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Abstract


Empowerment may be one of the answers to the growing competition and increasingly
 demanding customers in the ﬁnancial retail sector, but the relation between empowerment and
 proﬁt-oriented behaviour at the service encounter has been only sparsely documented. This
 article oﬀers a comparative empirical analysis of the conditions and impact of empowerment
 and related activities in Danish ﬁnancial institutions, with a focus on semi-standardised front-
 line jobs. The results indicate that granting decision-making authority and autonomy to the
 individual front-line employees has often been a powerful step in the eﬀorts of the ﬁnancial
 service companies to increase their competitiveness. In the change process, formal
 participation has only a moderate supportive impact on performance while changes initiated
 at the branch oﬃces and the linking of rewards with performance, both have a notably positive
 impact on the competitiveness and proﬁt-oriented behaviour of front-line employees.


r2002 Elsevier Science Ltd. All rights reserved.


Keywords:Empowerment; Financial services; Implementation; Proﬁt orientation; Service quality


1. Introduction


Despite a general trend towards delegation and empowerment in service
 companies, there is still some uncertainty about the impact of empowerment, and
 even about what it actually consists of (Bowen & Lawler, 1995a, b). In the
 prescriptive literature of human resource management, this popular term has been
 used rather loosely (Wilkinson, 1998), and researchers have not reached any general
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(3)agreement on its content. However, it has long been recognised that empowerment is
 more than a simple managerial technique for delegation (Conger & Kanungo, 1988).


As a motivational construct it also represents a complicated process, and in
 analysing its eﬀects on performance in ﬁnancial services, suﬃcient attention should
 be paid to the context in which the empowerment occurs.


In our approach we stress that the employees’ power to make decisions during the
 service encounter is at the core of empowerment. But empowerment is also a change
 process involving the participation of front-line employees, and its impact cannot be
 understood unless it is regarded as a change in the formal authority and in the state of
 mind. Several managerial initiatives such as the application of rules, the formulation
 of quality measures, and training activities are included in our analysis, in order to
 establish the connection between empowerment and performance indicators.


The main purpose of the paper is to explore the impact on performance in a
 comparative analysis based on the perceptions of front-line employees in ﬁnancial
 service companies in Denmark, using both survey data and interviews. Special
 attention is attached to the question of whether empowerment merely fosters
 friendliness and service quality, or whether it can be related to a type of proﬁt-
 oriented behaviour that would be more challenging to the norms prevailing among
 employees in ﬁnancial branch oﬃces.


Thus, it is a central point in recent prescriptive literature that quality at the service
 encounter does pay and that a ‘service proﬁt chain’ can be identiﬁed in which employee
 satisfaction leads to customer satisfaction, which in turn leads to customer retention
 and proﬁt (Heskett, Sasser, & Schlesinger, 1997). The evidence and conditions of such
 relationships form the point of departure for our analysis, since this focuses on a part
 of the service proﬁt chain. Is it possible to establish the linkage between the formal core
 of empowerment and the delivery of competitive service in ﬁnancial service companies?


Does empowerment make employees feel able to produce results for customersFor
 would a production-line approach be just as good (Bowen & Lawler, 1995a; Bowen &


Youngdahl, 1998)? Employees enjoying appropriate decision-making power will
 probably provide a better quality of service (Flohr Nielsen & Hst, 2000), but are such
 initiatives also linked to proﬁt-oriented behaviour?


Our results indicate that granting decision-making authority and autonomy to the
 individual front-line employees is a powerful ingredient in the ﬁnancial service
 retailers’ eﬀorts to be competitive, but that training and guidelines concerning service
 encounters appear to oﬀer a high degree of support. In the process of change, the
 participation in itself is less likely to foster the intended change. In particular,
 changes initiated in the branch oﬃces did seem to have a positive impact on the
 competitiveness and proﬁt-oriented behaviour of front-line employees.


2. Empowerment and performance in ﬁnancial companies
 2.1. The concept of empowerment


Empowerment sounds good. Few would argue against something that is closely
related to western cultural norms and is believed to support organisational



(4)performance. Unfortunately, it is a rather general term and not just a managerial
 technique that can be used without any reservations. Only recently has it received
 rigorous conceptualisation and measurement, and recognition as an intrinsic
 motivational construct at the level of the individual (Conger & Kanungo, 1988;


Thomas & Velthouse, 1990; Spreitzer, 1996). Empirical research on the antecedents
 and consequences of empowerment is still in its infancy (Spreitzer, 1996).


Nevertheless, empowerment is only one of several labels used in describing the
 kind of organisational power-sharing in which discretion is passed on to
 subordinates. ‘‘Employee Empowerment’’ (McClelland, 1975; Kanter, 1979, 1983;


Conger & Kanungo, 1988) may be seen as part of the broader concept of ‘‘Employee
 Involvement’’ (Lawler et al., 1992; Cummings & Worley, 1997) which also includes


‘‘Participative Management’’ (McGregor, 1960; Likert, 1961; Argyris, 1964), ‘‘Job
 Enrichment’’ (Hackman & Oldham, 1980), ‘‘Industrial Democracy’’ (Poole, 1986)
 and ‘‘Quality of Work Life’’ (Davis, 1957; Trist, 1963; Emery & Trist, 1965). In
 particular, it should be recognised that research in participation and job enrichment
 is of relevance to empowermentFsomething that is often disregarded.


Basically, empowerment is seen as a broad motivational process (Conger &


Kanungo, 1988; Cummings & Worley, 1997; Fetterman, Kaftarian, & Wanderman,
 1996; Thomas & Velthouse, 1990; Spreitzer, 1995, 1996; Quinn & Spreitzer, 1997,
 Randolph, 1995; Bandura, 1998). From this perspective, empowerment is deﬁned as


‘‘ya process of enhancing feelings of self-eﬃcacy among organizational members
 through the identiﬁcation of conditions that foster powerlessness and through
 their removal by both formal organizational practices and informal techniques of
 providing eﬃcacy information’’ (Conger & Kanungo, 1988, p.474).


Closely related to this deﬁnition are approaches of a more psychological kind that
 attempt to analyse, measure and explain feelings of empowerment, as well as
 examining the sources of powerlessness (Conger & Kanungo, 1988; Fetterman et al.,
 1996; Thomas & Velthouse, 1990; Spreitzer, 1995, 1996). It is recognised that
 empowerment is both a process and the resulting state of mind. However, such
 approaches often stress empowerment as a goal in itself, and in the more popular
 versions can turn into a perception of empowerment as incompatible with control.


Hence, programmes characterised by management-deﬁned performance goals may
 foster external commitment, but are assumed to contradict the internal commitment
 associated with empowerment (Argyris, 1998). Such claims lack supporting evidence,
 and are hardly relevant to the more speciﬁc commitment to strategies and initiatives.


On the motivational impact of speciﬁc commitment the literature is still sparse
 (Becker, 1992; Becker, Billings, Eveleth, & Gilbert, 1996).


From a management point of view other approaches seem more relevant. They
have dealt less with the nature of the underlying cognitive processes and more with
the managerial techniques and actual interventions. Empowerment may still be
perceived as a state of mind, but the focus is shifted to the organisational
arrangements that allow employees more autonomy, discretion and unsupervised
decision-making responsibility (Buchanan & Huczynsky, 1997). Thus, the involve-
ment resulting from the decentralisation of power and the relevant supporting



(5)systems come into the focus of attention (Lawler, Mohrman, & Ledford, 1992;


Bowen & Lawler, 1992, 1995b). Bowen and Lawler (1992, 1995b) simply describe
 empowerment as a state of mind produced by high-involvement management
 practices.


These practical approaches in recent service literature tend to focus on decision-
 making power at the point of contact between organisation and customer, and the
 use of empowerment as a central concept in the analysis of the role of front-line
 employees (Bowen & Lawler, 1992, 1995a, b). The context of empowerment, at any
 rate, diﬀers from the political supportive context of the earlier Scandinavian
 experiments in participation and industrial democracy, in that it springs from
 business considerations and customer-related strategies. It is directed more towards
 individuals and small groups than to the participative schemes based on consultative
 committees (Wilkinson, 1998).


In analysing front-line jobs in ﬁnancial services in which decision-making power
 and autonomy are of central importance, we suggest that the nature of the job in
 terms of job enrichment should be seen as thecore conditionof empowerment, a view
 that coincides with a psychological approach (Conger & Kanungo, 1988; Spreitzer,
 1996). However, it is still only the core of the concept. As Bowen and Lawler (1995b)
 note in their prescriptions, empowerment may include sharing information,
 providing knowledge and rewarding performanceFall elements that are necessary
 to the whole: if employees are to be granted greater discretion to act appropriately at
 their service encounters it surely behoves management to provide them with the
 necessary skills, information and rewards.


In our approach we suggest that the core of empowerment may be reinforced by
 the other organisational arrangements that support an empowered state of mind
 among front-line employees. Added to which, explanations of mainly structural kind
 should also pay attention to the process of empowerment: Will employee
 participation in implementing recent organisational changes in human resources,
 structure or technology serve to reinforce this sense of empowerment? Or is
 participation, which could be included in the concept of empowerment, less relevant
 to the impact?


2.2. Empowerment and performance


Hence, in analysing the consequences of empowerment it is important to note how
 narrowly the concept is deﬁned, because the empirical evidence regarding the impact
 on employee satisfaction and performance may be heavily dependent on this
 deﬁnition. When a recent review of the literature concludes that participation has
 only a moderateFalbeit positiveFimpact on performance (Wagner, 1994), it could
 be argued that the weakness of the reported eﬀect is only to be expected, because
 participation is deﬁned narrowly as ‘‘a process of inﬂuence sharing’’. Reported
 eﬀects would probably be stronger, if appropriate rewards, communication
 practices, training and selection practices were included (Ledford & Lawler, 1994).


Broader concepts of participation and empowerment may thus be relevant
explanatory factors.



(6)Our analytical approach comes close to this view, as we use rather a narrow
 concept but take related initiatives into account. We address the question of the
 direct impact of empowerment as well as mapping important confounding
 modiﬁcations. Such an approach is particularly important since we are observing
 mixed situations including both routine and non-routine tasks. Although organic
 and empowered organisations seem appropriate for the management of the
 non-routine parts, they are not easy to combine with the bureaucratic features
 that are appropriate to the routine parts. However, bureaucracy and formalisation
 do not necessarily entail a mechanistic and coercive organisation that hinders
 motivation. Bureaucracy can possess enabling features as well (Adler & Borys,
 1996).


The idea of improving performance in service delivery is a strong driving-force
 behind moves towards empowerment. Improving service quality and proﬁtability
 through empowerment can even be regarded as a strategic imperative. At the same
 time various steps are being taken in ﬁnancial service companies with a view to
 encouraging a market orientation and performance through central control, often
 supported by the use of yet more sophisticated information technology. Such
 initiatives appear under various labels: Total Quality Management, Business Process
 Reengineering, the centralisation of routine tasks, the segmentation of customers
 and so on. If we are to understand the impact of empowerment, the concept has to be
 considered within this broader context.


Our framework is illustrated in Fig. 1, which draws on the concept of
 empowerment as used by Bowen and Lawler (1995b), and the model reﬂects the
 view that job enrichment drives performance (Hackman & Oldham, 1975). The
 dependent variables are performance in terms of perceived service quality, price
 competitiveness and proﬁt orientation in customer interactions. These will be
 addressed separately below.


As regards service quality, some recent research in ﬁnancial service companies
 indicates that the eﬀect of empowerment is positive or mixed. Studies reported by
 Schneider and Bowen (1993) generally showed a positive relationship between what
 employees reported about their experience as empowered employees and what the
 customers experienced as service consumers. However, some of the authors’ data on
 banks did not. The explanation could be that empowerment favours warm and
 courteous service delivery, while the customers set greater store by the speed and
 reliability of the service. Thus, it is well documented that reliability is the most
 important service quality dimension as perceived by bank customers (Zeithaml,
 Parasuraman, & Berry, 1990). According to these arguments, empowerment could
 be dangerous as it can create friendly but unproﬁtable employees who do not fulﬁl
 important customer needs such as reliability, professional advice (assurance) and
 responsiveness. Eager to be friendly to everybody, such employees may even lose
 potentially proﬁtable customers.


However, it has been shown that delegation may be linked to reliable service
delivery in banks (Flohr Nielsen, 1995). It can then be argued further that delegation
fosters empowerment and helps employees to ﬁnish their work on their own, to meet
deadlines, and to keeptheir promises to the customers.



(7)There is some recent evidence, based on more rigorous modelling, of the positive
 relationshipbetween job enrichment and service quality (reliability, responsiveness,
 empathy) in the ﬁnancial sector (Flohr Nielsen & Hst, 2000), and between
 participation and service quality (Boshoﬀ & Mels, 1995). In our model we suggest
 further that initiatives at the branch level will be important in this fragmented sector,
 since recent case-studies have demonstrated the way in which inﬂuential branch
 managers can change and reinforce banking behaviour (Brubakk & Wilkinson,
 1996). It appears that in company-wide initiatives, the participation of branch
 managers in organisational change (i.e. changes in human resources, structure or
 technology) can helpto establish a link with the local implementation of the intended
 employee–customer interactions. As a major element in vertical communications, the
 branch managers have an important role in consciousness-building and in
 encouraging the appropriate behaviour among front-line employees, for instance
 spending some time on preserving and maintaining old customer relationships
 (Brubakk & Wilkinson, 1996). The branch managers may also take initiatives of
 their own, and the impact of any initiative on performance may depend on their
 participation in the implementation process.


Thus, the ﬁrst research question is:


Does an empowered job (which is assumed in turn to lead to an empowered state
 of mind) and guiding systems exert a positive inﬂuence on service quality?


Formal
 Formal
 Core of
 Core of
 Empower-
 Empower-
 ment


ment Reinforcers/ModeratorsReinforcers/Moderators Performance IndicatorsPerformance Indicators


Nature of job
 Nature of job
 - Decision-
 - Decision-
   making
   making
   Authority
   Authority
 - Autonomy
 - Autonomy
 - Job enrich-
 - Job enrich-
   ment
   ment


(State)


(State) (Change)(Change)
 Training


Training
 Rules and
 Rules and
 Guidelines
 Guidelines
 Information
 Information
 system
 system
 Reward 
 Reward 
 system
 system


Participation
 Participation
  in recent  
  in recent  
  change
  change
 Recent local
 Recent local
  (branch)
  (branch)
  initiatives
  initiatives


Service
 Service
 quality
 quality
 -Reliability
 -Reliability
 -Respon-
 -Respon-
  siveness
  siveness
 -Assurance
 -Assurance
 -Empathy
 -Empathy


Empowered
 Empowered
 state of mind
 state of mind


Price 
 Price 
 competi-
 competi-
 tiveness
 tiveness


Profit-
 Profit-
 oriented
 oriented
 behaviour
 behaviour


Fig. 1. Conditions of empowerment and performanceFthe model.



(8)A related theme concerns the possible inﬂuence of recent change, participation and
 the role of branch managers.


However, the impact on the ultimate dependent variable in the model, namely
 proﬁt-oriented behaviour, is a less researched issue. It has not been satisfactorily
 shown that proﬁt is driven by empowerment or service quality, and the proﬁtable
 behaviour of empowered front-line employees cannot be taken for granted. In the
 ﬁnancial service sector in particular it may be crucial to winning and keeping the
 right customers, since the problem of ‘adverse selection’ is all too likely to arise.


These problem stems from the fact that some customers tend to seek out the best
 possible deals they can ﬁnd, while the ﬁnancial service company oﬀering the best deal
 evaluates risks and sets prices on the bases of averagesFor the rosiest picture of the
 particular customer (Reichheld, 1996). Such customers are not necessarily the most
 proﬁtable, and they may not be loyal to the new company either. Front-line
 employees may thus be acting in an unproﬁtable way if they use their latitude solely
 to increase sales to new customers. This can be referred to as the sales trap.


Recent research has highlighted another obstacle to proﬁt-oriented behaviour in
 this sector. A Swedish study of bank employees’ perceptions of customer relations
 showed that customers classiﬁed as competent, nice, happy, and well-informed were
 also classiﬁed as proﬁtable (Andr!en, 1997). Such an employee perception of
 relationships is often unfounded and may lead to unintended interactions with
 unproﬁtable customers. This can be referred to as the nice relations trap.


Strong forces appear to be needed to overcome these traps. The traps can be
 explained by the simple fact that employees do not know which customers are the
 proﬁtable ones. They often lack cognitive structures which could modify their
 behaviour towards proﬁtability (Andr!en, 1997). Some guidelines may be needed to
 establish cognitions associated with meaningfulness and competence that are central
 to the intrinsic task motivation of empowerment (Thomas & Velthouse, 1990).


Training, information systems and even rules may help, even though they could be
 formally aimed at service quality. Reward systems may help, even though they are
 often focussed on sales. Participating branch managers and action taken at the
 branch level may have a direct impact on the proﬁt orientation of front-line
 employees.


Thus the second, and central, research question is:


Does an empowered job (which is in turn assumed to lead to an empowered state
 of mind) and guiding systems exert a positive inﬂuence on proﬁt orientation?


A related theme also concerns the possible inﬂuence of recent change and the
 participation and role of branch managers. And further, how do service quality and
 price competitiveness, which we expected to be more directly linked to formal
 decision-making authority, inﬂuence proﬁt orientation?


We expected both empowerment, service quality and competitive prices to be
positively related to proﬁt-oriented behaviour, even though proﬁt-oriented
behaviour is narrowly deﬁned as being selective and pro-active in sales and services
focussing on existing customers.



(9)3. Methods


A nationwide survey constitutes the ﬁrst part of the study. The survey was
 conducted during the spring of 1998, when questionnaires were sent to all
 Danish banks (65), insurance companies (27) and mortgage credit institutes
 (6) with more than 30 employees. In the part of the survey reported in
 this article, pre-tested questionnaires were mailed to a randomly selected
 branch oﬃce in all the 88 companies that possessed branch oﬃces. In each
 of these branch oﬃces the manager and one randomly selected front-line
 employee who performed retail-customer advisory tasks received a
 questionnaire.


A total of 59 per cent of the branch managers and 69 per cent of the front-line
 employees answered the questionnaire. Although response rates varied slightly
 between the available groupings according to job type, organisation size and type,
 our analysis showed signiﬁcant diﬀerences only in the case of size, since the larger
 companies were slightly over-represented.


As the study was explorative, the interpretation of survey data was linked to
 subsequent interviews. Thus the research shares certain features with methodological
 triangulation (Denzin, 1978), in that structured open-ended interviews were used to
 enrich the questionnaire data. In three successful organisations of varying size
 general interviews were made at diﬀerent levels to explore control. A total of seven
 people were interviewed at the branch level in this part of the study. In 1999 ten
 front-line employees randomly chosen from among the front-line respondents of the
 survey were also interviewed by telephone, to enable a more direct follow-up of the
 survey. These interviews focussed on employee perceptions of actual work conditions
 and customer-related behaviour.


While the survey was geared mainly to correlation analyses of the variables in
 pairs, our interviews were intended to provide a deeper understanding of the
 respondents’ everyday activities. Ideally, individual or organisational behaviour
 should be perceived not only as the outcome of a ﬁnite set of discrete variables, but
 also as a complex issue allowing for qualitative approaches that give a more holistic
 view of the actual situations and include the respondents’ own perspective (Cassell &


Symon, 1994; King, 1994). Even so, the employee interview diverged very little from
 the structured, standardised interviews suited to a more rigorous qualiﬁcation of
 results (Denzin, 1978).


The measures used in the survey section of the study are shown in Tables 1 and 2.


The variables are only partially based on constructs whose reliability has been
 proved in advance. However, in measuring job design we used a reduced 8-item
 version of theMotivatingPotential Scoreincluding skill variety, task identity, task
 signiﬁcance, autonomy and feedback and computed as proposed by Hackman and
 Oldham (1980).


Service qualityrelated to the fulﬁllment of customers’ expectations is the ﬁrst-level
dependent variable. The survey relies on front-line employee perceptions and the
concept is described by fewer relevant items of the SERVQUAL-instrument, and
only the most comparable process-oriented dimensions are included in this analysis:



(10)reliability, responsiveness and empathy. Price competitiveness is related to the
 fulﬁllment of customers’ expectations based on the same scaling. Proﬁt-oriented
 behaviouris the ultimate dependent variable, which is measured as a 3-item construct
 on a 5-point Likert scale.


Table 1


Empowerment conditions and survey measures
 Formal core of empowermenFnature of job


Decision making authority (‘authority to decide’F1 item)
 Autonomy (e.g. ‘the work planned by myself’F3 items)


Job enrichment (Simple Hackman & Oldham, 1980-MPS-ScoreF8 items)
 Reinforcing/moderatingfactors(state)


Training (‘ytraining in customer service is provided’F1 item)
 Rules and guidelines


‘detailed rules of customer attendance’ (1 item)


‘service quality goals’ (1 item)


‘quality management in general’ (1 item)


Information system support (‘customer satisfaction surveys in my area’F1 item)
 Reward system (‘weak links between performance measurement and rewards’)a
 Process/change


Participation in recent change (process)


(‘personal involvement in recent organisational or technological initiatives’)
 Recent branch level change initiatives


(‘recent organisational or technological initiatives initiated in own branch oﬃce’)


Branch manager participation in recent overall change (reported by the branch managers: ‘personal
 involvement in recent organisational or technological initiatives’)


aThis item has been taken from a diﬀerent part of the instrument and has been formulated as one of the
 possible ‘barriers to further improvements in the ﬁnancial control’.


Table 2


Performance indicators


Service quality(SERVQUAL-Construct adopted from Flohr Nielsen, 1995)
 Reliability (2 items)


Responsiveness (5 items)
 Assurance (1 item)
 Empathy (3 items)


Price competitiveness(fulﬁlment of customer expectations regarding competitive interests and fees,
 respectivelyF2 items)


Proﬁt-oriented behaviour(‘we often provide special oﬀers to existing customers who are
considered proﬁtable’, ‘in particular we often provide oﬀers to existing customers who
are considered proﬁtable’, and ‘we often reject loan applications from customers when
we lack certain information about them’F3 items)



(11)4. Findings


4.1. The impact of empowerment (survey data)


Although caution should be shown in seeking to understand the impact of
 empowerment in a framework with a limited set of dependent and independent
 variables, Table 3 nonetheless indicates a clear pattern in the relationship between
 empowerment and performance indicators in ﬁnancial services. This pattern holds
 when a simpler and statistically more reliable measure of proﬁt-oriented behaviour is
 used (Appendix A, Tables 4 and 5).


Generally, empowerment has an impact on service quality and competitiveness as
 perceived by the front-line employees, but the impact on proﬁt-oriented behaviour
 seems to be limited or to be dependent on other factors. First of all, there is moderate
 support for the hypothesis that decision-making authority is positively related to
 performance. Employees with more decision-making authority tend to perceive
 themselves as better able to deliver quality service and as being more competitive in


Table 3


Correlations of performance perceptions by front-line employees (44oNo60)a
 Service


quality


Price


competitiveness


Proﬁt-oriented
 behaviour
 Nature of job


1. Decision-making authority 0.19* 0.20* 0.12


2. Autonomy 0.34*** 0.16 0.01


3. Job enrichment (MPS-Score) 0.26*** 0.00 0.08


Reinforcers/moderators


4. Training (customer service) 0.41*** 0.10 0.24**


5. Rules and guidelines


Customer service rules 0.13 0.09 0.12


Service quality goals 0.13 0.19* 0.09


‘Quality Management’ 0.13 0.23** 0.15


6. Information system support


Customer surveys 0.14 0.17 0.15


7. Reward system


‘Weak links between performance and rewards’ 0.03 0.05 0.43***


Recent change


8. Participation in recent change 0.01 0.11 0.08


9. Recent branch level change initiatives 0.05 0.24** 0.28**


10. Branch manager participation in recent overall


change (matched sample:N¼37) 0.11 0.02 0.06


Size


11. Number of employees in the company 0.08 0.02 0.14


aKendall tau b rankorder-correlations. *po0:10;**po0:05;***po0:01:



(12)fulﬁlling customer expectations regarding interest rates and fees. This last point may
 be explained by the fact that ﬁnancial services employees are often given some
 latitude to negotiate ‘prices’ of this kind. There is stronger support for the
 hypotheses regarding the impact on service quality when the concept of the formal
 core of empowerment includes autonomy and job enrichment measured as a high
 Motivational Potential Score. None of the job design variables are signiﬁcantly
 related to proﬁt-oriented behaviour.


When guidelines on service quality and quality management appear to be
 positively related to price competitiveness, this should be interpreted only as a
 general competitive awareness in these companies. This is also indicated by the
 positive correlation between service quality and price competitiveness (Appendix A,
 Table 6).


Proﬁt-oriented behaviour in the sense that front-line employees are pro-active
 and selective in actions focusing on existing customers seems less aﬀected
 by an empowering job design. Empowerment may remove some of the barriers
 to improving service encounter performance, however, leaving the employees
 more susceptible to other kinds of inﬂuence. If latitude granted to front-line
 employees is combined with appropriate training and managerial supervision, the
 intended eﬀects in the way of pro-active, customer-oriented behaviour may be
 achieved.


Appropriate action is indicated by the positive correlations between proﬁt
 orientation and training activities on the one hand and initiatives at the branch level
 on the other. It is worth noting that participation in company-wide changes seems
 less important than initiatives under the branch managers’ jurisdiction. This point
 may support the ﬁndings in Brubakk and Wilkinson (1996), which show the
 important role that branch managers play in cultural changes in ﬁnancial service
 companies. Branch managers play a key role in particular when it comes to the
 way the companies’ performance measurement systems are used. This may be a
 crucial point, since most ﬁnancial service companies lack the management
 accounting systems that really helpthem to trace proﬁt-generating activities
 (Innes & Mitchell, 1997; Flohr Nielsen, Bukh, & Mols, 1999), and the measurement
 systems are more often concerned with the acquisition of new customers and
 sales rather than preserving old customer relationships (Brubakk & Wilkinson,
 1996).


Thus, the branch manager is an important person when it comes to determining
 how pro-active and proﬁt-oriented their employees’ front-line behaviour will be. This
 does not necessarily mean that they have a clear-cut positive role in reinforcing
 empowerment. Not even empowered middle managers will necessarily serve as
 facilitators or coaches for the front-line employees, but may regard the new demands
 on their roles as a burden (Denham, Ackers, & Travers, 1997; Wilkinson, 1998).


Eager to demonstrate their own initiative-taking powers they may limit the power of
 their subordinates.


The participation of branch managers in company-wide changes might be
expected to overcome such problems. Our ﬁndings indicate a diﬀerent pattern,
however. Our data provided 37 matched pairs consisting of one manager and one



(13)front-line employee from the same branch oﬃce, but there were no signiﬁcant
 relationships between self-reported branch manager participation and the indicators
 of service encounter performance reported by the front-line employees (last
 row in Table 3). This is in line with our other results. Independent initiatives at
 the branch level do seem powerful while participation in overall changes is less
 important.


4.2. Control and ‘enabling bureaucracy’


In order to understand how the formal organisation establishes the boundaries of
 front-line behaviour, we also analysed the diﬀerence between large and small
 ﬁnancial service companies. In organisational research it has long been well
 established that size correlates with formalisation and centralisation (Pugh, Hickson,
 Hinings, & Turner, 1969; Daft, 1998), and in ﬁnancial services the larger companies
 are more inclined to use sophisticated control and information systems to
 supportFand controlFservice encounter performance. Recently it has been shown
 that large Danish ﬁnancial service companies make considerable eﬀorts to trace
 proﬁtable customer segments with the help of their management accounting systems,
 whereas smaller companies assign less importance to such activities (Flohr Nielsen
 et al., 1999).


Nevertheless, our present survey ﬁndings show no signiﬁcant diﬀerence between
 large and small companies, either in the perceived price competitiveness or in the
 perceived quality of the service delivered. There seems to be slightly more emphasis
 on proﬁt orientation in the reports from the larger companies. Front-line employees
 who demand formal authority and the abolition of rules now seem to appear mainly
 in small companies.


Since a comparable study based on data from 1994 indicated that front-line
 employees in the smaller companies felt more competitive (Flohr Nielsen, 1995),
 perhaps the larger companies may have improved their positions in the keen
 competition. And yet small banks seem to be surprisingly proﬁtable, and recent
 customer surveys indicate that they still have the most loyal customers (Greens,
 1999).


Thus, empowerment in small and in large companies seems to follow diﬀerent
 roads. Some of the large companies at least have reached a stage at which a
 connection between empowerment and performance by means of advanced support
 systems has been indicated. And perhaps the challenge is greatest in small
 companies, because they fall behind when it comes to support functions, and
 performance-related empowerment does not ﬁt well with their banking-for-all
 culture. Proﬁt-oriented behaviour of a more obvious kind makes their employees feel
 uncomfortable and may hurt their relationship–marketing and their customers’


word-of-mouth communication. It is particularly under these circumstances that
branch managers may hold the key to supportingFor blockingFthe further
developments that would entail employees showing more personal initiative and even
going beyond compliance with the administrative rules.



(14)4.3. A quest for an enabling bureaucracy?Fresults from the interviews


The interviews were held in order to supplement the correlation analyses, and to
 take a closer look at actual situations and the way these might inﬂuence behaviour.


The present analysis focuses on those interviewees who proclaimed well-articulated
 attitudes or who had experience from diﬀerent organisations. Only to a small degree
 has the data been analysed by quasi-quantiﬁcation. However, it is important to note
 the general picture of existing empowerment as reported in the interviews: most
 employees now seem to have all the decision-making authority they need in the
 service encounters. But such latitude has its pitfalls, and restrictions and support
 mechanisms were both central themes in the interviews.


The few interviews in the ﬁrst round at the upper levels followed the pattern
 indicated in the survey. Central actions in the large company were aimed at
 supporting front-line employees by way of credit scoring systems and systematic
 segmentation. In one small bank this was done less systematically, leaving more
 latitude to empowered branch managers who are concerned about branch proﬁt,
 who act independently and who seek autonomy. A branch manager in this bank
 expressed his opinion of head oﬃce as follows:


‘‘yI am responsible for the bottom line result, but they’re not going to meddle
 with the way I achieve ity


[On segmentation of the customers:] We have discussed this in relation to [the new
 computer system], because it gives us even better opportunities, but we have
 chosen not to do so. But my claim is that we do in fact do it in our everyday
 lifeywe have made a harsh grading of our customersyI don’t want us to waste
 time on [the unproﬁtable group of customers]yBut none of this happens very
 systematically’’.


In fact it is hard to ﬁnd any boundaries for empowerment in this organisation. The
 manager and his front-line employees both often overstep the bounds of their formal
 authority.


The interviews held in the second round gave a stronger impression of the
 diﬃculties perceived by the front-line employees. Too little clarity and too much
 negotiating about interest rates can complicate a positive relationship between
 employee and customer. ‘‘It is important that the [oﬀered] interest rate is right the
 ﬁrst time’’, as one of our respondents put it. The result can either mean heavy
 demands the employee’s judgement or ﬁxed rates. In connection with this and other
 crucial service encounter issues, few front-line employees found their latitude to be
 insuﬃcient and some asked for more guidelines.


As regards proﬁt orientation, we did ﬁnd some examples of larger companies
placing considerable reliance on their information systems to identify the
contribution margin of their diﬀerent customers, and this did have some
consequences for the front-line, at least that the employees tended to calculate the
proﬁtability of their more important customer accounts. This established a point of



(15)departure for their price bargaining, and they felt that they had the necessary
 authority to bargain with the customer.


In smaller companies we found examples of the opposite, whereby the employees
 do seem to possess some intimate knowledge of their customers, and a few of them
 emphasise that they reveal the potential of speciﬁc customers by way of personal
 contact. Prices and the price bargaining seem to be less important in these
 companies, and it is worth noting that some employees felt a lack of authority for
 bargaining and making decisions about customer engagements. One respondent
 spoke of the diﬃculty in arguing for a ﬁxed interest rate in front of the customer.


The support and discretion aspects are both reﬂected in a certain ambivalence
 among our front-line respondents. One employee interviewed, who had experience
 from two very diﬀerent companies, put it rather clearly. He was very positive in his
 description of the well-established routines, and especially the information
 technology support in the company he had just left:‘[This bank] was an information
 Mecca’. He appreciated the knowledge about his customers that the customer
 proﬁtability analyses gave him. Nonetheless, he preferred to work in the smaller
 bank, even though you can‘open an account for anyone’and the proﬁtability analyses
 were not adequate for tracing the true proﬁtability of a customer relationship.


He claimed that extreme ‘price shoppers’ were avoided, because the bank
 gave high priority to the personal relationship and the professional advice. Prices
 are thus of minor importance, so long as the customer’s ‘pain threshold’ is not
 exceeded.


Another respondent, who had also left the same larger bank, particularly valued
 the ﬂexibility and fast decision-making in the smaller bank, but he admitted to
 missing suﬃcient guidelines and well-established procedures. One of the few
 respondents who found her decision-making authority insuﬃcient, also
 wanted more guidelines. In this small savings bank they ‘‘cannot conduct any
 analyses at all’’on customer proﬁtability, and there are no explicit goals concerning
 service quality.


This rather widespread ambivalence may challenge the view that formalisation
 is an obstacle to achieving the beneﬁts of empowerment, at least when
 the formalisation is of an enabling type rather than the coercive type that is
 normally assumed. Under these circumstances formalisation thus provides needed
 guidance and clariﬁes responsibilities, thereby helping individuals to be and to feel
 more eﬀective (Adler & Borys, 1996). The use of control systems may also be seen in
 this light. To ﬁnd a suitable balance between empowerment and control, companies
 have to look for boundary-setting and supportive control systems. In some
 companies diagnostic control systems that are used to monitor goals and
 proﬁtability (Simons, 1995), do seem to be related to improved measures and
 analyses, which may provide information allowing the branches to control
 themselves better.


Larger ﬁnancial service companies make extensive use of customer and employee
surveys, but the impact of these appears to be limited, and few companies have
exploited them in the service of removing barriers to customer orientation. They are
seldom ‘dialogue supporting systems’ (K.allstr.om, 1993). Thus, poor participation



(16)technology provides one explanation of the moderate eﬀect of employee participa-
 tion in the change processes. In terms of change, companies and branches in a
 competitive area may often develop their proﬁtability (K.allstrom, 1993), but it.
 would be diﬃcult without proper information channels.


Our results can also oﬀer a balanced view of reward systems. As the study
 reported in Boshoﬀ and Tait (1996) has also shown, extrinsic motivation by way of
 performance-related increases in salary, bonuses or fringe beneﬁts do not seem to
 have any positive impact on service quality in the ﬁnancial service sector. Intrinsic
 motivation by way of job enrichment is then all the more important. But when it
 comes to proﬁt-oriented behaviour, the perceived link between performance
 measurement and rewards does appear to be crucial. To make this linkage is no
 easy task, and our interviews indicate some of the pitfalls. Performance is generally
 rewarded to some degree within the existing systems, and most respondents are
 sceptical about a closer link with objective measures. They doubt that it will be
 possible to trace the contributions actually made by individuals, and they feel that
 rewards will be biased towards sales.


5. Conclusion and implications


Our ﬁndings from the ﬁnancial service sector support the general argument that
 empowerment in the form of the delegation of more formal authority to the
 employee does have a positive impact on service quality and proﬁt orientation, at
 least to a certain degree of empowerment. Further, guidelines and techniques such as
 Total Quality Management, customer segmentation and other programmes based on
 management-deﬁned performance goals may reinforce the positive impact of
 empowerment on performance. Entrepreneurial branch managers may also have a
 considerable impact, while participation in the form of formal committees seems
 unimportant.


Thus, bureaucracy of an enabling character (Adler & Borys, 1996) does not seem
 to counteract the internal commitment connected with empowerment. Even extrinsic
 rewards can be supportive. In this sector at least, with its semi-professional and
 routine tasks, our ﬁndings seem to accord with the argument presented in Ledford
 and Lawler (1994), namely that educational support and appropriate reward systems
 provide the conditions for successful participative endeavours.


Empowerment may not merely be the best approach when a service ﬁrm
 wants to establish a relationshipwith its customers (Bowen & Lawler, 1992).


It may also be proﬁtable. Delegating formal authority and enriching the front-line
 jobs seem to be the important antecedents if management initiatives should
 result in improved service quality at ‘bureaucratic encounters’ (Flohr Nielsen &


Hst, 2000) as well as in proﬁt-oriented behaviour. In explaining proﬁt orientation,
 delegation on its own is not suﬃcient and supplementing factors become more
 important.


Our study suggests that an important task for practitioners is to ﬁnd ways of
providing branches with suﬃcient information to control their own operations. This



(17)calls for better information services provided from the central oﬃces, and a better
 use of customer and employee surveys. This last point in particular, which is related
 to the ‘upward problem-solving’ aspect of empowerment (Wilkinson, 1998), deserves
 more attention. Further, establishing links between reward systems and performance
 seems to be an important step in overcoming the barriers to market orientation, but
 the pitfall may be that sales rather than proﬁt are rewarded, due for instance to the
 absence of appropriate measurement systems (Brubakk & Wilkinson, 1996; Flohr
 Nielsen et al., 1999).


In future research a more rigorous testing of our model would be possible in the
 ﬁnancial service sector, because of the rare opportunities of comparative analysis.


International comparisons can be included. However, although the present study is
 limited to organisations within a single country, the ﬁndings are hardly speciﬁc to
 this particular Scandinavian context, with its extensive branch network. Empower-
 ment is closely related to global managerial intentions regarding support for task
 performance and market orientation. Even in the diﬀerent contexts of the USA and
 Scandinavia, companies seems to follow similar patterns when it comes to market
 orientation (Selnes, Jaworski, & Kohli, 1996).


In future front-line employees will be facing a further challenge in this
 process: they will have to act within limits set by customer demands for personal
 advice and low-cost transactions combined with the more widespread use of
 highly developed self-service and information technology. To cope with these
 challenges, the technology of empowerment will probably also have to be developed
 further.


Appendix A


Reliability of performance measures (‘dependent variables’), correlations of
perceptions of proﬁt-oriented behaviour, correlations between performance indica-
tors (the ‘dependent’ variables) and correlations between the ‘independent’ variables
(44oNo60) are shown in Tables 4–7.
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Reliability of performance measures (the ‘dependent variables’)


Construct Cronbach coeﬃcient alpha


Correlation
 with total


Alpha when
 item deleted
 Service quality


(Construct adopted from Flohr
 Nielsen, 1995)


0.67
 (Standardized: 0.68)


Reliability (2 items) 0.43 0.62


Responsiveness (5 items) 0.51 0.58


Assurance (1 item) 0.36 0.68


Empathy (3 items) 0.55 0.54


Price competitiveness 0.65


(Standardized: 0.67)
 Fulﬁlment of customer expectations


on competitive interests


0.50 F


Fulﬁlment of customer expectations
 on competitive fees


0.50 F


Proﬁt-oriented behaviour 0.63


(Standardized: 0.61)


‘We often provide special oﬀers to


existing customers who are considered proﬁtable’


0.60 0.23


‘Particularly often we provide oﬀers to existing
 customers who are considered proﬁtable’


0.65 0.14


‘We often reject loan applications from customers when
 we miss certain information about thema


0.11 0.90


aIn order to improve the alpha coeﬃcient this item is deleted from the construct in the table below
(Appendix A, Table 5).
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Correlations between performance indicators (the ‘dependent variables’) (40oNo60)a
 Service


quality


Price


competitiveness


Proﬁt-oriented
 behaviour


Service quality 1


Price competitiveness 0.22* 1


Proﬁt-oriented behaviour 0.14 0.25** 1


Proﬁt-oriented behaviour


(2-item measureFsee Appendix A, Table 4)


0.16 0.20 0.78**


aKendall tau b rankorder-correlations. *po0:05;**po0:01:


Table 5


Correlations of perceptions of proﬁt-oriented behaviour (40oNo60)a
 Proﬁt-oriented


behaviour (as in Table 3)


Proﬁt-oriented
 behaviour (2-items
 measure with


improved reliabilityFsee
 Appendix A, Table 4)
 Nature of job


1. Decision-making authority 0.12 0.01


2. Autonomy 0.01 0.07


3. Job enrichment (MPS-Score) 0.08 0.10


Reinforcers/moderators


4. Training (Customer Service) 0.24** 0.21*


5. Rules and guidelines


Customer service rules 0.12 0.03


Service quality goals 0.09 0.02


‘Quality Management’ 0.15 0.03


6. Information system support


Customer surveys 0.15 0.08


7. Reward system ‘Weak links between


performance and rewards’ 0.43*** 0.25**


Recent change


8. Participation in recent change 0.08 0.14


9. Recent branch level change initiatives 0.28** 0.21*


10. Branch manager participation in
 recent overall change (matched


sample:N¼37) 0.06 0.09


Size


11. Number of employees in the company 0.14 0.05


aKendall tau b rankorder-correlations. *po0:10;**po0:05;***po0:01:



(20)Table7 Correlationsbetweenthe‘independent’variables(44oNo60)a 12345a5b5c67891011 Natureofjob 1.Decision-makingauthority1 2.Autonomy0.25*1 3.Jobenrichment(MPS-Score)0.23*0.33**1 Reinforcers/moderators 4.Training(CustomerService)0.36**0.170.24**1 5.Rulesandguidelines (a)Customerservicerules0.040.040.010.041 (b)Servicequalitygoals0.180.020.30**0.36**0.101 (c)‘QualityManagement’0.35**0.120.34**0.31**0.150.57**1 6.Informationsystemsupport Customersurveys0.25*0.100.070.33**0.200.35**0.31**1 7.Rewardsystem ‘Weaklinksbetweenperformance andrewards’0.020.110.120.080.060.190.110.041 Recentchange 8.Participationinrecentchange0.43**0.040.130.200.110.160.30*0.140.111 9.Recentbranchlevelchangeinitiatives0.150.090.180.010.010.070.040.140.130.111 10.Branchmanagerparticipationin recentoverallchange(N¼37)0.30*0.030.010.020.100.030.030.110.030.300.081 Size 11.Numbersofemployeesin thecompany0.050.120.030.200.070.150.040.220.130.070.010.071 aKendalltaubrankorder-correlations.*po0:05;**po0:01:
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