Statistics 
Variable Name Explanation Mean Std. Dev. Min Max 

Employee Level of Analysis 

Employee 
empowerment 

Employee influence in nine 
types of decisions (1=none 
at all, 5=extreme) 1.893 0.639 1.000 5.000 

Employee desired 
empowerment 

Employee desired influence 
in nine types of decisions 
(1=none at all, 5=extreme) 2.615 0.794 1.000 5.000 

Certified Nursing 
Assistant (CNA) 

Indicator variable=1 if 
employee is a CNA. 0.316 0.465 0.000 1.000 

Licensed Practical 
Nurse (LPN) 

Indicator variable=1 if 
employee is a LPN 0.112 0.316 0.000 1.000 

Registered Nurse 
(RN) 

Indicator variable=1 if 
employee is a RN 0.081 0.273 0.000 1.000 

Dietary department 

Indicator variable=1 if 
employee works in the 
dietary department 0.106 0.308 0.000 1.000 

Housekeeping 
department 

Indicator variable=1 if 
employee works in the 
housekeeping or 
maintenance departments 0.115 0.319 0.000 1.000 

Tenure 
Months of tenure at the 
nursing home 94.924 110.882 0.100 1175 

Interdependence 

Extent to which completion 
of tasks is dependent on 
coworkers (1=none at all, 
5=extreme) 3.541 1.047 1.000 5.000 

Education 

Indicator variable=1 if 
employee has a college or 
master's degree 0.104 0.305 0.000 1.000 

Supervisor 

Indicator variable=1 if 
employee holds a 
supervisory position 0.326 0.469 0.000 1.000 

Experience 
Months of experience in 
current career 125.183 122.496 0.100 672 

Gender 
Indicator variable=1 if 
employee is female 0.829 0.377 0.000 1.000 

Organization Level of Analysis 

Customer empowerment 

Customer influence in 
four types of decisions 
(1=none at all, 
5=extreme) 1.689 0.398 1.000 3.150 

Customer empowerment 
sd 

Standard deviation of 
customer empowerment 
within the nursing home 0.832 0.313 0.000 1.496 

Ownership 

Indicator variable=1 if 
nursing home is for-
profit 0.196 0.396 0.000 1.000 
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Variable Name Explanation Mean Std. Dev. Min Max 

Firm size 
Number of residents in 
nursing home 66.253 28.711 20 206 

Customer empowerment 
desired 

Customer desired 
influence in four types 
of decisions (1=none at 
all, 5=extreme) 2.670 0.379 1.917 3.400 

Visit 

Number of times 
customer visited 
resident in the past three 
months 29.935 13.632 3.000 52.692 

Customer education 

Indicator variable=1 if 
customer has college or 
master's degree 0.318 0.173 0.000 0.714 
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Table 2: Factor Loadings for Employee and Customer Empowerment 

Decision Categories Employee 
Empowerment 

Customer 
Empowerment 

 Factor 1 Factor 1 Factor 2 

Hiring core staff 0.51 0.05 0.72 

Hiring administrator 0.56 -0.07 1.03 

Expansion of facilities 0.67 0.16 0.80 

Services offered 0.78 0.77 0.06 

Resident menu 0.42 0.74 0.07 

Resident activities 0.46 0.88 -0.09 

Standards of care 0.59 0.75 0.03 

Daily tasks 0.48 - - 

Work schedule 0.59 - - 
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Table 3: Correlations at the Individual Level of Analysis 

 1 2 3 4 5 6 7 8 9 10 11 12 13 

1) Job satisfaction 1.00             
              

2) Stress -0.34 1.00            
 (0.00)             

3) Log wages 0.10 0.32 1.00           
 (0.00) (0.00)            

4) Employee 
empowerment 

0.22 0.10 0.37 1.00          

 (0.00) (0.00) (0.00)           
5) Employee desired 
empowerment 

-0.02 0.29 0.24 0.51 1.00         

 (0.48) (0.00) (0.00) (0.00)          
6) C.N.A. -0.15 0.01 -0.34 -0.15 0.04 1.00        

 (0.00) (0.66) (0.00) (0.00) (0.22)         
7) L.P.N. -0.05 0.12 0.20 -0.11 0.01 -0.23 1.00       

 (0.10) (0.00) (0.00) (0.00) (0.68) (0.00)        
8) R. N. 0.05 0.17 0.50 0.21 0.15 -0.20 -0.10 1.00      

 (0.09) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)       
9) Dietary 
department 

0.00 -0.15 -0.23 -0.04 -0.10 -0.23 -0.12 -0.11 1.00     

 (0.92) (0.00) (0.00) (0.14) (0.00) (0.00) (0.00) (0.00)      
10) Housekeeping 
department 

-0.05 -0.16 -0.20 -0.13 -0.19 -0.24 -0.13 -0.11 -0.13 1.00    

 (0.09) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)     
11) Tenure 0.00 0.18 0.27 0.08 0.08 -0.12 0.07 0.06 -0.10 0.02 1.00   

 (0.92) (0.00) (0.00) (0.01) (0.01) (0.00) (0.02) (0.06) (0.00) (0.54)    
12) Interdependence 0.00 0.16 0.10 0.14 0.17 0.07 0.02 0.13 0.02 -0.17 0.07 1.00  

 (0.99) (0.00) (0.00) (0.00) (0.00) (0.03) (0.44) (0.00) (0.42) (0.00) (0.03)   
13) Education 0.11 0.11 0.37 0.23 0.15 -0.18 -0.09 0.17 -0.09 -0.11 -0.04 -0.04 1.00 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.22) (0.22)  
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 1 2 3 4 5 6 7 8 9 10 11 12 13 

14) Supervisory 
status 

0.09 0.27 0.60 0.34 0.24 -0.42 0.39 0.38 -0.02 -0.12 0.19 0.13 0.22 

 (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.42) (0.00) (0.00) (0.00) (0.00) 
15) Experience 0.06 0.14 0.41 0.07 0.05 -0.13 0.14 0.13 -0.08 -0.03 0.56 0.06 0.06 

 (0.04) (0.00) (0.00) (0.02) (0.16) (0.00) (0.00) (0.00) (0.01) (0.29) (0.00) (0.07) (0.04) 
16) Gender -0.01 0.09 -0.03 -0.07 0.04 0.10 0.06 0.03 0.00 -0.24 0.08 0.09 0.03 

 (0.86) (0.00) (0.40) (0.02) (0.17) (0.00 (0.04) (0.34) (0.97) (0.00) (0.01) (0.00) (0.37) 
 

 14 15 16 

14) Supervisory status 1.00   
    

15) Experience 0.21 1.00  
 (0.00)   

16) Gender 0.08 0.02 1.00 
 (0.00) (0.62)  

 

Notes: Pair-wise correlations. P-values in parentheses. 
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Table 4:  Correlations at the Organizational Level of Analysis 

 1 2 3 4 5 6 7 8 
1) Employee 
empowerment 1        
         
2) Customer 
empowerment 0.077 1       
 (0.669)        
3) Customer 
desired 
empowerment -0.023 0.562 1      
 (0.901) (0.001)       
4) Visit -0.017 0.080 -0.091 1     
 (0.927) (0.652) (0.611)      
5) Customer 
education 0.065 0.200 -0.011 0.226 1    
 (0.718) (0.257) (0.952) (0.199)     
6) Customer 
empowerment sd 0.050 0.751 0.371 0.302 0.183 1   
 (0.781) (0.000) (0.033) (0.087) (0.307)    
7) Ownership 0.177 -0.343 0.097 -0.076 -0.098 -0.457 1  
 (0.303) (0.047) (0.586) (0.671) (0.583) (0.008)   
8) Firm size -0.228 0.248 0.211 0.377 0.102 0.427 -0.202 1 
 (0.194) (0.164) (0.238) (0.030) (0.571) (0.015) (0.245)  

Note: Pair-wise correlations. P-value in parentheses.
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Table 5: HLM Estimations of the Effect of Employee and Customer Empowerment 
on Job Satisfaction 
Model Number 1 2 3 4 5 

Employee Level of Analysis      
Employee empowerment 0.169*** 0.253*** 0.256*** 0.685*** 0.561*** 

 [0.032] [0.043] [0.043] [0.187] [0.156] 
Employee desired 
empowerment 

 -0.124*** 
[0.035] 

-0.125*** 
[0.035] 

-0.400** 
[0.157] 

-0.020*** 
[0.006] 

      
C.N.A. -0.265*** -0.217*** -0.216*** -0.206*** -0.208*** 

 [0.051] [0.053] [0.053] [0.053] [0.052] 
L.P.N. -0.192*** -0.167** -0.168** -0.153** -0.166** 

 [0.066] [0.067] [0.067] [0.066] [0.067] 
R.N. -0.134* -0.100 -0.101 -0.097 -0.093 

 [0.074] [0.078] [0.078] [0.077] [0.077] 
Dietary department -0.123* -0.123* -0.122* -0.106 -0.104* 

 [0.066] [0.069] [0.068] [0.068] [0.068] 
Housekeeping department -0.192*** -0.187** -0.185** -0.183** -0.057** 

 [0.070] [0.075] [0.076] [0.075] [0.074] 
Tenure 0.000 0.000 0.000 0.000 -0.000 

 [0.000] [0.000] [0.000] [0.000] [0.000] 
Interdependence -0.012 -0.018 -0.018 -0.020 -0.017 

 [0.019] [0.020] [0.020] [0.020] [0.020] 
Organizational Level of Analysis 
Customer empowerment 0.027 -0.027 -0.030 -0.023 0.040 

 [0.103] [0.103] [0.106] [0.102] [0.076] 
Customer empowerment sd 0.142 0.167 0.176 0.179  

 [0.141] [0.140] [0.146] [0.136]  
Ownership 0.087 0.084 0.082 0.087 -18.78 

 [0.085] [0.083] [0.085] [0.081] [30.63] 
Firm size -0.001 -0.001 -0.001 -0.001  

 [0.001] [0.001] [0.001] [0.001]  
Visit -0.003 -0.002 -0.002 -0.003  

 [0.003] [0.003] [0.003] [0.002]  
Customer education -0.398** -0.323* -0.319* -0.328** -.322 

 [0.160] [0.161] [0.166] [0.156] [.164] 
Organization level   0.172   
empowerment   [0.199]   
Higher Order Terms/Interaction Effects 
Empowerment squared    -0.141**  

    [0.057]  
Desired empowerment 
squared 

   0.032 
[0.040] 

 

      
Empowerment *  
Desired empowerment 

   0.060 
[0.080] 

 

      
Customer empowerment *     -.274 
For-profit ownership     [.445] 
Constant 26.53*** 21.55*** 4.321 29.95*** 1.614*** 

 [7.308] [7.396] [7.832] [11.250] [0.102] 
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Model Number 1 2 3 4 5 
N (individual) 973 885 885 885 841 
N (organization) 32 32 32 32 30 
R2 (within) 0.073 0.091 0.091 0.102 0.093 
R2 (between) 0.300 0.230 0.233 0.214 0.255 

 
Notes:  *, **, and *** refer to statistical significance at the 10%, 5%, and 1% alpha level. All variables 

except dummy variables are grand mean centered. Standard errors in brackets. The occupations, 

supervisory status, employee and customer college education, and for-profit ownership are dummy 

variables.  
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Table 6: Instrumental Variable (2SLS) Estimates of the Impact of Employee and 
Customer Empowerment on Job Satisfaction and Occupational Stress with Cluster-
Robust Standard Errors 

 First Stage: 
Empowerment 

First Stage: 
Desired 

Empowerment 

First Stage: 
Customer 

Empowerment 

Second 
Stage: Job 

Satisfaction 

Second 
Stage: 
Stress 

Employee Level of Analysis – Included Variables  
Employee 
empowerment 

   0.351** 0.146 

    [0.145] [.342] 
Employee desired 
empowerment 

   -0.279 0.612 

    [0.186] [.420] 
C.N.A. -0.079** 0.091*** 0.020 -0.015 0.083 

 [0.030] [0.038] [0.018] [0.036] [.062] 
L.P.N. -.275*** -0.040 0.001 0.004 0.119** 

 [0.043] [0.040] [0.017] [0.033] [0.060] 
R.N. -0.053 0.013 0.007 -0.037 0.090** 

 [.047] [0.033] [0.014] [0.023] [0.041] 
Dietary department -0.103** -0.046 0.022 -0.031* -0.080* 

 [0.046] [0.049] [0.019] [0.016] [0.044] 
Housekeeping 
department 

-0.195*** 
[.037] 

-0.186**** 
[0.050] 

0.037* 
[0.019] 

-0.056** 
[0.025] 

0.076 
[0.061] 

      
Tenure 0.000 0.002 0.000 -0.001 .027*** 

 [0.007] [0.008] [0.005] [0.003] [.007] 
Interdependence 0.093*** 0.106*** 0.005 -0.025 -0.009 

 [0.032] [0.031] [0.015] [0.016] [0.032] 
Employee Level of Analysis – Instrumental Variables  
Education 0.068** 0.079*** 0.230   
 [0.031] [0.027] [0.159]   
Supervisory status 0.240*** 0.148*** 0.018   
 [0.028] [0.027] [0.012]   
Day shift 0.088** 0.074** 0.022   
 [0.034] [0.034] [0.014]   
Hours 0.014 0.053 0.007   
 [0.027] [0.039] [0.016]   
Political Ideology 0.018 0.061** -0.001   
 [0.020] [0.027] [0.003]   
Organization Level of Analysis – Included Variables  
Customer 
empowerment 

   -0.002 
[0.101] 

-0.184 
[0.140] 

      
Customer education -0.007 0.043 0.229 -0.117*** 0.145* 

 [0.057] [0.084] [0.159] [0.046] [0.075] 
Ownership -0.013 -0.047* -0.16*** 0.004 -0.026 
 [0.021] [0.024] [0.055] [0.024] [0.028] 
Firm size -0.054 -0.003 0.076 0.009 0.090** 
 [0.025] [0.032] [0.057] [0.027] [0.042] 
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 First Stage: 
Empowerment 

First Stage: 
Desired 

Empowerment 

First Stage: 
Customer 

Empowerment 

Second 
Stage: Job 

Satisfaction 

Second 
Stage: 
Stress 

Organization  Level of Analysis – Instrumental Variables  
Customer desired 
empowerment 

0.061 0.042 0.767***   

 [0.074] [0.111] [0.172]   
Constant 0.509*** 0.371** -0.684** 1.460*** 0.052 
 [0.122] [0.175] [0.278] [0.112] [0.153] 
N 741 741 741 741 740 
F 41.49*** 15.47*** 6.46*** 8.99*** 23.91*** 
P-Value [0.000] [0.000] [0.000] [0.000] [0.000] 

 
Notes:  *, **, and *** refer to statistical significance at the 10%, 5%, and 1% alpha level. Standard errors 

in brackets. 
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Table 7: HLM Estimates of the Impact of Employee and Customer Empowerment 
on Occupational Stress with Robust Standard Errors 

Model 1 2 3 4 5 
Employee Level of Analysis 
Employee 
empowerment 

0.062 -0.138** -0.153*** -0.726*** -0.696*** 

 [0.045] [0.055] [0.055] [0.267] [0.231] 
Employee desired 
empowerment 

 0.283*** 0.283*** 0.553*** 0.283*** 

  [0.044] [0.044] [0.213] [0.044] 
C.N.A. 0.081 0.023 0.024 0.008 0.004 

 [0.074] [0.074] [0.074] [0.074] [0.074] 
L.P.N. 0.293*** 0.192** 0.194** 0.179** 0.169** 

 [0.087] [0.089] [0.089] [0.090] [0.091] 
R.N. 0.426*** 0.400*** 0.402*** 0.396*** 0.376*** 

 [0.097] [0.098] [0.098] [0.097] [0.098] 
Dietary department -0.375*** -0.384*** -0.383*** -0.413*** -0.424*** 

 [0.102] [0.103] [0.103] [0.104] [0.106] 
Housekeeping 
department 

-0.354*** -0.286*** -0.277*** -0.301*** -0.366*** 

 [0.097] [0.105] [0.105] [0.107] [0.107] 
Tenure 0.001*** 0.001*** 0.001*** 0.001*** 0.001*** 

 [0.000] [0.000] [0.000] [0.000] [0.000] 
Interdependence 0.096*** 0.092*** 0.092*** 0.094*** -0.091*** 

 [0.028] [0.028] [0.028] [0.028] [0.028] 
Organizational Level of Analysis     
Customer empowerment -0.063 -0.030 -0.030 -0.030 -0.020 

 [0.165] [0.127] [0.126] [0.132] [0.095] 
Customer empowerment 
sd 

-0.114 -0.134 -0.151 -0.144  

 [0.234] [0.170] [0.169] [0.180]  
Ownership -0.250* -0.191* -0.190* -0.092* 38.828 

 [0.132] [0.101] [0.100] [0.095] [31.468] 
Firm size 0.003** 0.003** 0.003** 0.003**  

 [0.002] [0.001] [0.001] [0.001]  
Visit 0.005 0.005 0.005 0.005  

 [0.004] [0.003] [0.003] [0.003]  
Customer education 0.269 0.342 0.339 0.333 0.376* 

 [0.274] [0.202] [0.201] [0.214] [0.208] 
Organization level   0.039   
empowerment   [0.263]   
Higher Order Terms/Interaction Effects     
Empowerment squared    0.199*** 0.125** 

    [0.070] [0.051] 
Desired empowerment 
squared 

   0.021 
[0.047] 

 

      
Empowerment * Desired    -0.092  
empowerment    [0.092]  
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Model 1 2 3 4 5 
Customer empowerment *     0.556 
For-profit ownership     [0.447] 
Constant 1.796 7.820 16.113 8.628 -12.220 

 [12.002] [9.476] [9.575] [16.957] [13.588] 
N (individual) 972 884 884 884 884 
N (organization) 32 32 32 32 32 
R2 (within) 0.127 0.168 0.168 0.178 0.174 
R2 (between) 0.567 0.643 0.645 0.630 0.497 

 
Notes:  *, **, and *** refer to statistical significance at the 10%, 5%, and 1% alpha level, two tailed tests. 

Standard errors in brackets. All variables except dummy variables are grand mean centered. The 

occupations, supervisory status, employee and customer college education, and for-profit ownership are 

dummy variables.  
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Table 8: HLM and 2SLS Estimates of the Impact of Employee and Customer 
Empowerment on Wages with Robust Standard Errors 

Model 1 2 3 4 
Employee Level of Analysis 
Employee empowerment 0.117*** 0.070*** 0.117*** 0.144*** 

 [0.022] [0.012] [0.022] [0.055] 
Tenure 0.025*** 0.024*** 0.025*** 0.016** 

 [0.006] [0.006] [0.006] [0.007] 
Experience 0.037*** 0.037*** 0.037*** 0.043*** 

 [0.006] [0.006] [0.006] [0.007] 
C.N.A. -0.101*** -0.100*** -0.102*** -0.107*** 

 [0.020] [0.020] [0.020] [0.028] 
R.N. 0.329*** 0.327*** 0.328*** 0.312*** 

 [0.029] [0.029] [0.029] [0.030] 
L.P.N. 0.049** 0.056** 0.049** 0.064*** 

 [0.025] [0.025] [0.025] [0.025] 
Dietary department -0.201*** -0.202*** -0.201*** -0.219*** 

 [0.024] [0.023] [0.024] [0.025] 
Housekeeping 
department 

-0.162*** -0.159*** -0.162*** -0.138*** 

 [0.025] [0.025] [0.025] [0.032] 
Education 0.124*** 0.123*** 0.124*** 0.126*** 

 [0.029] [0.029] [0.029] [0.027] 
Hours 0.078*** 0.075*** 0.078*** 0.066** 

 [0.023] [0.023] [0.023] [0.027] 
Female -0.055** -0.054** -0.056** -0.037 

 [0.026] [0.026] [0.026] [0.027] 
Supervisor 0.203*** 0.198*** 0.203*** 0.192*** 

 [0.022] [0.022] [0.022] [0.027] 
Day shift 0.030** 0.030** 0.030** 0.026 

 [0.013] [0.013] [0.013] [0.016] 
Organization Level of Analysis 
Customer empowerment -0.098 -0.102 -0.111 -0.087 

 [0.117] [0.105] [0.121] [0.150] 
Customer empowerment 
sd 

0.015 0.014 0.016  

 [0.096] [0.085] [0.098]  
Customer education 0.043 0.044 0.047  

 [0.139] [0.124] [0.142]  
Visit 0.003 0.004 -0.001  

 [0.039] [0.035] [0.042]  
Firm size 0.086 0.088* 0.079 -0.01 

 [0.054] [0.052] [0.058] [0.058] 
For-profit ownership 0.04 0.041 -0.035 0.037 

 [0.065] [0.058] [0.196] [0.049] 
Income level in county 0.373*** 0.375*** 0.387** 0.513*** 
 [0.144] [0.128] [0.151] [0.120] 
Employee empowerment  0.094 

[0.128] 
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Model 1 2 3 4 
Customer empowerment   0.212  
* For-profit ownership   [0.540]  
Constant 0.509 0.395 0.517 0.561* 

 [0.418] [0.498] [0.426] [0.287] 
N (individual) 797 797 797 782 
N (organization) 30 30 30  
R2 (within) .736 0.740 .736  
R2 (between) .578 0.600 .601  
F    97.61 
P-Value    0.000 

 
Notes:  *, **, and *** refer to significance at the 10%, 5%, and 1% alpha level, two tailed tests. Standard 
errors in brackets. All variables, except indicator variables and the two employee empowerment variables 
in Model 2, are logged. Model 4 is 2SLS, where employee empowerment is instrumented by employee 
empowerment desired and customer empowerment is instrumented by customer desired empowerment.
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CHAPTER 3: HOW EMPOWERING EMPLOYEES AND CUSTOMERS 
IMPACTS CUSTOMER WELL-BEING 
 

Employee empowerment is currently a popular topic in the fields of 

organizational behavior and human resource management, but given broader context, 

could be viewed as a subset of the question regarding who controls organizations, the 

domain of stakeholder theory. Arguments for employee empowerment can be seen as part 

of the instrumental stakeholder theorist perspective, conjecturing that employees should 

be empowered because empowered employees add value to organizations for 

shareholders, or the normative stakeholder theorist perspective, arguing that employees 

have intrinsic worth and thus should be empowered. For managers who wish to maximize 

shareholder value and managers who balance stakeholder interests, it is important to 

consider how employee empowerment impacts the well-being of other stakeholders, and 

important to understand the effects of empowering other stakeholders as well. This 

chapter begins to do so by embedding employee empowerment into stakeholder theory, 

and considering how employee and customer empowerment impact customer well-being.  

The empowerment approach to stakeholder management was first empirically 

estimated by Ben-Ner and Ren (2008), who tested how stakeholder strategic decision 

making control affected the well-being of some stakeholders. Their results suggest that 

employee empowerment may improve customer well-being, as the nursing homes whose 

administrators reported that employees had decision making influence had higher quality 

care, but this was only true of nonprofit homes. They found no evidence that customer 

empowerment was related to the quality of care, which is not too surprising given that 

nursing home customers may not have the knowledge to make better quality of care 
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decisions than the medical professionals who run the home, but nursing home customers 

have knowledge about their preferences (e.g., for cleanliness, food or activities) that 

would allow them to affect decisions about non-care elements of the home to their 

advantage. This chapter will extend their results by examining in detail, at the individual 

level of analysis, two of the relationships that they study--how employee and customer 

empowerment impact customer well-being. 

In this chapter, stakeholder empowerment is defined, as it is in Chapter 2, as the 

extent to which a stakeholder perceives that she or he has influence over managerial 

decisions. It is important to not only have influence over managerial decisions, but also 

be cognizant of this influence, to experience the psychological benefits of empowerment 

that are central to the theory developed below. There is no dichotomy between 

stakeholder and non-stakeholder controlled organizations; stakeholder empowerment 

represents a continuum that ranges from complete managerial control (no influence from 

the stakeholder on the decisions) to stakeholder decision making control (decisions made 

by the stakeholder). This chapter considers how moving along this continuum, towards 

greater customer and employee empowerment, affects customer well-being.   

Like Chapter 2, this Chapter’s empirical estimation will focus on the nursing 

home industry. This is an important industry in which to consider issues of customer 

well-being. There is a large degree of asymmetric information in the industry; residents 

frequently know less about their medical treatment options than doctors, nurses or 

managers, who could exploit this information for profit. Residents are vulnerable adults, 

who have limited mobility and for whom moving to another nursing home would likely 

be traumatic, and they often are unable or unwilling to express any complaint due to 
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health issues or feelings of helplessness. Because of this asymmetric information, a large 

percentage of the organizations in our sample are nonprofit or government owned, who 

have as their purpose customer or societal well-being (Ben-Ner, 2006), which increases 

the likelihood that management will empower customers.  

The rest of this chapter is organized as follows. First, I discuss how this chapter 

contributes to the literature. Second, I discuss how customer empowerment impacts 

customer service quality and satisfaction, followed by a discussion of employee 

empowerment impacts these customer outcomes. Finally, I test these hypotheses using 

the employer—employee—customer matched database from the nursing home industry 

in Minnesota discussed in Chapter 2. 

3.1  Contributions to the Literature 

 
This chapter contributes to the employee empowerment literature in four ways. 

First, few studies have related employee empowerment to customer outcomes. Ahearn, 

Mathieu, & Rapp (2005) found that when managers use empowering behaviors with their 

sales staff, including the sharing of decision making influence, customers report higher 

levels of service satisfaction. I extend their analysis by considering employee perceptions 

of empowerment rather than managerial behaviors. In a controlled experiment of students 

watching videotaped service encounters with varying levels of staff empowerment, 

Sparks, Bradley, and Callan (1997) found that the empowered employee condition was 

viewed by the students as higher customer service. Since the videotaped cases were 

selectively designed by individuals who knew the hypotheses, and thus any number of 

elements of the taped encounter could be driving the result, and since students do not 

represent the population of customers, I extend their analysis by using a field setting. 
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Chebot and Collias (2000) found a positive relationship between employee empowerment 

and their customer service prescribed performance with a sample of only 41 bank 

employees. In a more methodologically sophisticated study, Liao & Chuang (2004) found 

a positive relationship between employee empowerment and employee service 

performance in the restaurant industry, using employee reports of service performance. I 

extend their analysis to another industry, nursing homes, and use a customer report of 

employee service performance (Liao and Chuang (2004) and Chebot and Collias (2000) 

used an employee measure). Nursing homes were used by Anderson and McDaniel 

(1999), who compared with t-tests the levels of nurse empowerment in the top 

performance quintile of nursing homes with the bottom performance quintile of nursing 

homes, using the improvement in the state regulatory report for each home as the 

performance criteria. I extend their analysis to customer service performance and 

satisfaction variables, and make methodological improvements.  

Second, I study the impact of empowering customers on their own satisfaction 

level. Very few studies have considered customer empowerment in this manner. This 

relationship may be especially important in nursing homes, where administrators have 

developed family counsels and other methods to encourage family members to participate 

in decision making. This study will not consider participation in these counsels per se, 

since customers can be empowered in many ways and much empowerment is informal. It 

will instead consider the overall empowerment of the customer.  

Third, I consider an important moderator of the relationship between customer 

empowerment and customer well-being—the extent to which the customer desires 

empowerment. It is hypothesized that the difference between the customer’s level of 
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empowerment and his or her desired level of empowerment, or his or her level of 

“empowerment fit” may be more relevant in determining his or her satisfaction than the 

level of empowerment itself. A related contribution to this literature is to control for other 

potential cofounding variables and examine the possibility of a non-linear functional 

relationship. 

Fourth, I am able to discern how employee empowerment impacts customer 

satisfaction controlling for customer empowerment. In stakeholder managed firms, 

managers usually consider the needs of multiple stakeholders when making decisions, so 

if the relationship between employee empowerment and customer outcomes is positive, it 

could be because the same managers who empower their employees also empower their 

customers.  

This chapter contributes to the empirical stakeholder theory literature as well, 

similar to the way that Chapter 2 does. If stakeholder well-being is to improve when 

stakeholder groups are empowered, it necessary that the empowerment process and 

outcomes improve the well-being of at least some stakeholders. If it can be shown that 

empowering one stakeholder group improves its well-being without harming the well-

being of other stakeholder groups, or even better, improving the well-being of other 

stakeholder groups, this can be seen as supportive of the proposition that stakeholder 

empowerment is not a zero-sum game.  

Part 1:  Customer Empowerment and Customer Well-Being 

This section begins by considering the theoretical development of the relationship 

between customer empowerment and customer well-being. It then considers whether 

empowerment fit, rather than the absolute level of empowerment, might be a more 
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important predictor of customer well-being. Finally, it applies the theory to the nursing 

home industry. 

3.2  Theoretical Development—Customer Empowerment 

Customer empowerment is expected to positively impact customer well-being 

because it will lead to decision outcomes and decision processes that are viewed 

favorably by customers. Empowered customers are expected to use their influence to 

impact decisions that will increase their well-being (Ben-Ner & Ren, 2008). Each 

customer has better information about his or her preferences than the manager, and is 

therefore in a better position to make some decisions that enhance his or her well-being. 

When managers hear the voice of customers, they are more likely make decisions that 

benefit customers, since they have more accurate knowledge about customer preferences, 

and make better decisions overall, because they will be less likely to waste resources on 

initiatives customers do not value. In addition, they will use this knowledge to encourage 

employees to act in ways desired by customers, which should lead to better service 

performance and better customer satisfaction. The customer could directly influence 

service quality by talking to employees about their concerns or reporting employee 

actions to supervisors. When the customer influences decisions, the outcomes of these 

decisions will more likely be something that they prefer than had they remained silent.  

Customer empowerment may also improve customer’s perceptions of fairness in 

the organization, which will improve their satisfaction. Lind and Tyler (1988) showed 

that people who are given a voice in decisions were more accepting of decisions and had 

a better view of the decision maker; that is, voice in decision making lead to perceptions 

of procedural justice. Procedural justice is positively related to satisfaction with the 
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decision and overall satisfaction in studies of employees (Colquitt, Conlon, Wesson, 

Porter & Ng, 2001), and Hosmer and Kiewitz (2005) argue that this theory of procedural 

justice could be applied to other stakeholders, including customers. Through increased 

procedural justice perceptions, customer empowerment can improve customer 

satisfaction. 

Chapter 2 explains how empowerment is likely to result in increased satisfaction 

for the empowered individual while referencing literature on the employment 

relationship; many of the same arguments could be extended to the situation where 

customers are empowered. Empowering customers often involves conversations and 

information sharing, whereby the customer will come to understand the perspectives of 

other stakeholders when decisions are made that are not in their favor, which will likely 

increase his or her acceptance of decisions and decrease the probability that he or she is 

upset. The customer will also have the psychological benefits of feeling respected and 

trusted, as the act of giving an individual a voice in decisions entails respect for their 

rights and their capability to influence decisions and trust in their motives. Social 

Exchange Theory and the norm of reciprocity (Blau, 1965) suggest that empowered 

customers are therefore likely to respect the managers of the organization and trust that 

their intentions were honorable. These favorable perceptions could translate into 

improved customer satisfaction.  

Although theory suggests that customer empowerment will improve customer 

satisfaction, some research suggests that this may not be universally true. When 

customers participated in co-production, a type of decision making influence that 

involves the customer participating in service provision, they generally had a self-serving 
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bias; they blamed the firm more when outcomes were negative, but took more of the 

credit (and had a less positive view of the firm) when outcomes were positive (Bendapudi 

& Leone, 2003). This self-serving bias could be present in instances where customers 

influence managerial decisions; empowered customers may be more likely to blame to 

firm for negative outcomes because the firm knowingly went against their preferences, 

but less likely to give the firm credit when the outcome is positive, instead giving 

themselves the credit for the idea. Goodman, Fichman, Ferch & Snyder (2005) found that 

customer involvement was associated with greater dissatisfaction when disappointing 

results occurred because customers did not feel they were getting adequate return on their 

time investments; however, it could be that customers who were more dissatisfied chose 

to become more involved to attempt to improve their situation. Sierra and McQuitty 

(2005) found that the more customers sensed they shared responsibility for the outcome 

with the organization, the greater their negative affect when the outcome was negative, 

but also the greater their positive affect and loyalty when the outcome was positive.  

Research suggests that, overall, the impact of customer empowerment on 

customer well-being is positive. File, Judge and Prince (1992) found that customers who 

participated in co-production referred the organization to others more frequently than 

other customers, and Ramani and Kumar (2008) found that organizations that used an 

interaction orientation with customers, which included customer empowerment, had 

higher levels of service performance. These studies suggest that although some customers 

who have negative experiences may have a more negative view of the organization when 

empowered, on average, empowered customers are more satisfied. 
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Hypothesis 3.1. The degree to which a customer is empowered will be 

positively associated with their satisfaction and their perceptions of employee 

service performance. 

3.3  Theoretical Development—Empowerment Fit 

In Chapter 2, I discussed how employees may differ in the extent to which their 

well-being is impacted by empowerment. Some employees, I argued, may not want to be 

empowered, so their empowerment would not necessarily improve their well-being. A 

similar argument can be made for customers. In the health care industry, for example, 

customers differ in the extent of participation in their care plan they prefer (Say, Murtagh 

& Thomson, 2006). In a study of a nationally representative sample of English-speaking 

U.S. adults, 96% of patients reported desiring a small degree of participation in decisions, 

being informed about options, but 52% wanted the physician to make the decision for 

them, and 44% wanted to rely solely on the physician’s knowledge without actively 

pursuing alternative information (Levinson, Kao, Kuby, &Thisted, 2005). While 

participating in one’s care plan is may differ from participating in other decisions, this 

study suggests that forcing empowerment upon customers who do not wished to be 

empowered may not improve their satisfaction. 

The Goodness of Fit Models of employee motivation discussed in Chapter 2 

consider individual differences in preferences for a characteristic in question, as well as 

the level of that characteristic, in the determination of satisfaction. They argue that it is 

not just the level of the job characteristic, but also the qualities of the individual that lead 

to his or her “need” for that element, that interact to determine employee outcomes. This 

fit literature has shown how many types of employee fit with the organization lead to 
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positive outcomes for the employees and the organization (Kristof-Brown & Jansen, 

2007), and although it has to date been applied only to employees, the same theory could 

be applied to customers. Customers who do not want to be empowered might be annoyed 

by managerial attempts to get them to fill out surveys, participate in their service, discuss 

their feelings about the organization or come to meetings. Customers who want to be 

empowered and are empowered will have had a desire fulfilled, leading to more 

satisfaction. Fit theory suggests that the point at which maximum satisfaction is reached 

is where the customer has the amount of empowerment he or she desires. Indeed, in a 

study of patient involvement with decision making regarding surgery options, patients 

who were empowered to the extent they desired were the most satisfied, while both 

patients who were empowered less than desired and those who were empowered to a 

greater extent than desired reported lower satisfaction rates with their surgeries (Lantz, 

Janz, Fagerlin, Schwartz, Liu, Lakhani, Salem, & Katz, 2005). Although empowerment 

in decision making regarding one’s own clinical care may differ from empowerment in 

other managerial decisions, these results are suggestive that the fit between the 

customer’s empowerment and desired empowerment levels will positively relate to 

satisfaction. 

Hypothesis 3.2. A customer’s empowerment fit will be positively related to his or 

her satisfaction. 

 

3.4  Application to the Nursing Home Industry 

 One reason that customer empowerment has not been studied much may be 

because in many industries, customers do not want to be empowered. A customer may 
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not wish to influence decisions at the store where he or she bought pens; the potential for 

his or her utility to increase as a result of the time investment is far too low. The benefits 

of investing time in influencing decisions at an organization grows the more significant 

that organization is in the customer’s life, and the more time the customer spends in 

contact with the organization. For nursing home residents and their families, the 

relationship with the nursing home is ongoing and significant, both financially and 

emotionally. The resident is with the organization nearly 100% of their time, and the 

family member who makes decisions on behalf of the resident is generally very 

concerned about his or her well-being. Since the resident is unable to care for 

himself/herself (which is why he or she is in a nursing home), the impact of the nursing 

home over the resident is extreme. In this situation, I would expect that customers’ desire 

more empowerment than in many other industries.   

Part 2:  Employee Empowerment and Customer Well-Being 

Employee empowerment is expected to enhance customer well-being via 

improved job satisfaction or via improved customer service performance. The 

organizational behavior literature suggests that a small positive relationship exists 

between employee empowerment and productivity and employee satisfaction (e.g., 

Cotton, Vollrath, Froggatt, Lengnick-Hall & Jennings, 1988; Wagner, Leana, Locke, & 

Schweiger 1997), but doesn’t mention customer outcomes. The HR literature also finds 

that the relationship between employee empowerment and productivity or profitability, in 

the study of high performance work systems of which empowerment is a part, is positive 

(Arthur, 1994; Combs, Liu, Hall & Ketchen, 2003; Ichniowski, Shaw & Prennushi, 

1996). This section will consider the impact of employee empowerment on customer 
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satisfaction, which is probably, but not necessarily, improved by employee productivity 

and organizational profitability. 

3.5  Theoretical Development – Main Effect 

The relationship between employee empowerment and job satisfaction is 

discussed in Chapter 2, which concludes that the relationship is positive and significant. 

A study of Total Quality Management (Ugboro & Obeng, 2000), which included 

employee empowerment, found a positive relationship between employee empowerment 

and customer satisfaction, which they suggest occurs via job satisfaction. Employees use 

their influence to obtain a better combination of working conditions, duties, and 

compensation because they have better knowledge of their preferences than does 

management (Ben-Ner & Jones, 1995). They are able to remove frustrating obstacles 

from their environments that hinder their performance (Karasek, 1979).When employee 

empowerment results in changes in the working environment that the employee prefers, 

and removes obstacles to performance that make the employee’s life difficult, the 

employee’s satisfaction with his or her job improves. Satisfied employees display more 

positive affectivity (Kaplan, Bradley, Luchman & Hayes, 2009), which elevates the mood 

of their customers (Tsai & Huang, 2002), contributing to their positive assessments of the 

service. Employee satisfaction is positively related to customer service oriented 

organizational citizenship behaviors (Payne & Webber, 2006), which are exactly what 

customers consider most when they evaluate the quality of customer service (Bitner, 

Blooms & Tetreault, 1990). Employee satisfaction has been found to be related to 

customer satisfaction in several studies (e.g., Harter, Schmidt, & Hayes, 2002; Payne & 

Webber, 2006, Schmit & Allscheid, 1995).  
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Alternatively, the relationship between employee empowerment and customer 

satisfaction could occur directly via improved employee service performance, without 

employee satisfaction as an intermediary.34 The direct relationship between 

empowerment and service performance could be due to improvements in the trust 

between the manager and employee, improvements in the employee’s self-efficacy, better 

decision-making capability due to effective utilization of employee’s information and 

skills, or human capital retention due to turnover reductions. Each of these channels 

suggest that it is not necessary for employee satisfaction to improve for employee 

empowerment to positively impact customer well-being, nor will other methods of 

generating employee satisfaction necessarily improve customer well-being to the same 

extent as empowerment .  

Social exchange theory (Blau, 1964) suggests that employees personalize their 

manager’s and the organization’s actions towards them, and reciprocate accordingly 

(Levinson, 1965). Managers who empower employees by allowing them a voice in 

decision making are perceived by employees as more fair (Roberson, Moye & Locke, 

1999), and reciprocate with greater acceptance of the decision (Wagner and Gooding, 

1987; Locke & Schweiger, 1979). In addition, empowering employees directly 

communicates trust, and trusted employees feel a reciprocal obligation to trust their 

manager, and to make contributions to the organization above and beyond their job duties 

(Mahoney & Watson, 1993). Since increases in the trust in the employment relationship 

                                                 
34 Affective commitment could also mediate the relationship.  Employees who have more control over their 
jobs are more committed to their organizations (Mathieu & Zajac, 1990) and committed employees provide 
better service to customers. Hartline, Maxham & McKee (2000) did not find much support for employee 
empowerment positively affecting customer well-being via the mediating influence of organizational 
commitment.    
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improve customer service performance (Salamon & Robertson, 2008), empowerment can 

increase customer service performance (Mahoney & Watson, 1993.)  

Employee empowerment may boost an employee’s feelings of self-efficacy, or his 

or her feelings that he or she is capable of attaining a desired goal, such as high customer 

satisfaction (Chebot & Collias, 2000).35 This is because self-efficacy is built by past 

experiences, vicarious experiences and verbal cues from those who possess the skill that 

the individual is attempting to attain. When a manager empowers an employee, the 

manager is giving the employee a verbal clue that he or she is capable of influencing 

important decisions, which should improve self-efficacy. Since self-efficacy is positively 

related to employee motivation and performance (Stajkovic & Luthans, 1997), 

empowerment may therefore be related to customer well-being if the employee believes 

that customer service performance is important. Indeed, Ahearne, Mathieu, & Rapp 

(2005) found that when managers used empowering behaviors, employees’ feelings of 

self-efficacy improved, which made them more adaptable to changing circumstances. 

Kelley, Longfellow & Malehorn, (1996) found that empowered employees felt more 

confident, and this confidence allowed them solve problems more creatively. Since 

adaptability and creativity can improve customer service performance, empowerment 

should improve customer service performance. Latham, Winters and Lock (1994), in a 

laboratory experiment, found that the self-efficacy of the employees in groups who were 

empowered to participate in setting their goals was higher than employees unempowered 

groups, which contributed to the empowered group’s higher performance.  

                                                 
35 Chebot and Collias (2000) tested three possible moderators of the employee empowerment – customer 
satisfaction relationship—self-efficacy, adaptability, and job satisfaction. They found strongest support for 
the mediation of adaptability. Their results need to be confirmed, however, as their sample size was only 41 
and didn’t consider the possibility of confounding variables. 
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The cognitive model of participation, developed by Locke and Schweiger (1979), 

suggests that the potential for empowerment to positively impact customers is not in its 

ability to motivate employees or other psychological or affective measures, but rather 

through the more effective utilization of information in the organization brought about by 

empowerment, and the potential for empowerment to facilitate the cognitive development 

of employees. In complex jobs or jobs with frequent customer contact, employees often 

have more information about how to effectively do their jobs or about customer needs 

and desires than do their managers (Levine, 1995). Allowing these employees to 

influence decisions will lead to better decisions because this information is utilized. 

Empowered employees have more job-related knowledge (Leech, Wall, & Jackson, 

2003), and are more likely to learn from other employees and supervisors (Nho & Park, 

2006). Empowered employees also were able to provide faster responses to customer 

needs and requests (Bowen & Lawler, 1992), better utilizing their information rather than 

being forced to wait for supervisor approval or stick to rigid rules that may not apply in 

certain circumstances.  

The theory of employee empowerment positively impacting customer satisfaction 

through its affect on employee service performance has been put forth at the individual 

level of analysis—organizations empower individual employees, some employees to a 

greater extent than others. This is not equivalent to organizational performance in the 

situation where groups of employees serve single customers. However, Liao & Chuang 

(2004) suggest that individual level increases in employee service performance do 

increase store-level customer service performance through a bottom-up process. When 

more employees acted in ways conducive to customer service, more customers were 
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satisfied with the organization (Liao & Chuang, 2004). Employee empowerment at the 

organization level of analysis should therefore positively impact customer well-being.   

Employee service performance may not only be increased through the effects 

empowerment has on employee actions towards customers, but also through a reduction 

in turnover, which may be through empowerment’s effect on satisfaction or through 

empowerment’s effect on customer service performance. Empowered employees are less 

likely to leave their organization (Arthur, 1994; Huselid, 1995; Way, 2002; Batt, 2002), 

possibly because they are more satisfied with their jobs. Since employees with higher 

tenure have more knowledge about their jobs and the industry, and better networks, they 

are better able to serve their customers. Greater tenure also fosters relationship-building 

between employees and customers, which benefits customers, especially in industries like 

nursing homes, where contact between customers and staff are frequent.  

In summary, the relationship between employee empowerment and customer 

satisfaction is positive either because employee empowerment improves job satisfaction, 

which improves customer satisfaction, or because employee empowerment improves 

customer service performance. In Chapter 2, I argued that employee empowerment 

improves job satisfaction because empowered employees are better able than less 

empowered employees to tailor their work situation to better suit their preferences, and 

because of the emotional benefits of empowerment. In this chapter, I argued that 

employee empowerment improves customer service performance because it improves the 

trust in the relationship between the manager and the employee, it improves employee 

self-efficacy, and it results in better utilization of information when making decisions. In 
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addition, I argued that employee empowerment could improve customer well-being by 

reducing employee turnover. 

3.6  Theoretical Development – Contingency Effects 

Since the evidence above appears to support a positive relationship between 

employee empowerment and employee service performance and customer satisfaction, 

why are so many plans that empower employees later abandoned (Straus, 2006)? Why do 

Hartline, Maxham and McKee (2000) fail to find support for their hypothesis that 

organizations who choose to implement a customer service-oriented strategy are more 

likely to empower their employees? Why do both managers and employees agree that 

managers are hesitant to give employees decision making influence (Freeman & Rogers, 

1999)? Stakeholder theory can provide insight into this series of questions.36 In 

stakeholder theory, managers balance stakeholder interests, and it is plausible that 

empowering employees could benefit employees at the expense of other stakeholders, 

like customers, when competing interests exist. For example, employees may want a 

budget surplus spent on higher salaries or benefits, while customers may prefer quality 

enhancement expenditures or price reductions. Employees may want more influence over 

decisions regarding their work schedule, but customers may want to interact with the 

same employees consistently and thus prefer fixed schedules. Employees use their 

decision making influence to reduce their effort and arrange other elements of their jobs 

in ways that are more in line with their preferences (Ben-Ner & Jones, 1995). If 

                                                 
36 There are many potential answers to this question (see Gollan, Poutsma and Veersma (2006) for more 
popular rationales), but concern for other stakeholders hasn’t been mentioned in the literature to date. 

 



 

 139 

employees rearrange their jobs in ways that move away from what is desired by 

customers, employee empowerment will have a negative effect on customers.  

Seijts & Latham (2000) found that when individuals collaborated in a group to 

make decisions, only when the goals of the individuals were compatible with those of the 

group did group decision making result in better decisions than individual decision 

making. Similarly, it can be argued that if managers desire superior customer service and 

empower their employees to jointly make decisions that will impact the organization’s 

service to customers, the participation of the employees in decision making will only 

increase customer service performance if the employees value customer service as well. 

If an empowered employee’s personal goals are incompatible with customer interests, 

then involving him or her in decision making will not likely improve customer service 

performance. This employee may attempt to steer the decision away from the goal of 

customer service, in order to attain his or her own ends. 

In order for the relationship between employee empowerment and customer well-

being to be positive, employees must be committed to enhancing the service quality of 

customers. Employee commitment to service occurs when employees have the 

willingness, or the motivation, to act in ways that benefit customers and have the capacity 

to do so (Peccei & Rosenthal, 1997). Applying Pecci and Rosenthal’s model to employee 

empowerment, for empowerment to positively affect customer well-being, employees 

must have the motivation and the capacity to make decisions that positively affect 

customers. 

Within a framework of rational self-interest, employees will have the motivation 

to make decisions that will positively affect customers when the benefits of doing so 
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outweigh the costs. This will occur when employee and customer interests are 

complementary, so that what benefits customers also benefits employees. Interests could 

be aligned intrinsically through various mechanisms, including altruism (when employees 

genuinely care about customer well-being so that enhancing it improves their well-being), 

a professional ethic (employees provide excellent service to customers due to their 

internalized professional code of ethics), self-interest (both employees and customers 

want the same outcome, like improved facilities or less red tape), or a combination of 

reasons. It will also occur when managers use extrinsic incentives contingent on customer 

well-being to align the interests of employees and customers. With incentives, like merit-

based pay, employees will benefit by making decisions that benefit customers.  

If the managers are committed to customer satisfaction, this issue could be seen 

through the lens of agency theory. Agency theory states that managers hire agents 

(employees) to carry out their objectives. The problem faced by managers is how to 

ensure that their objectives, not the objectives of the agent, are carried out. The more 

empowered the agent, the greater the extent the agent can impact the well-being of other 

stakeholders and the objectives of the manager. Allowing more decision making 

influence to agents (employees) who are committed to the organization and its customers 

for intrinsic reasons (e.g., genuine care for customers) or extrinsic reasons (e.g., merit 

pay) will likely to increase customer well-being. Agents who do not have their interests 

aligned either intrinsically or extrinsically with customers might pursue their self-interest 

at the expense of customers, and reduce customer satisfaction. Ben-Ner, Montias and 

Neuberger (1993) argue that differences in the interests of managers and employees 

create agency-managerial problems. These problems are manifestations of employees’ 
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partial pursuit of their objectives at the expense of those set by managers. To remedy 

these problems financial consequences must be linked to the decisions that employees are 

empowered to make. Some evidence exists that empowering employees when financial 

incentives were present was more positively related to performance than when financial 

incentives were absent (Ben-Ner, Han & Jones, 1996; Sesil, 2005); these results may 

translate to customer satisfaction if customer-related outcomes are rewarded.  

The above discussion is primarily cognitive in that it ignores the emotive element 

of relationship between employee empowerment and customer well-being. The extent to 

which empowerment results in positive emotions or job satisfaction differs across 

employees, and it is partially through job satisfaction that I have argued that employee 

empowerment will impact customer well-being. For employees, empowerment comes at 

a cost—attending meetings, gathering knowledge or writing suggestions—which for 

some employees might outweigh the benefits (Ben-Ner et al., 1996). Employees may be 

busy, making the time investment associated with learning about decisions costly. They 

may dislike effort or be risk adverse, and influencing decisions takes effort and can be 

risky.37 Some employees may not value empowerment because they are satisfied with 

current circumstances or have low expectancy of improvement if they become involved. 

Regardless of the reason, if an employee concludes that the benefits of empowerment are 

not worth the costs, that employee’s attitudes are not likely to be improved by being 

empowered. Empowerment desired is therefore another condition, along with agency-

                                                 
37 Effort must be increased to learn about ways to participate or to communicate with the necessary parties.  
Risk is increased because one’s input may not be valued, or because one’s decision may have undesired 
consequences.  One cannot be blamed for following orders, but can be blamed for one’s decisions. 
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managerial problems, that could moderate the relationship between employee 

empowerment and customer well-being.                                      

While having the motivation to make decisions that positively impact customers 

is necessary for employee empowerment to positively affect customer well-being, it may 

not be sufficient. Scully, Kirkpatrick, and Locke (1995) suggest that the locus of 

information in the organization will impact whether employee empowerment will 

enhance performance, and a similar argument can be made for customer well-being. 

Employees need to have the knowledge and skills to make adequate decisions, and in 

some cases, managers may make better decisions than employees since they have better 

information. Whether the employee or the organization’s managers possess better 

information on which to make decisions that are in the interest of customers depends on 

the task environment. When task complexity is high, employees have specific knowledge 

that managers may not share. When task complexity is low, managers may possess the 

information held by the employees in addition to broader, more applicable information. 

Similarly, employees in customer-contact positions will have information about customer 

preferences not privy to managers (Aldrich & Herker, 1977); their ability to respond 

quickly to changing customer needs and to influence managerial decisions may impact 

customer well-being more than the empowerment of employees with little customer 

contact. 

3.7  Theoretical Development – Summary 

In summary, employee empowerment leads to increased job satisfaction, and 

since happy employees are more pleasant to interact with and provide better services, 

customers have more positive service experiences, which increase their satisfaction. In 
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addition, empowered employees feel more trusted, and reciprocate this good will by 

engaging in activities that support the goals of those who empower them. However, it is 

possible that these relationships will only hold for employees who want to influence 

decisions; other employees may not be more satisfied if they are forced to be empowered 

against their will. Employees who are empowered against their will obtain material 

benefits as a result of empowerment, which may or may not come at the expense of other 

stakeholders, but probably do not experience the psychological benefits of empowerment. 

Empowered employees also use their private information to make better decisions, are 

more flexible and creative, respond to customers more quickly, and have more 

knowledge about the organization and its products and services; therefore, they provide 

better service quality, which improves customer satisfaction. However, employee 

empowerment may only positively affect customers when employees have the motivation 

and capacity to make decisions that benefit the customers. This occurs when the interests 

of employees and customers are aligned, either through intrinsic motivation or extrinsic 

rewards, and when employees have better information about effective service practices or 

customer preferences than do managers. A positive relationship is therefore expected 

between employee empowerment and customer well-being; however, this relationship is 

contingent on employees’ desire for empowerment, knowledge, skills, and interest 

alignment with customers. 

3.8  Application of Theory to the Nursing Home Industry  

To develop hypotheses regarding the relationship between employee 

empowerment and customer well-being in nursing homes, I will examine the motivation 

and capacity of nursing home employees to make decisions in the interest of their 
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customers, the residents and their family members who make decisions on their behalf. 

One former nursing home employee commented that he believed that emotional and 

spiritual needs of residents were as important as their physical needs. This nursing 

assistant was empowered, and used his influence to improve the lives of lonely residents 

by focusing on their emotional needs. For example, when it became clear that a resident 

was nearing the end and alone, he stopped his normal tasks comfort or pray with the 

resident. A second interview was with a group of nurses, who complained that 

management and regulators continued to add non-patient care duties to their already 

enormous list of tasks. They had no influence over these decisions, but they saw how 

little the new duties benefited residents and how much residents were adversely affected 

by the resulting reduced direct care. The nurses were working extra unpaid hours every 

week to provide better care and were close to burnout; they warned me that resident care 

would soon decline because they would be unable to continue to work extra hours and 

were unable influence in decisions regarding the allocation of their time.  

These incidents are not isolated. Employee concerns about influence over 

decisions were second only to workload concerns (and often related to them) in Georges 

and Grypdonch (2002) analysis of moral problems experienced by nursing employees. 

Nurses felt that their caring values and their role as advocates for their patients was 

compromised by lack of influence in decisions regarding standards of care. These 

findings suggest that nursing home employees, particularly nursing staff, have a high 

amount of intrinsic motivation to improve customer well-being.  

Residents in nursing homes are frail and vulnerable, and genuinely need care, as 

opposed to customers at some organizations who are not vulnerable and are simply 
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attempting to fulfill desires. Nursing home managers, especially those at nonprofit 

organizations, seek out employees who are sensitive to these needs. There is also social 

stigma in mistreating an emotional vulnerable adult; societal norms favor kind, gentle 

treatment of vulnerable adults regardless of their actions, suggesting that even if the 

employee is not intrinsically motivated, social pressures will force him or her to behave 

as though he or she were. Only about 24% of the nursing home employees in our survey 

received merit pay, but since these employees were intrinsically motivated, merit pay 

may not have been necessary and may even be counterproductive (Deci, Koestner & 

Ryan, 1999). Finally, the nursing home employees in this study report that they want 

more decision-making influence than they have (see Chapter 2, Table 1), suggesting that 

their satisfaction will improve if given more influence.  

Hypothesis 3.3. Employee empowerment in nursing homes will be positively 

related employee service performance and customer satisfaction. 

 

3.9  Ownership Type  

It is important to note that the interests of management and customers may not 

always be aligned. Most of the studies cited in the above theoretical development 

considered the impact of employee empowerment on performance, not on quality or 

customer service, and performance may not equate to customer service in some 

organizations. In some for-profit corporations, employees may be encouraged to 

minimize costs or reallocate their effort in ways designed to maximize profits rather than 

customer well-being. Committed employees may therefore use their decision making 

influence to assist the organization in attaining these ends, which at times may be at odds 
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with customer well-being. This will not likely be the case in nonprofit or government-

owned organizations, because such organizations are run by administrators and key 

employees who are not motivated by profit maximization, but rather have objectives 

related to the organization’s service quality and its consumers (Rose-Ackerman, 1996; 

Roomkin & Weisbrod, 1999). For-profit organizations that use extrinsic rewards are also 

more likely to use profit, a key measurable result, as a reward criterion than are nonprofit 

or local government organizations, who cannot use profit and are more likely to use 

quality measures in determining rewards. In addition to management having different 

objectives, nonprofit and local government organizations may attract more customer-

focused employees, who when empowered are likely to engage in higher than required 

effort levels as a “donation” to their organization, trusting that their extra effort will not 

be exploited for proprietary gain but will enhance customer outcomes (Rose-Ackerman, 

1996). 

The interpersonal treatment of the resident and his or her family, rather than 

clinical care or the meeting of regulatory requirements, are the most important elements 

of care for many nursing home residents and their families (NCCNHR, 1985; Shugarman 

& Brown, 2006). Interpersonal elements of care tend to be less ex-ante observable, and 

also tend to ex-post drive customer satisfaction. They are less likely to be invested in by 

for-profit organizations, who are more likely to attempt to change more ex ante 

observable dimensions of care that attract customers and thus increase profits (Ben-Ner, 

Paulson & Ren, 2009). Empowered employees in the for-profit sector may be better 

rewarded for altering their behavior towards observable quality (meeting regulatory 

requirements) and skimp on relationship building, whereas the opposite is likely the case 
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at nonprofit organizations. It is therefore expected that the relationship between employee 

empowerment and customer well-being is stronger in the nonprofit sector.  

Hypothesis 3.4. Employee empowerment in nursing homes will be more positively 

related to employee service performance and customer satisfaction in nonprofit 

and local government nursing homes than in for-profit nursing homes. 

 

3.10  Task Environments 

In a single industry study, task environments across organizations are largely 

controlled. However, within nursing homes, task environments differ by job titles. In jobs 

where there is more uncertainty and complexity, the relationship between employee 

empowerment and customer well-being is more positive because employees have 

information that managers do not have, and this information can be used to make 

decisions that benefit customers. In nursing homes, nursing staff, as opposed to office 

staff or maintenance or housekeeping staff, have the highest level of contact with the 

customers, both the residents and their families. This level of contact means that they 

have the opportunity to gather more information about customer needs and desires than 

do other employee groups. In nursing homes, the employees with the most complex jobs 

are the nurses, who have professional licenses and are educated in health care, while the 

nursing assistants have less education and less complex jobs. Nursing assistants, 

however, have more customer contact, so their empowerment should increase the well-

being of customers as well. It is unclear whether the information gleaned from customer 

contact or complex jobs will be more important in determining customer well-being. 
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Hypothesis 3.5. Employee empowerment in nursing homes will be more positively 

related to employee service performance and customer satisfaction for employee 

groups who have information not held by management than for other employee 

groups. 

 

Part 3:  Data and Methods 

 
Like Chapter 2, the data used in this chapter come from Structure and 

Performance in the Human Services Industry Survey, a survey of administrators, 

customers, and employees of Medicare certified long-term care facilities.38 These data 

were merged with objective data from the Online Survey, Certification, and Reporting 

database of the federal Centers for Medicare and Medicaid Services (OSCAR), which 

includes a quality index for each home and information on organization size and 

ownership status, and the Minnesota Department of Human Services Resident 

Satisfaction Survey 2006, which consists of resident satisfaction measures.39  

3.11  Measures 

Dependent Variables 

In the nursing home industry, residents are treated and often fund the treatment, 

but usually decisions are made on their behalf are made by their family members, whom I 

refer to as the customers. Most residents are vulnerable adults and many are unable to 

communicate or suffer cognitive disorders, making it difficult for them to accurately 

                                                 
38 Described in detail in Chapter 2. 

39 This is a random sample survey of nursing home residents performed in person with trained 
interviewers. See Minnesota Departments of Health and Human Services (2007) for more details. 
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judge their care or make important decisions. Customer well-being was measured by 21 

items on a survey of family members adapted from Mostyn, Race, Seibert, and Johnson 

(2000). Each item was measured by a five point Likert-type scale, with anchors at each 

point.  

Factor Analysis of Customer Well-being Items 

To determine the dimensionality of these items, I ran factor analysis using the 

iterative principle factors method. Standardized scores of the items were used in the 

factor analysis. Oblique rotation was used, since the factors are expected to correlate.40 

Two factors were retained by observation of the scree plot. Both factors had eigenvalues 

greater than one, but all other factors did not. The first factor considered items that were 

strongly related to employee behavior, and a scale of these items was created and labeled 

“customer service performance” with an internal consistency reliability of .93. Example 

items are “Staff treat my family member with respect” and “Nursing staff know where to 

find help.” The second factor consisted of items considering the satisfaction with aspects 

of the nursing home not directly related to medical care (e.g., satisfaction with the 

environment in the nursing home). This scale was called “customer satisfaction” (alpha = 

.95) and sample items include “How satisfied are you with the cleanliness of the 

facility?” and “How satisfied are you with the comfort of the (resident’s) room?”   

Key explanatory variables 

 
The key independent variables in this study are employee and customer 

empowerment. Employees and customers were asked in their surveys about the degree of 
                                                 
40 The results do not differ from factor analysis with verimax rotation, nor do they differ from non-
standardized scores. 
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influence that they have, and that they would like, in important decision-making 

categories chosen by communicating with informants in the industry. These decision 

making categories are (1) the hiring of nursing staff; (2) the hiring of a new 

administrator; (3) the expansion of facilities; (4) changes in the services offered; (5) 

menu planning; (6) choosing activities for residents; and (7) the determination of 

standards of care for residents. Employees were also asked about their decision making 

influence in determining how their work is done and setting their work schedules. 

Empowerment variables were measured on five point likert-type scales ranging from 

none at all (1) to extreme (5), with anchors at each scale point. These scales and their 

construct validity are discussed in Chapter 2. 

3.12  Level of Analysis 

 
The data on customer satisfaction, customer perceptions of employee service 

performance and customer empowerment are all measured at the individual level of 

analysis, which is appropriate since the theory is at the level of the individual customer. 

Similarly, the theory relating employee empowerment to customer well-being is at the 

individual level of analysis. This analysis should also be at the individual level of 

analysis; however, this is not possible in the nursing home industry because there is not a 

one-to-one mapping of employees to customers. Multiple employees are responsible for 

each resident, and each employee is responsible in part for many customers. Employees 

typically work different shifts, and may be assigned to any group of residents based on 

the needs of the home that evening. I therefore use the mean of decision making influence 

reported by each employee in the home. It is important to note that decision making 

influence is not granted uniformly in the home: some employees receive more while 
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others receive less. Therefore, I am also including a measure of the dispersion of 

influence granted in the home, because I am not assuming a high interclass correlation as 

justification of aggregating to the firm level. Rather, I am measuring both the mean level 

of employee empowerment in a nursing home and controlling for the distribution of 

employee empowerment in the home. The distribution of employee empowerment will 

provide insight about whether it is important to give all employees similar levels of 

influence or whether some other method of allocating influence is more desirable.  

3.13  Control Variables and Endogeneity 

 
As discussed in Chapter 2, empowering specific employees and customers in 

organizations does not occur in a vacuum. Employees and customers may actively seek 

decision making influence, and managers may grant influence only to those who seek it 

or those whose cooperation will be useful to them. A manager’s propensity to empower 

stakeholders will also depend on the organization’s objective and the manager’s ethical 

orientation. This section will consider the endogeneity of customer and employee 

empowerment in the determination of the customer well-being. Since Chapter 2 

considered the variables that impact employee and customer empowerment, this section 

will consider only whether these variables will also impact customer service performance 

or customer satisfaction, and thus confound the analysis of the relationship between 

employee or customer empowerment and customer well-being. 

Chapter 2 suggests that for-profit organizations will empower their employees and 

customers less than do nonprofit organizations. Ownership can also impact customer 

service performance, as discussed in Chapter 2 when considering employee selection 

differences between organizational types. Ownership may impact customer satisfaction 
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directly. In for-profit organizations, the objective of the owner is usually to maximize 

profits, and in nonprofit and government owned organizations, the objective is to 

maximize customer or societal well-being (Ben-Ner, 2006). Nonprofit and government-

owned organizations therefore focus more on the relational and less observable 

dimensions of care, which are less likely to impact the bottom line since they are not 

observed until after the choice of nursing home is made (Ben-Ner & Ren, 2008), but will 

likely impact views of customer service performance or satisfaction. A dummy variable 

indicating for-profit ownership is included at the organizational level of analysis as a 

control variable.   

Firm size and industry affect the manager’s decision to empower employees or 

customers. Customer well-being may also be affected by these factors. Luksetich, 

Edwards and Carroll (2000) found that larger organizations spent less on administrative 

costs than smaller organizations, which could have implications for service quality and 

hence satisfaction. On the other hand, smaller homes can be more conducive to 

relationship building between staff and customers, enhancing customer satisfaction. 

Industry matters, since the likelihood of product defaults or faulty services differs by 

industry. Industry effects are controlled by focusing on one narrow industry, nursing 

homes. Firm size is controlled by the number of residents in the nursing home. 

Characteristics of the job also impacts the empowerment of employees, but at the 

organizational level of analysis, these variables should differ minutely since industry is 

controlled. Chapter 3 mentions that individual characteristics of employees also impact 

their empowerment levels, especially human capital variables and variables that measure 

the proximity of the employees to their managers. Since more knowledgeable employees 
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will likely provide better service quality than less knowledgeable employees, these 

knowledge variables should be controlled. Mindful of the adverse impact of organization 

level controls on the degrees of freedom in the equation, I have included only one proxy 

for employee knowledge, the average tenure at the organization for employees. Tenure is 

chosen over education since it represents not only knowledge but also the potential length 

of the relationship, and in nursing homes, it is important for residents to have stable 

relationships with their caregivers due to the very personal nature of the service. At the 

organization level of analysis, proximity variables such as shift or hours worked should 

not matter.  

Managers also choose to empower customers based on individual characteristics. 

Chapter 2 found that customer general knowledge and his or her proximity to managers 

are important determinants of both the manager’s choice to empower customers and the 

customer’s choice to seek empowerment. Knowledgeable customers are generally better 

aware of problems of asymmetric information, and thus seek out better knowledge to 

ensure that their family member is receiving adequate care (Ben-Ner, Paulson & Ren, 

2009). This additional information may cause their satisfaction levels may differ from 

those of less knowledgeable customers. Customers who are onsite more often or 

otherwise more involved in the resident’s life also may gain more knowledge, which 

could impact their satisfaction levels. To proxy for customer knowledge, customer 

education and resident tenure will be controlled. To proxy for proximity to managers, 

customer influence in the life of the resident and the number of times in the last three 

months the customer visited the resident at the nursing home will be controlled. 
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Customers and employees choose empowerment when the expected benefits of 

doing so outweigh the costs (Ben-Ner & Jones, 1995). The potential benefits of 

empowerment are higher when customers or employees are unsatisfied with aspects of 

the nursing home.41 If a customer or employee is satisfied with his or her conditions of 

employment, he or she may not want to be empowered because the potential for 

improvement is not as high. George & Zhou (2002) find that employees who have 

negative emotions are more likely to creatively brainstorm ideas to change the situation. 

This would increase the likelihood that they will contribute to suggestion boxes, seek out 

managers or otherwise try to influence decisions. Since employees who are happier with 

their jobs are more likely to better serve customers, as discussed above, employee desired 

empowerment is controlled. Customer desired empowerment is controlled as well, as it is 

an antecedent of empowerment that will very likely affect the customer’s perceptions of 

service performance and his or her satisfaction.  

Ownership is measured as a dummy variable for for-profit ownership, tenure is 

measured as the employee’s months of tenure at the current job (aggregated to the 

organizational level), education is measured as whether or not the customer has a college 

degree, and resident tenure is the months that the resident has lived at the nursing home. 

The employee and customer desired empowerment scales are composed of the desire for 

influence in the same decision categories used in the employee and customer 

                                                 
41 Employee or customer desired empowerment could be a moderator of the relationship between 
empowerment and customer satisfaction. Meta-analyses of the employee empowerment-employee 
satisfaction relationship showed large standard errors, meaning that the primary studies involved found a 
wide range of coefficients (e.g., Cotton et al., 1988; Wagner, 1994). Unfortunately, these studies did not 
report credibility intervals. In addition, meta-analyses of employee empowerment and productivity, a 
variable related to customer satisfaction, showed the likelihood of moderator variables (Doucouliagos, 
1995). Studies that have considered moderators of the participation-satisfaction or participation-
performance outcomes never considered empowerment desired. 
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empowerment scales, respectively. The employee desired empowerment scale has an 

alpha of .84 and the customer desired empowerment scale has an alpha of .89.  

3.14  Hierarchical Linear Modeling 

 
The data for this analysis are nested—employees and customers are nested in 

organizations. Hierarchical Linear Modeling (HLM) is the appropriate method to use 

when the dependent variable occurs at the individual customer level of analysis, and 

independent variables occur at the employee and organizational levels of analysis 

(Raudenbush & Bryk, 2002; Rabe-Hesketh & Skrondal, 2008), as discussed in Chapter 2. 

Consideration of Random Intercepts 

The intercepts for the equations predicting customer service performance and 

customer satisfaction are expected to be random. A random intercept implies that the 

managers in different homes are not all equally likely to empower their customers. I 

conducted a test to determine whether the data indicate that this expectation is true. I ran 

a null model, a HLM regression on customer service performance without predictors, 

which is equivalent to an ANOVA. The result was that 0.438 units of variance were 

present at the customer level of analysis and 0.008 units of variance were present at the 

organization level of analysis; both were significantly different from zero at an alpha 

level of 1% level in a 1-tailed test.42 To determine the inter-class correlation (ICC), or the 

percentage of variance occurring at the organizational level of analysis, I divided the 

variance at the organizational level of analysis by total variance in customer service 

performance, yielding 2.1%.  

                                                 
42 One-tailed tests are used since variance cannot be negative. 
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The same procedure, running a Null HLM model, was performed on customer 

satisfaction to determine whether intercepts are random. There were 0.84 units of 

variance at the customer level of analysis and 0.04 units of variance at the organization 

level of analysis, both of which were statistically different from zero at an alpha level of 

.01. The resulting ICC is 0.04, so four percent of the variance in customer satisfaction 

occurs at the organization level of analysis. Although these ICCs may appear small, the 

HLM model is preferable to OLS since they are statistically significant at conventional 

levels, and even an ICC of .01 can result in alpha inflation in OLS (Cohen, Cohen, West 

& Aiken, 2003, p. 552). I will therefore use Random Intercepts in all regressions. 

Consideration of Random Slopes 

Is the relationship between customer empowerment and customer well-being 

likely to vary in different organizations? This would be true if certain organizations 

attracted certain types of customers who varied from each other systematically in ways 

that affected their propensity to become satisfied when empowered. It is possible, 

certainly, but I am unaware of a theoretical reason that this may be likely. As discussed in 

Chapter 2, adding random slopes to the model uses several degrees of freedom, and 

should therefore not be done unless there is good reason to do so, such as a theoretical 

reason or a significant increase in model fit. To empirically test the fit of a random slope 

model relative to a random intercept model, I ran the full model with and without 

allowing customer empowerment to have a random slope. In the random slope model, the 

variance of the slope was not significantly different from zero. I conducted a likelihood 

ratio test, which failed to reject the null hypothesis that the slopes were not random (chi2 

= 2.76, p = .12); therefore random slope did not improve model fit. I therefore decided on 
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the random intercept model, without random slopes, to preserve degrees of freedom at the 

organizational level and allow for more accurate estimates of the effects of employee 

empowerment on customer outcomes. 

Consideration of Normality of the Error Terms 

While HLM is an improvement over OLS for all the reasons discussed in Chapter 

2, it does assume the normality of the residuals at customer level and at the organization 

level (the random intercepts); an assumption that must be verified. After running an HLM 

model including all key independent and control variables predicting customer service 

performance and customer satisfaction, I created histograms of the residuals at level one 

and level two, and superimposed a standard normal curve over the histograms. The 

residuals were not normally distributed for either dependent variable. Fortunately, robust 

standard errors (the sandwich operator) can be used to correct this problem, and are used 

in all results. 

Summary of HLM Model Specification 

 
 In summary, the methodology of this chapter will be random-intercepts HLM. 

Control variables to mitigate the effects of the bias caused by endogenous variables will 

be used at both levels of analysis, and hypothesis tests at the organizational level of 

analysis will be corrected to reflect the proper degrees of freedom. Robust standard errors 

to correct for non-normality of the error term in all models.  

After careful analysis of potential confounding variables, the following models 

were chosen for chosen i in firm j: 
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Customer Service Performance =  β0ij + β1ij(customer empowerment) + 

β2ij(customer desired empowerment) + β3ij(resident tenure) + β4ij(customer 

involvement with resident) + β5ij(education) β6ij(age)+  β5ij(gender) + εij  

 
β0j = γ0j + γ1j(employee empowerment) + γ2j(employee empowerment sd) + 

γ3j(employee desired empowerment) + γ4j(employee tenure) + γ5j(ownership) + 

γ6j(organization size) + uj 

***** 

Customer Satisfaction  =  β0ij + β1ij(customer empowerment) + β2ij(customer 

desired empowerment) + β3ij(resident tenure) + β4ij(customer involvement with 

resident) + β5ij(education) β6ij(age)+  β5ij(gender) + εij  

 

β0j = γ0j + γ1j(employee empowerment) + γ2j(employee empowerment sd) + 

γ3j(employee desired empowerment) + γ4j(employee tenure) + γ5j(ownership) + 

γ6j(organization size) + uj 

 

where β0ij is the equation’s random intercept, γ0j is the intercept for the firm level 

equation, εij is the error term for employee i in nursing home j, uj is the error term for the 

organizational level of analysis. I used grand mean centering for all variables, and in one 

model for each dependent variable, I added a term for the average level of customer 

empowerment in the home at the organizational level of analysis, which effectively 

controls for any between-organization confounding effects.  
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3.15  Polynomial Regression 

 
 The above HLM equations will be used to test the hypotheses regarding the level 

of customer and employee empowerment’s impact on customer service performance and 

customer satisfaction. The empowerment fit hypotheses will be tested with polynomial 

regression,43 which will entail the addition of three variables to the equation: customer 

empowerment squared, customer desired empowerment squared, and the interaction term 

between customer empowerment and desired empowerment.  

Customer Service Performance =  β0ij + β1ij(customer empowerment) + 

β2ij(customer desired empowerment) + β3ij(resident tenure) + β4ij(customer 

involvement with resident) + β5ij(education) β6ij(age)+  β5ij(gender) + 

β6ij(customer empowerment)2 + β7ij(customer desired empowerment)2 + 

β8ij(customer empowerment*desired empowerment) +  εij  

 

β0j = γ0j + γ1j(employee empowerment) + γ2j(employee empowerment sd) + 

γ3j(employee desired empowerment) + γ4j(employee tenure) + γ5j(ownership) + 

γ6j(organization size) + uj 

***** 

Customer Satisfaction  =  β0ij + β1ij(customer empowerment) + β2ij(customer 

desired empowerment) + β3ij(resident tenure) + β4ij(customer involvement with 

resident) + β5ij(education) β6ij(age)+  β5ij(gender) + β6ij(customer empowerment)2 

                                                 
43 The reasons for using polynomial regression instead of difference scores are discussed in Chapter 2. 
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+ β7ij(customer desired empowerment)2 + β8ij(customer empowerment*desired 

empowerment) +  εij  

 

β0j = γ0j + γ1j(employee empowerment) + γ2j(employee empowerment sd) + 

γ3j(employee desired empowerment) + γ4j(employee tenure) + γ5j(ownership) + 

γ6j(organization size) + uj 

 

If the fit hypothesis is correct, the following will be true: (1) the coefficients on customer 

empowerment and customer desired empowerment will be insignificant, (2) the 

coefficients on the squared terms will be positive, significant and of equal magnitude, and 

(3) the coefficients on the squared terms and the interaction term should add to zero 

(Edwards & Parry, 1993).  

3.16  Endogeneity and Hausman Tests 

 
The HLM equations above correct for several potential analytical problems, such 

as the non-randomness of error term within organizations, but they also have additional 

drawbacks. First, they assume normality of the residuals, which is being corrected in this 

analysis with robust standard errors. Second, and perhaps more problematically, they add 

the assumption that the error term of the organization level equation, uj, is uncorrelated 

with any of the organization or individual level covariates in the model above. If uj is 

correlated with any of these covariates, then the model suffers from endogeneity and the 

HLM equation will be biased. This would happen if managers who empowered 

customers differ systematically from other managers in the ways that they treat customers 

besides empowerment, or if managers in “rich” organizations differ from those who are 
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more constrained by scarce resources, or in rural managers act differently than urban 

managers. Any of these possibilities would bias the coefficients of the HLM equation, 

and none are controlled explicitly in the equation. Fortunately, there is a way to test for 

this type of endogeneity, called the Hausman Test (Hausman, 1978). This test, described 

in Chapter 2, was run on both customer well-being variables, and failed to show any 

evidence of endogeneity when customer service performance was the outcome variable 

(chi2 = 2.67, p = .92) nor when customer satisfaction was the outcome variable (chi2 = 

10.86, p = .15).  

This result informs us that confounding variables that may bias the coefficients of 

the HLM models do not exist at the organization level of analysis, suggesting that the 

coefficients for organization-level effects will not be biased unless they are correlated 

with the εij, the individual level error term. Is there any reason to believe that the 

coefficient of employee empowerment, employee desired empowerment, or the employee 

empowerment standard deviation would be related to the individual level error term, 

measuring errors at customer level of analysis? The types of confounding variables 

discussed at that level of analysis are related to reasons that customers will seek 

empowerment or be granted empowerment by managers, which have to do with 

uncontrolled characteristics of customers and their perceptions of employee behavior. 

Unfortunately, I am unable to test for this possibility, or for the possibility that customer 

empowerment is endogenous because I was unable to locate an instrumental variable, 

which is the only type of analysis that can control for this type of endogeneity. It is, 

however, promising that the organization level variables are not suffering from 

endogeneity. 
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3.17.  Power 

I used power tables to check the power to detect the main customer-level effects, 

finding that it is above 90%. To detect level 2 slope relationships (the fixed effects of 

variables at the organizational level of analysis) at power of .9, a sample of 30 

organizations with 30 individuals is needed (Bryk & Raudenbush, 2002). For analysis, I 

will have 30-33 groups, meeting the group sufficient condition, but the total customer 

sample size at 446-454 is too small. Power does fall if there are not 30 individuals in each 

of the 30 groups, but not as much as it falls when the number of groups falls (Bryk & 

Raudenbush, 2002). Bickel (2007) warns, however, that power falls quickly as additional 

organizational variables are added into the model, such as organization level controls or 

especially random slopes, because it is equivalent to decreasing the sample size at the 

organization level of analysis. The power, therefore, may be slightly deficient to detect 

organization level effects. However, Rabe-Hesketh and Skrondal (2005) and Liao and 

Chuang (2004) used HLM with smaller organizational sample sizes. 

As discussed in Chapter 2, the power to detect interaction effects and higher-

ordered polynomial effects is also lower than the power to detect main effects. This is a 

problem for the analysis of the fit hypotheses, since the finding of a significant effect 

requires two second order polynomials and an interaction effect. Since all of these 

variables occur at the customer level of analysis, their power is higher than the power to 

detect the interaction of for-profit ownership with employee empowerment, which is a 

cross-level effect. Liao and Chuang (2004), however, were able to detect cross-level 

effects with a smaller sample size. 
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Part 4:  Results 

Table 3 shows the HLM results for the relationship between employee and 

customer empowerment and customer service performance. In all models, customer 

empowerment significantly predicts customer perceptions of employee service 

performance, offering strong support for Hypothesis 3.1. This is probably because 

empowered customers use their influence to impact the actions of employees.  

Model 2 shows the impact of the average customer well-being in the home, and 

how that impacts the employee service perceptions of the focal customer. It is 

insignificant, but positive. The within-coefficient for customer empowerment is not 

statistically different from the coefficient for customer empowerment from the previous 

model, suggesting that organization-level confounding variables are not impacting it, as 

the Hausman test suggested would be the case. This finding also indicates that it is the 

empowerment of customers within the nursing home, not between nursing homes, is 

driving this result. In other words, empowering a small group of customers will not 

improve the well-being of unempowered customers—customers are probably not a 

homogenous group. 

 Employee empowerment also positively impacted employee service performance, 

supporting Hypothesis 3.3.44 The standard deviation of employee empowerment had a 

coefficient that was very small and insignificant, suggesting that it did not matter whether 

employees are given similar levels of decision making influence. Employee desired 

empowerment had a negative sign, implying that employees want to be empowered when 

customers view their performance as poor, but this too was insignificant.  
                                                 
44 All regressions have at least 24 degrees of freedom for organization level variables. Significance stars are 
corrected for degrees of freedom. 
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Model 3 considers the empowerment of nursing and non-nursing staff, and tests 

Hypothesis 3.5. In general, nursing staff have more direct contact with residents than 

other staff. The results suggest that the empowerment of nursing staff is more important 

than the empowerment of other staff to attain higher customer perceptions of employee 

service performance, as expected and supporting Hypothesis 3.5. The fifth model further 

breaks down the empowerment of nursing staff into the more highly skilled nurses and 

the lower skilled nursing assistants. In general, nurses supervise the nursing assistants 

when on a shift together, and the nursing assistants provide the majority of the direct care 

(with the exception of the aspects of care requiring more qualified personnel). Model 4 

shows that empowering nursing assistants, moreso than nurses, is important to improve 

customer perceptions of performance. This is contrary to the expectation that 

empowering skilled staff reaps better customer outcomes than empowering unskilled 

staff. Rather, it appears that the information gleaned from constant contact with the 

residents and their families by nursing assistants may better inform managerial decisions 

than the information held by the skilled nurses. Alternatively, this result could be found 

because lower-level staff empowerment increases their competency through increased 

self-efficacy or job knowledge moreso than the empowerment of higher level staff. 

Aherne et al. (2005) similarly found that employees with lower levels of product/industry 

knowledge and experience were more substantively benefitted by leader’s empowerment 

behavior than higher level staff. Leach et al. (2003) found that the job knowledge 

improvements that resulted from empowerment were most notable among less 

experienced staff, who are arguably relatively less skilled. An alternative explanation is 
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that the interests of the nursing assistants are more aligned with those of the families and 

the residents, possibly due to the relationships that they form with each other. 

Model 4 may also suggest that the link between employee empowerment and 

customer service performance is via job satisfaction, as the positive emotions of nursing 

assistants may be more easily noticed by residents and their families since nursing 

assistants spend more time with residents than do nurses. Wagner and Gooding (1987) 

found that low-skilled employees had greater increases in satisfaction when empowered 

than did their more highly skilled counterparts, which account for the current study’s 

result as well. The addition of job satisfaction to the model (Model 5) reduces the size of 

the coefficient on employee empowerment a little, but the change in the coefficient is not 

significantly different from zero, suggesting that job satisfaction does not mediate the 

relationship between employee empowerment and customer service performance. The 

coefficient on job satisfaction was positive, as predicted, and approaching significance.  

Table 4 shows estimation results for customer satisfaction with the non-care 

elements of the home. Customer empowerment is positively associated with satisfaction, 

supporting Hypothesis 3.1. Model 1, in its significant finding that customer 

empowerment raises customer satisfaction, although to a relatively small extent, is using 

a pooled estimate of the between and within effects of customer decision making 

influence. The between effect is the organizational effect, which measures the extent to 

which the overall empowerment of customers in the organization impacts the satisfaction 

of the focal customer. The within-effect estimates the impact of a particular customer’s 

empowerment on his or her satisfaction levels. The pooled estimate is a conglomeration 

of these effects. Model 2 parses these effects between the between and within effects. It 
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does this for two reasons. First, if there is endogeneity in this relationship of the type that 

if administrators are kind to their customers in ways other than providing influence, and 

those who provide influence are more likely to do these other kind acts, a reported 

positive relationship could overstate the true relationship. By parsing this effect, we 

control for this possibility, as it is present only the between organization coefficient. The 

second reason is that it allows a more thorough examination of the research question by 

examining how the empowerment of a particular customer impacts his or her satisfaction, 

and how the empowerment of the class of stakeholders, all customers, affects this 

particular customer’s well-being.  

The within-effect of customer empowerment on customer satisfaction is larger 

than the pooled effect, though the difference is not statistically significant. The difference 

between the within-effect and the between-effect is statistically significantly different. 

The within-effect means that compared to other customers in the nursing home, if the 

focal customer’s level of empowerment improves by 1 point, his or her satisfaction will 

increase by 0.16 points. If, controlling the focal customer’s level of empowerment, the 

average customer empowerment in the nursing home increases by 1 point, the focal 

customer is no better off. This finding implies that customers are not united in their 

preferences, and some customers may use their influence to try to receive special favors 

at the expense of other customers, though on average, the empowerment of other 

customers does nothing to the focal customer. This may be because the family members 

of residents have diverse demands and concerns that relate to the specific services their 

family member needs (Kleinsorge & Koenig, 1991), and so may also be true of other 

industries with specialized or idiosyncratic services. It is important to consider this more 
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closely, as this is an argument for soliciting opinions from a majority of customers, since 

the vocal few may mislead managers who are trying to maximize the well-being of all 

residents. It might be better for nursing home managers to rely on tools that are more 

inclusive, such as surveys, rather than allowing only those who actively seek 

empowerment to dominate the decision-making process.  

Employee empowerment was positively associated with customer satisfaction, but 

this relationship was not statistically significant. Given the more distal nature of this 

outcome and the low organization-level sample size, this was not too surprising. The fact 

that the coefficients are positive, consistent with the positive results on employee service 

performance, suggests that employee empowerment is positively related to customer 

well-being. The pattern of a more positive relationship between employee empowerment 

and customer satisfaction for nursing staff than non-nursing staff and for nursing 

assistants than for nurses was also found, but these estimates too were not significant. 

The standard deviation of employee empowerment is unrelated to customer 

satisfaction, and shows the opposite sign in the two models that include it, suggesting that 

it matters little whether managers empower a few select employees more than others or 

empower employees more equally. This could be due to forces that pull in opposite 

directions. If managers empower employees with better knowledge about customer well-

being, then empowering these few may have more positive outcomes for customers than 

if all employees were equally empowered. However, satisfaction could be reduced by the 

empowerment of the few if other employees view this as unfair. It is also possible that the 

employees who are not empowered do not want to be empowered.  
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For-profit ownership was significantly negatively related to customer satisfaction 

but not to employee service performance. In Table 5, I consider whether ownership type 

impacts the relationship between customer and employee empowerment and employee 

service performance and customer satisfaction, and test Hypothesis 3.4. I find no 

evidence of customer empowerment impacting customer well-being to a greater extent in 

one sector than another, suggesting that empowering customers in all sectors leads to 

improved employee service performance and customer satisfaction. Ben-Ner and Ren 

(2009) also found little evidence that empowering customers in nonprofit or local 

government organizations improved the quality of care more than empowering customers 

in for-profit firms, as would have been expected since they argue that the customer’s 

voice would garner more attention in nonprofit organizations where serving the customer 

is the organization’s primary objective. In fact, customer empowerment was unrelated to 

service quality in their analysis, but employee empowerment was. Ben-Ner and Ren 

(2009) also found some evidence that the relationship between employee empowerment 

and quality of care was higher in the nonprofit and local government sector than in the 

for-profit sector, which is in line with my thinking in Hypothesis 3.4. The current 

analysis, however, fails to find any evidence that employee empowerment in the 

nonprofit sector improves customer well-being moreso than employee empowerment in 

the for-profit sector.  

Models 3 and 6 of Table 5 consider Hypothesis 3.2, that the relationship between 

empowerment “fit”, or the difference between the amount of empowerment a customer 

has and the amount he or she desires, and customer service performance and customer 

satisfaction are positive. Polynomial regression is used in this analysis, for the reasons 
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discussed in Chapter 2. The non-significant results on each of the higher-order terms and 

the interaction term show no support for Hypothesis 3.2. I therefore conclude that the 

amount of empowerment, rather than empowerment fit, is what drives customer well-

being. 

Part 5:  Conclusion   

A theoretical examination of the relationship between customer and employee 

empowerment and customer well-being suggests that customer empowerment will be 

positively related to customer well-being, and employee empowerment will be positively 

related to customer well-being when employees have the motivation and capacity to 

make decisions that positively affect customers. An empirical analysis of the nursing 

home industry generally supports these hypotheses, finding that customer and employee 

empowerment positively impact service performance, and customer empowerment 

improves customer satisfaction. This study has important implications for the employee 

empowerment literature, most notably the addition of customer empowerment to the 

model. It also makes a methodological contribution by considering several forms of 

endogeneity and controlling for them in part with variables at the individual and 

organizational level of analysis. Another contribution to the empowerment literature is its 

unique consideration of how customer empowerment fit impacts customer well-being.  

This study also makes a contribution to the stakeholder theory literature. If 

empowering one stakeholder group increases the well-being of another stakeholder 

group, as appears to be the case with employees and customers in nursing homes, it is 

more likely that stakeholder management will increase stakeholder well-being. If, 

however, empowering one stakeholder group decreases the well-being of other 
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stakeholders because management attends to their desires at the expense of the interests 

of other stakeholders, then it is less likely that stakeholder management will increase 

stakeholder well-being. This study finds some preliminary theoretical and empirical 

evidence that suggests that empowering stakeholders is not a zero-sum game. 

Empowering stakeholders may improve stakeholder well-being not just by altering the 

balance of stakeholders favored in decision outcomes, but also by improving perceptions 

of processes, regardless of outcomes. 

 



 

 171 

 

Chapter 3 Figures 

Figure 1: Model of the Relationship Between Employee Empowerment and 
Customer Well-being 
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Figure 2: Scree Plot for Customer Well-being Variables 
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Chapter 3 Tables 

Table 1:  Means, Standard Deviations, and Pair-wise Correlations Between Variables at the Individual and Organizational 
Levels of Analysis 

  Mean Standard 
Deviation 

1 2 3 4 5 6 7 8 9 

Individual Level--Customer             
1. Service performance 4.428 0.638 1.000          
              
2. Satisfaction 4.062 0.943 0.497 1.000         
    (0.000)          
3. Empowerment 1.714 0.924 0.134 0.064 1.000        
    (0.001) (0.126)         
4. Desired empowerment 2.676 1.068 -0.256 

(0.000) 
-0.179 
(0.000) 

0.387 
(0.000) 

1.000       

5. Resident tenure (months) 139.4 190.4 -0.021 0.016 -0.041 -0.068 1.000      
    (0.613) (0.703) (0.336) (0.124)       
6. Influence in choosing 
nursing home  

3.432 0.922 0.125 
(0.002) 

0.082 
(0.046) 

0.093 
(0.027) 

0.016 
(0.715) 

-0.008 
(0.860) 

1.000     

              
7. Education 0.349 0.477 0.033 -0.054 0.001 0.063 -0.041 0.040 1.000    
    (0.424) (0.187) (0.988) (0.144) (0.338) (0.336)     
8. Age 62.8 11.4 0.104 0.080 0.005 -0.174 0.116 -0.075 -0.177 1.000   
    (0.012) (0.054) (0.906) (0.000) (0.006) (0.076) (0.000)    
9. Female 0.681 0.466 -0.034 -0.023 0.031 0.099 0.032 0.060 -0.105 -0.074 1.000 
    (0.403) (0.564) (0.463) (0.021) (0.448) (0.144) (0.010) (0.076)   
Individual Level--Employee             
1. Employee empowerment 1.893 0.639 1.000          
              
2. Employee desired 
empowerment 

2.615 0.794 0.515 
(0.000) 

1.000         

3. Job satisfaction 3.936 0.615 0.227 -0.012 1.000        
    (0.000) (0.694)         
4. Organizational 
commitment 

3.700 0.608 0.298 
(0.000) 

-0.013 
(0.686) 

0.628 
(0.000) 

1.000       



 

 174 

   Mean Standard 
Deviation 

1 2 3 4 5 6 7 8 9 

5. Procedural justice 3.123 0.845 0.193 -0.158 0.338 0.461 1.000      
    (0.000) (0.000) (0.000) (0.000)       
6. Job tenure 94.9 110.9 0.069 0.079 -0.002 0.013 -0.121 1.000     
    (0.026) (0.015) (0.954) (0.679) (0.000)      
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 Mean Standard 
Deviation 

1 2 3 4 5 6 7 8 9 

Nursing Home Level             
1. Employee empowerment 1.919 0.163 1.000          
              
2. Employee desired 
empowerment 

2.019 0.32 0.565 1.000         

    (0.000)          
3. Employee empowerment 
- Nursing Assistants 

1.765 0.242 0.712 
(0.000) 

0.396 
(0.017) 

1.000        

              
4. Standard deviation of 
employee empowerment 

0.665 0.145 0.228 
(0.181) 

0.233 
(0.171) 

0.206 
(0.229) 

1.000       

5. Average tenure of 
employees 

94.8 34.7 0.081 
(0.644) 

0.182 
(0.296) 

-0.014 
(0.935) 

-0.107 
(0.542) 

1.000      

6. For-Profit ownership 0.206 0.41 0.001 -0.119 0.168 0.210 -0.388 1.000     
    (0.998) (0.511) (0.352) (0.242) (0.026)      
7. Nursing home size 66.1 29 -0.202 0.126 -0.087 -0.296 0.248 -0.227 1.000    
    (0.268) (0.493) (0.637) (0.100) (0.172) (0.205)     
8. Regulator Quality Index 25.6 5.174 -0.046 0.105 0.205 -0.058 -0.075 0.138 0.077 1.000   
    (0.810) (0.581) (0.276) (0.760) (0.695) (0.461) (0.681)    
9. Staff treatment of  96.1 1.9 0.348 0.145 0.448 -0.107 0.147 0.029 -0.017 0.279 1.000 
 residents     (0.060) (0.443) (0.013) (0.573) (0.439) (0.876) (0.926) (0.128)   
Notes:  P-values in parentheses.  
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Table 2: Factor Loadings of Customer Well-being Variables 

Variable Factor1 Factor2
Clean facility 0.903 -0.115
Clean room 0.812 -0.021
Temperature - room 0.715 0.095
Comfort 0.735 0.065
Scent 0.750 0.081
Ability to personalize 0.820 -0.048
Property security 0.681 0.096
Flavor of food 0.761 0.038
Temperature of food 0.764 0.018
Menu 0.761 0.046
Activities 0.805 -0.060
Number Staff  0.695 0.143
Respect 0.057 0.761
Satisfactory answers -0.008 0.824
Nurse knowledge 0.048 0.842
Comfortable 
communication 

-0.004 0.835

Resident called by name -0.023 0.644
All needed care received 0.060 0.797
Nurse can find help -0.019 0.828
Timely medications -0.020 0.808
Staff explain care plan -0.014 0.786
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Table 3: The Effect of Customer and Employee Empowerment on Customer 
Ratings of Employee Service Performance  

Model Number 1 2 3 4 5 
Customer Level      
Customer empowerment 0.160*** 0.167*** 0.157*** 0.161*** 0.157*** 
 [0.038] [0.036] [0.038] [0.037] [0.037] 
Customer desired empowerment -0.213*** -0.211*** -0.219*** -0.217*** -0.211*** 
 [0.035] [0.035] [0.035] [0.035] [0.035] 
Resident tenure 0.000 0.000 0.000 0.000 0.000 
 [0.000] [0.000] [0.000] [0.000] [0.000] 
Customer influence in choosing 
nursing home (1-4 scale) 

0.089** 
[0.037] 

0.088** 
[0.037] 

0.082** 
[0.037] 

0.088** 
[0.037] 

0.089** 
[0.037] 

Customer education 0.076 0.076 0.073 0.072 0.082 
 [0.057] [0.057] [0.058] [0.058] [0.058] 
Customer age -0.001 -0.001 -0.001 -0.002 -0.001 
 [0.003] [0.003] [0.003] [0.003] [0.003] 
Customer gender (female) 0.012 0.012 0.02 0.016 0.01 
 [0.059] [0.059] [0.059] [0.059] [0.058] 
Employee empowerment 0.562** 0.585**   0.493** 
 [0.243] [0.251]   [0.244] 
Employee empowerment 
standard deviation 

-0.073 
[0.363] 

-0.047 
[0.356]    

Employee decision making 
influence desired 

-0.163 
[0.134] 

-0.176 
[0.135]   

-0.145 
[0.132] 

Employee average tenure 0.001 0.001 0.001 0.001 0.001 
 [0.001] [0.001] [0.001] [0.001] [0.001] 
For-profit ownership -0.062 -0.088 -0.032 -0.052 -0.075 
 [0.081] [0.088] [0.082] [0.081] [0.082] 
Nursing home size 0.001 0.001 0.000 0.000 0.001 
 [0.001] [0.001] [0.001] [0.001] [0.001] 
Customer empowerment--firm 
level  0.063    
  [0.154]    
Employee empowerment--
nursing staff   

0.431* 
[0.235]   

Employee empowerment— 
non-nursing staff   

0.088 
[0.196]   

Employee empowerment--
nursing assistants    

0.379** 
[0.187]  

Employee empowerment—
nurses    

0.043 
[0.112]  

Employee job satisfaction     0.234 
     [0.177] 
Constant 8.117 7.925 7.858 7.886 7.715 
 [5.016] [5.011] [5.210] [5.027] [5.018] 
N (customer level) 454 454 446 454 454 
N (organization level) 31 30 31 31 31 
R2 (customer level) 0.138 0.138 0.138 0.138 0.138 
R2 (organization level) 0.252 0.341 0.275 0.250 0.275 

Notes:  * p<0.10, ** p<0.05, *** p<0.01, two-tailed tests. Random Intercepts HLM model with robust 

standard errors in brackets. 
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Table 4: The Effect of Customer and Employee Empowerment on Customer 
Satisfaction with Non-Care Aspects of the Nursing Home  

Model Number 1 2 3 4 
Customer empowerment 0.145*** 0.161*** 0.141*** 0.148*** 
 [0.054] [0.054] [0.055] [0.054] 
Customer desired empowerment -0.193*** -0.188*** -0.200*** -0.197*** 
 [0.051] [0.052] [0.052] [0.051] 
Resident tenure 0 0 0 0 
 [0.000] [0.000] [0.000] [0.000] 
Customer influence in choosing nursing 
home (1-4 scale) 0.107** 0.104** 0.098** 0.108** 
 [0.046] [0.047] [0.047] [0.046] 
Customer education -0.113 -0.112 -0.11 -0.115 
 [0.089] [0.088] [0.091] [0.090] 
Customer age -0.005 -0.005 -0.005 -0.005 
 [0.005] [0.005] [0.005] [0.005] 
Customer gender (female) -0.017 -0.017 -0.001 -0.016 
 [0.094] [0.094] [0.095] [0.093] 
Organization Level     
Employee empowerment 0.025 0.094   
 [0.429] [0.433]   
Employee empowerment standard 
deviation -0.054 0.044   
 [0.609] [0.609]   
Employee desired empowerment -0.271 -0.296   
 [0.242] [0.240]   
Employee average tenure 0 0 0 0 
 [0.002] [0.002] [0.002] [0.002] 
For-profit ownership -0.328* -0.396** -0.294* -0.309* 
 [0.174] [0.181] [0.168] [0.163] 
Nursing home size 0 0 -0.001 0 
 [0.002] [0.002] [0.002] [0.002] 
Customer empowerment--firm level  -0.11   
  [0.217]   
Employee empowerment--nursing staff   0.117  
   [0.349]  
Employee empowerment—non-nursing 
staff   -0.265  
   [0.369]  
Employee empowerment--nursing 
assistants    0.157 
    [0.318] 
Employee empowerment--nurses    -0.154 
    [0.197] 
Constant 6.663 6.752 8.117 6.835 
 [8.054] [8.059] [8.151] [7.986] 
N (customer level) 454 454 446 454 
N (organization level) 31 31 30 31 
R2 (customer level) 0.053 0.053 0.052 0.053 
R2 (organization level) 0.280 0.379 0.290 0.289 

Notes:  See Table 3 notes. 
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Table 5a: The Effect of Customer and Employee Empowerment on Customer 
Ratings of Employee Service Performance (Random-Intercept HLM estimates with 
robust standard errors in parentheses) 
Model Number  1 2 3 
Customer Level    
Customer empowerment 0.163*** 0.160*** -0.123 
  (0.034) (0.033) (0.140) 
Customer empowerment desired -0.220*** 

(0.037) 
-0.213*** 

(0.034) 
-0.129 
(0.156) 

Customer empowerment squared   0.013 
(0.041) 

Customer empowerment wanted 
squared 

  -0.034 
(0.034) 

Customer empowerment desired * 
Customer empowerment 

  0.065 
(0.050) 

Resident tenure 0.000 0.000 0.000 
  (0.000) (0.000) (0.000) 
Customer influence in choosing 
nursing home (1-4 scale) 

0.093*** 
(0.031) 

0.089*** 
(0.030) 

0.085*** 
(0.029) 

Customer education 0.074 0.076 0.075 
  (0.054) (0.053) (0.051) 
Customer age -0.001 -0.001 -0.001 
  (0.003) (0.002) (0.003) 
Customer gender (female) 0.028 0.012 0.012 
  (0.057) (0.056) (0.055) 
Organization Level    
Employee empowerment 0.568*** 0.564*** 0.590*** 
  (0.203) (0.200) (0.205) 
Employee empowerment standard 
deviation 

-0.019 
(0.315) 

-0.072 
(0.306) 

-0.027 
(0.023) 

For-profit ownership  -0.057 -0.067 
   (0.080) (0.051) 
Nursing home size 0.001 0.001 0.001 
  (0.001) (0.001) (0.001) 
Employee average tenure 0.001 0.001 0.001 
  (0.001) (0.001) (0.001) 
Employee desired empowerment -0.177 -0.165 -0.195 
  (0.175) (0.174) (0.167) 
Cross-Level    
For-Profit ownership *  
Customer empowerment 

 -0.003 
(0.041) 

 

     
Constant 9.692** 8.111** 7.952* 
  (4.620) (4.349) (4.141) 
Log Likelihood -334.2 -385.4 -382.5 
N (organization level) 27 31 31 
N (customer level) 400 454 454 
Notes:  p<0.10, ** p<0.05, *** p<0.01, two-tailed tests.  Model 1 contains only nonprofit and local 

government organizations.   
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Table 5b: The Effect of Customer and Employee Empowerment on Customer 
Satisfaction (Random-Intercept HLM estimates with robust standard errors in 
parentheses) 
Model Number  4 5 6 
Customer Level of Analysis    
Customer empowerment 0.153** 0.148*** -0.055 
  (0.047) (0.047) (0.320) 
Customer empowerment desired -0.199*** 

(0.050) 
-0.192*** 

(0.047) 
-0.070 
(0.232) 

Customer empowerment squared   -0.014 
(0.066) 

Customer empowerment wanted 
squared 

  -0.044 
(0.042) 

Customer empowerment desired * 
Customer empowerment 

  0.077 
(0.063) 

Resident tenure 0.000 0.000 0.000 
  (0.000) (0.000) (0.000) 
Customer influence in choosing 
nursing home (1-4 scale) 

0.095*** 
(0.033) 

0.108*** 
(0.037) 

0.104*** 
(0.037) 

Customer education -0.124 -0.115 -0.120 
  (0.136) (0.124) (0.122) 
Customer age -0.005 -0.005 -0.005 
  (0.005) (0.005) (0.005) 
Customer gender (female) -0.005 -0.020 -0.021 
  (0.120) (0.106) (0.104) 
Organization Level of Analysis    
Employee empowerment -0.001 0.015 0.064 
  (0.353) (.340) (.339) 
Employee empowerment standard 
deviation 

-0.092 
(0.620) 

-0.047 
(0.606) 

-0.026 
(0.619) 

For-profit ownership  -0.250 -0.338 
   (0.374) (0.089) 
Nursing home size -0.000 0.000 0.000 
  (0.002) (0.002) (0.002) 
Employee average tenure 0.000 0.000 0.000 
  (0.001) (0.001) (0.001) 
Employee desired empowerment -0.217 -0.259 -0.291 
  (0.349) (0.328) (0.322) 
Cross-Level Variables    
For-Profit ownership *  
Customer empowerment 

 -0.054 
(0.233) 

-0.054 
(0.233) 

Constant 7.569 6.542 6.353 
  (9.735) (8.710) (8.548) 
Log Likelihood -525.0 -600.1 -599.0 
N (organization level) 27 31 31 
N (customer level) 400 454 454 
Notes:  p<0.10, ** p<0.05, *** p<0.01, two-tailed tests.  Model 4 contains only nonprofit and local 

government organizations.   
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CHAPTER 4: CONCLUSIONS, LIMITATIONS, AND FUTURE RESEARCH 

 

Part 1:  Conclusions 

 
 This dissertation has shown that employee empowerment significantly impacts 

employee well-being, and customer empowerment significantly impacts customer well-

being. The theory developed in each chapter is remarkably similar, since the processes by 

which empowerment improves well-being do not vary much by stakeholder, though the 

depth of the literature varies considerably. Due to necessity, most theory has been 

developed using the employee empowerment literature, as literatures surrounding the 

empowerment of other stakeholders are not well developed. Theoretical analysis has 

shown that empowerment increases stakeholder well-being directly, via the changes that 

are made in the organization as a result of their influence in decisions, and indirectly, via 

the process of empowerment. The direct relationship is due to the outcomes of 

empowerment, and is the realm where competing interests among stakeholder groups 

take place. For example, the existence of positive outcomes for customers, such as higher 

service quality, may result in negative outcomes for employees, such as increased 

workload. There are many places where trade-offs could exist between the stakeholder 

groups, but also places where employee and customer desires are complementary, so it is 

unclear whether the outcomes of empowerment will lead to higher stakeholder 

satisfaction. 

The process of empowerment also contributes to stakeholder well-being for two 

reasons. First, empowerment capitalizes on the information held by stakeholders about 

their preferences and about the environment that is not held by management. Effective 
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use of this information can lead to better decisions, which increase the well-being “pie”, 

which is not to say that all stakeholders will benefit, but rather that the decision outcome 

will benefit some stakeholders to a greater degree or harm other stakeholders to a lesser 

degree than if this additional information was not utilized. Second, when stakeholders are 

empowered, they are more likely than their unempowered counterparts to believe that 

they are being treated with respect, to believe that the processes by which decisions are 

made are fair, and they are more likely to trust management. These benefits increase their 

satisfaction, even when outcomes favor another stakeholder group. The information that 

they glean while influencing decisions helps them understand the rationale for decisions 

that do not favor them, and contributes to their understanding of the organization and 

how they can increase their well-being within the existing political structure. In addition, 

giving stakeholders a voice in decisions increases their feelings of self-efficacy. These 

psychological benefits of empowerment do not come at the expense of any stakeholder; 

they are pure well-being gains from stakeholder empowerment. Theoretically, then, 

stakeholder empowerment should result in net gain in overall stakeholder satisfaction, 

provided that the costs of acquiring or organizing the necessary information and decision 

making processes, and the costs of empowerment to the stakeholders themselves, do not 

outweigh the informational and psychological benefits of empowerment. 

Empirical analysis in Chapter 2 and Chapter 3 have shown positive, significant, 

and robust relationships between employee empowerment and employee well-being, and 

customer empowerment and customer well-being. Stakeholder theory tends to talk about 

stakeholders as groups, and about satisfying groups of stakeholders, such as customers 

and employees. The above result should then suggest that the employees as a whole 
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benefit when employees are empowered, and the organization’s customers benefit 

through the empowerment of some customers. This dissertation has shown that at least 

for the nursing home industry, this treatment of stakeholders is overly simplistic. 

Individuals within each group have divergent interests, and they appear to use their 

empowerment to address their idiosyncratic needs, rather than the needs of their “group”. 

The empowerment of coworkers does not impact the well-being of an employee, nor does 

the empowerment of other customers impact the empowerment of a customer. This is a 

strong argument against the contention that organizations should listen to only the 

stakeholders who actively seek empowerment, since doing so is not likely to benefit the 

stakeholder group as a whole. These results instead suggest that managers should 

brainstorm methods to reduce the cost of empowerment for stakeholders not actively 

seeking empowerment in order to hear the voice of as many stakeholders in the group as 

possible. Surveys, for example, may be better than focus groups since a more diverse 

group of stakeholders would be represented. Organizations can also use creative ways to 

involve more stakeholders in decision making, such as encouraging front line staff to 

assess the attitudes of customers by encouraging them to talk about their last visit and 

logging responses/concerns in a convenient place accessible to decision making teams.  

The result that stakeholder groups are heterogeneous in preferences suggests that 

relationships that hold at one level of analysis may not hold at a higher level of analysis. 

Empowering customers could increase the well-being of some customers at the expense 

of others, and empowering an employee could reduce the satisfaction of another 

employee. This would occur if stakeholders had idiosyncratic preferences, and attending 

to the preferences of some stakeholders in the group precluded attending to the desires of 
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others due to limited resources. This is unlikely the case since the coefficient of mean 

employee empowerment has no significant relationship with employee well-being, and 

mean customer empowerment has no significant relationship with customer well-being. It 

appears that an employee’s or customer’s well-being improves when he or she is 

empowered, but he or she is indifferent to the empowerment of others in the group.  

Knowing that when a stakeholder is empowered, that individual benefits but other 

stakeholders in his or her group do no raises the question as to whether the relationship 

between stakeholder empowerment and stakeholder satisfaction holds at the 

organizational level of analysis, a necessary condition for stakeholder empowerment will 

positively impact stakeholder well-being overall. There is a way to check if the 

relationships between employee empowerment and employee well-being and customer 

empowerment and customer well-being hold at the organizational level of analysis--the 

“between” operator in multi-level modeling, which consists of a regression on group 

means that uses data from multiple levels of analysis (Rabe-Hesketh & Skrondal, 2008). 

It is preferable to aggregating all data to the organization level of analysis because it 

creates more precise estimates. I performed this analysis using the Level 1 models 

explained in Chapter 2 and Chapter 3, after eliminating the control variables that were 

insignificant in Chapter 2 and Chapter 3 results to preserve degrees of freedom. The 

relationship between employee empowerment and job satisfaction (β1 = 0.47, p = 0.03) 

and occupational stress (β1 = -0.95, p < 0.01) continue to hold at the organization level of 

analysis, as does the relationship between customer empowerment and customer service 

performance (β1 = 0.14, p = 0.05). The relationships between employee empowerment 

and wages, and customer empowerment and customer satisfaction, are insignificant when 
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using the “between” operator. Since some measures of well-being improve when 

customers and employees are empowered, and other outcomes appear to be indifferent to 

empowerment, on balance it can be concluded that employee empowerment increases 

employee well-being and customer empowerment increases customer well-being. 

Is the gain in the satisfaction of employees (customers) from employee (customer) 

empowerment offset by a reduction in the well-being of another stakeholder group? 

Chapter 3 indicates that the answer is clearly a resounding no. Employee empowerment 

increases customer service performance, which is a net gain for customers. Employee 

empowerment is positively, but insignificantly related to customer satisfaction. Hence, 

both employees and customers have increased well-being from employee empowerment 

in nursing homes. Chapter 2 finds that customer empowerment does not impact employee 

well-being, hence customers gain but employees do not lose when customers are 

empowered. In nursing homes, the empowerment of employees and customers appears to 

be a good strategy to increase the well-being of both groups.45 Theory suggests, however, 

that these results are industry specific, and also probably individual-specific. The extent 

to which employee empowerment will positively impact customer well-being depends on 

the extent to which employee interests are aligned either intrinsically (e.g., through their 

concern for customers) or extrinsically (e.g., through financial incentives) with customer 

interests. Likewise, the extent to which customer empowerment will positively impact 

employee well-being depends on the extent to which customer and employee interests are 

aligned.  

                                                 
45 This study has not analyzed how the empowerment of employees or customers could impact other 
stakeholder groups, which is left for future research. 
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Since customer and employee groups are heterogenous, the empowerment of 

some employees (customers) leads to more positive outcomes for customers (employees) 

than the empowerment of other employees (customers), another degree of complexity in 

stakeholder relations detected in this dissertation. An interesting example is the result 

from Chapter 2 that in nursing homes, the empowerment of the certified nursing 

assistants, the lowest level of customer contact staff, is the more important than the 

empowerment of any other employee group in improving the well-being of customers. 

The data also shows that the empowerment of certified nursing assistants is lower than 

the empowerment of other nursing staff, and so is the well-being of certified nursing 

assistants. Certified nursing assistants are less satisfied and paid less than most employee 

groups. Their empowerment would be a boon to them, as it would increase their job 

satisfaction and wages, and a boon for the organization, as it would increase customer 

well-being and ease inequities in satisfaction across staff groups in the organization. 

Another example is the theoretical development of how the relationship between 

employee empowerment and customer well-being may vary by ownership type. Although 

this relationship was not found to be statistically significant in this study, future research 

should revisit this issue with better data. 

A suggested important moderator of the stakeholder empowerment—stakeholder 

well-being relationship in this study is the degree of empowerment the stakeholder 

desires. While the hypothesis that the fit between stakeholder empowerment and 

stakeholder desired empowerment was rejected, controlling for stakeholder desired 

empowerment significantly impacted the coefficient of employee empowerment. The 
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relationship between stakeholder empowerment, stakeholder desired empowerment and 

stakeholder well-being should be studied in a longitudinal framework in future research. 

 In summary, this dissertation suggests that for employees and customers in the 

nursing home industry, stakeholder empowerment is probably not a zero sum game. The 

empowerment of a stakeholder not only improves his or her outcomes relative to the 

outcomes of other stakeholders, but also brings psychological benefits regardless of the 

outcomes realized which benefit him or her but harm nobody. Empirical analysis has 

shown that employee empowerment improves employee well-being and customer well-

being, and customer empowerment improves customer well-being without affecting 

employee well-being. The result that stakeholder empowerment increases stakeholder 

well-being is theoretically likely to extend to other stakeholders and other industries; 

however, the results concerning how employee empowerment impacts customers and 

customer empowerment impacts employees are not likely to extent to other industries; 

compatibility of interests and relationships between the stakeholders must be considered 

on case by case basis.  

Part 2:  Limitations  

 

This study is not without its limitations. One key limitation is the low 

organizational sample size, which increases the probability that significant relationships 

go undetected. Another limitation is that there is restriction of range in both employee 

and customer empowerment; both stakeholder groups have low levels of empowerment. 

There is also restriction of range in outcome variables, as most family members report 
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high levels of satisfaction with the nursing home. Restriction of range reduces the 

chances of finding significant effects.  

A third limitation is that there is little between-firm variance in the employee or 

customer well-being variables, i.e., there is extreme restriction of range in firm-level 

variables. The fact that despite restriction of range in both the independent and dependent 

variable, some significant results were found, attests to their strength.  

A fourth limitation is measurement error, as most phenomena that must be 

acquired by survey suffers from misunderstandings of survey questions and mistakes 

made by those who fill out the survey. While the instrumental variables analysis in 

Chapter 2 addresses this concern, instruments for the Chapter 3 analysis could not be 

located.  

A fifth limitation is the potential lack of generalizability of this study due to the 

decision to focus on only one industry. This was done to control between-industry 

effects, as is often done in research of human resource practices (Delery & Doty, 1996). 

The results might be industry specific, and testing more industries is important to 

determine whether employee empowerment consistently has a positive relationship with 

customer well-being or whether the relationship between employee empowerment and 

customer well-being changes along the dimensions outlined in my theoretical analysis. A 

sixth limitation of the study is the lack of a one-to-one relationship between employees 

and customers, which necessitated aggregating employee empowerment to the 

organization level of analysis in the models detecting customer well-being and customer 

empowerment to organization level when analyzing employee well-being, although the 

theory was at the individual level of analysis.  
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Perhaps the largest limitation of this dissertation is also one of its contributions—

the analysis of endogeneity. Chapter 2 was able to effectively control for most types of 

endogeneity, save reverse causation, which can only be detected via longitudinal data. 

Unlike most other studies of empowerment, even Chapter 3 did effectively control for all 

types of bias that originate from the organizational level of analysis. The controlled types 

of endogeneity include bias that occurs when managers who choose to empower 

customer are more considerate of customer needs in other ways related to customer well-

being, and the bias that occurs when wealthier organizations have the resources available 

to enact participation programs and fulfill other employees or customer desires. 

Endogeneity in the relationship between customer empowerment and customer 

well-being at the customer level of analysis in Chapter 3 have been partially controlled 

via the use of control variables. Customers who are dissatisfied for some reason have 

more desire for empowerment because they have more to gain by empowerment. I have 

controlled for this by treating customer empowerment desired as an individual difference 

variable, and controlled for it statistically.46 A better way would be in a longitudinal 

design, where it could be shown that desire for empowerment preceded empowerment 

gained. Another possibility would be instrumental variables, as used in Chapter 2. In 

                                                 
46 It is also possible that customers who have a positive impression of the organization are more likely to 
become involved with the organization. Casalό, Flaviẚn, and Guinalìu (2008) found that customers who 
signed up for online virtual band communities were those who were satisfied with their last encounter with 
the brand and trusted the company. It is possible that customers who seek empowerment in other ways are 
those who are more satisfied with the brand, in some cases.  However, this study could suffer from reverse 
causation—participation in the virtual brand community could improve customer satisfaction. If the virtual 
brand community has influence over managerial decisions, this latter explanation follows directly from my 
hypotheses. Casalό et al.’s study does not separate the desire or motivation to participate and participation 
itself. Clearly, in my case, however, this form of reverse causality is not the case because, controlling for 
level of empowerment, greater desire for empowerment was associated with more negative customer 
satisfaction. 
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Chapter 3, several instruments were experimented with, but none met these criteria. 

Using ineffective instruments can result in worse bias than is caused by the original 

endogeneity problem, so the HLM estimates are left as final in Chapter 3. An important 

direction for future research is the analysis of these variables within a longitudinal 

framework.  

Part 3: Future Research 

 
In addition to longitudinal study designs, other avenues for future research include 

explicitly testing the theoretical models presented, including whether the relationship 

between employee empowerment and customer well-being is moderated by the extent to 

which employees committed to customer well-being, the use of merit pay, the extent to 

which the employee wants to be empowered, or task complexity. Similarly, it could 

examine whether the relationship between employee empowerment and employee 

outcomes due in part to reciprocity, self-efficacy, informational advantages, or emotional 

responses such as respect. Future research should also seek to determine whether the 

relationship between employee empowerment and customer well-being is mediated by 

employee satisfaction, organizational trust, or organizational commitment, and whether 

the relationships I found hold in other industries or locales.  

An important direction for future research includes considering how different 

types of employees will respond to empowerment, and how their responses will impact 

the well-being of other stakeholders. For example, this dissertation as argued that 

nonprofit employees may have their interests more aligned with customers than for-profit 

employees. Future research should test this contention with better data, and analyze how 
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other types of employees respond to empowerment as well. In addition, although the 

empowerment fit hypotheses of Chapter 2 and Chapter 3 found no support in these data, 

these hypotheses have much theoretical support and should be tested in other industries 

and locales with datasets that have significant power to detect interaction effects. It is 

possible that the reason the empowerment fit hypotheses failed to be significant was 

either industry specific, as low levels of empowerment exist in nursing homes, or was due 

to a statistical artifact. 

Last, and probably most important, testing whether stakeholder management leads 

to stakeholder well-being requires the consideration of additional stakeholders. It is 

possible that employees and customers have complementary interests, but these interests 

compete with another important stakeholder, like financiers. In addition, this dissertation 

argues that the reason that stakeholder empowerment will not be a zero-sum game is that 

empowerment creates psychological benefits that enhance satisfaction. This hypothesis 

should be directly tested with data that measure emotions, as well as reactions to specific 

decisions, some that do and some that do not favor the focal stakeholder. 

This dissertation provides the sketch of a theory of how stakeholder 

empowerment will impact stakeholder well-being. Many parts of this theory were not 

able to be validated with current data. Nonetheless, the tests that were performed suggest 

that stakeholder empowerment is beneficial—it is not a zero sum game in the case of 

employees and customers in nursing homes  
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