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1 | INTRODUCTION

How employees' potential can be leveraged as a source of competi-
tive advantage is a major theme in HR management (Jiang &
Messersmith, 2018). In recent decades, HR researchers and practi-
tioners have developed a number of approaches aimed at enhancing
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Abstract

As organizations strive for more flexibility, decentralized decision-making has been at
the core of many modern HR approaches. Yet, on a company-wide scale, it remains
unclear whether decentralized decision-making structures improve organizational
performance. Our study aims to illuminate prior ambiguous evidence by examining
an employee-level mechanism underlying the organizational-level relationship
between decentralization and performance, and scrutinizing the critical role of formal
leaders for empowering employees in decentralized structures. Integrating the per-
spective of organizational structure as opportunities and constraints with social infor-
mation processing theory, we argue that transferring decision-making authority to
lower organizational levels positively affects employees' emergent leadership, but
only to the extent that direct supervisors engage in empowering leadership and guide
employees' behaviors in decentralized structures. Our predictions are supported by a
multilevel, multisource field study of 5807 individuals across 144 companies. We fur-
ther find that emergent leadership yields a positive effect on organizational perfor-
mance. By developing a multilevel model that explicates both an employee-level
mechanism and a contingency of the decentralization-organizational performance
link, our study enriches understanding of the key role that formal leaders play for

achieving the strategic goals of decentralized decision-making in organizations.
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organizational performance by motivating employees to take agency.
Examples include high-involvement work systems (Boxall &
Macky, 2009), empowering HR practices (Subramony, 2009), and self-
managing teams and organizations (M. Y. Lee & Edmondson, 2017).
While these approaches differ regarding the specific practices
involved, a unifying element among them is the assumption that orga-
nizations can best tap employees' potential by giving them greater
decision-making authority (Aiken & Hage, 1966; Mintzberg, 1979).
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This puts the principle of structural decentralization, or downward
shifts of formal and informal authority (M. Y. Lee &
Edmondson, 2017), at the core of many contemporary HR
approaches. The expectation is that, by decentralizing decision-
making structures, companies mobilize their employees' motivational
and cognitive resources, which in turn improves corporate perfor-
mance (Anderson & Brown, 2010).

Organizational design research thus holds great potential to
inform HR management on the promises of decentralized decision-
making. Yet despite its long-standing tradition, the organizational
design literature is largely inconclusive on whether decentralization
achieves its purpose of improving organizational performance (Dalton
et al., 1980; McEvily et al., 2014; Porter & Lawler, 1965; Sandhu &
Kulik, 2019). Still, many organizations engage in costly and often pain-
ful company-wide decentralization efforts (Bernstein et al., 2016).
There is thus a clear need for a better understanding not just of
whether decentralization—as an underlying principle of many modern
HR approaches—is the right choice for an organization, but also how
and when it can produce the benefits it promises.

We propose that one root cause for the limited progress of prior
research can be found in its strong collective-level perspective when
examining how decentralization impacts organizational performance.
Most studies have construed decentralization as an organizational
context that all employees react to uniformly (Ambrose &
Schminke, 2003). Yet this assumption seems hardly tenable for decen-
tralized structures that provide employees with more autonomy and
thereby likely increase variability in individual reactions (Dickson
et al., 2006). What forms do these individual reactions take, and how
do they aggregate across individuals and thereby influence organiza-
tional effectiveness? These questions remain largely unexplored,
prompting calls to integrate multiple levels in organizational structure
research (Porter & Schneider, 2014) and to unpack “micromediating
mechanisms” (Greer et al., 2018, p. 603).

Among the variations in how employees react to decentralization
is the possibility that they do not make effective use of greater auton-
omy. For example, some employees may infer that colleagues with
longer tenure or a higher salary should take more ownership, while
others may not be aware of opportunities for taking on responsibility
in their daily work context. To tackle this challenge, formal leadership
has been proposed to become even more—rather than less—important
in decentralized organizations, as leaders can help employees make
adequate sense of what decentralized structures mean for them per-
sonally and thereby support companies in achieving their strategic
goals (M. Y. Lee & Edmondson, 2017). The challenge for leaders
becomes fostering consistent employee behavior without introducing
rigid regulatory mechanisms that might run counter to the spirit of
decentralization. Thus, decentralized structures require a form of lead-
ership that does not emphasize formal authority but rather encour-
ages employees to take agency and make productive use of their
autonomy (Bernstein et al., 2016).

To illuminate prior inconsistent evidence and shed light on the
critical role of leadership in decentralized structures, our study adopts

a multilevel leadership perspective and scrutinizes informal leadership

as an explanatory mechanism and formal leadership as a contingency
of the decentralization-organizational performance link. In developing
our model, we follow the logic of foundational organizational theory
(Katz & Kahn, 1978), which suggests that employees may generally
react to increased autonomy in decentralized organizations by taking
on informal leadership responsibility (i.e., showing high levels of emer-
gent leadership; Acton et al., 2019). However, as formal structures
need to be “continuously and creatively embellished and pieced out”
(Katz & Kahn, 1978, p. 536), we suggest that empowering leadership by
direct supervisors plays a key role in determining how employees
react to decentralization (Sharma & Kirkman, 2015). To theorize the
inter-individual variability in employee reactions, we integrate the per-
spective of organizational structure as opportunities and constraints
with social information processing theory (Salancik & Pfeffer, 1978).
We posit that to make unambiguous sense of decentralized struc-
tures, employees also require an empowering direct formal supervisor
who concurs with the signals sent by decentralization and encourages
them to take agency by giving color, elaboration, and reality to the
principles of decentralization in their immediate work context. By fos-
tering employees' emergent leadership, we suggest that the interplay
of organizational decentralization and supervisors' empowering lead-
ership indirectly benefits organizational performance (Katz &
Kahn, 1978).

We aim to make three major contributions. First, we shed light on
the question of whether, how, and when organizational performance
gains can be realized via decentralized decision-making authority. As
the principle of decentralization is at the core of many modern HR
approaches (Boxall & Macky, 2009; Subramony, 2009), our findings
are thus particularly relevant for HR research and practice. In addition,
we address a major debate in organizational design research on
potential performance benefits of decentralization (Dalton
et al., 1980; McEvily et al., 2014; Porter & Lawler, 1965). Our study
integrates macro- and micro-perspectives on decentralization by
developing a multilevel model that explicates how the increased
autonomy resulting from decentralization manifests across organiza-
tional levels and when it generates value for the company
(Kozlowski & Klein, 2000; Porter & Schneider, 2014).

Second, we advance understanding of the critical role of formal
leaders for shaping employee reactions to organizational structure
(Anderson & Brown, 2010). We examine how a particular leadership
style (i.e., empowering leadership) can support employees' sensemak-
ing and thereby help to realize the strategic benefits of a specific orga-
nizational structure (i.e., decentralization). In doing so, we also
contribute to research on empowering leadership that has received
increasing attention in particular from an HR perspective (Chuang
et al.,, 2016; Coun et al., 2022). By examining the interplay between
structural decentralization and supervisor empowering leadership, we
elucidate how empowerment at different organizational levels affects
employee behavior (Maynard et al., 2012) and echo calls for a more
complex picture of the role empowering leadership (A. Lee
etal., 2018).

Finally, we extend the theoretical scope of the literature on dis-

tributed forms of leadership beyond individual-level antecedents
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(e.g., demographics or personality) to the role of structure as a factor
that can be more directly shaped by organizations (Acton et al., 2019;
Wellman, 2017). In addition, we scrutinize whether employees' leader-
ship emergence also benefits the organization's bottom-line, thus put-
ting the proposition to the test that “those organizations in which
influential acts are widely shared are most effective” (Katz &
Kahn, 1978, p. 571).

2 | THEORETICAL BACKGROUND

Decentralization has been the focus of academic research since the
early 1960s (Chandler, 1962; Mintzberg, 1979; Pugh et al., 1963). As
a structural characteristic at the organizational level, decentralization
refers to the extent to which decision-making authority is shared and
moved downward to lower organizational levels (Hempel et al., 2012;
Lin & Germain, 2003; Porter & Lawler, 1965). Today, the core notion
of decentralized decision-making has found its way into many con-
temporary HR approaches (Richardson et al., 2002). In contrast to the
bureaucracy and line of command that often exist in more centralized
structures, employees in decentralized organizations generally enjoy
greater freedom in how they carry out their work and interact with
colleagues (M. Y. Lee & Edmondson, 2017).

Organizational design scholars have traditionally seen the removal
of bureaucratic constraints in decentralized organizations as a way to
unleash employees' motivational and cognitive potential and thereby
realize performance gains at the level of the organization (Aiken &
Hage, 1966; Pfeffer, 1991). Yet empirical evidence has shown the link
between decentralization and organizational performance to be highly
inconsistent over the past decades, revealing positive, negative, and
non-significant effects (Csaszar, 2012; Dalton et al, 1980; Lin &
Germain, 2003; Porter & Lawler, 1965; Richardson et al., 2002). These
findings have given rise to a contingency perspective, and studies
have identified critical organizational-level boundary conditions of
decentralization (e.g., particular organizational strategies and environ-
ments; Andrews et al., 2007; Richardson et al., 2002).

While adopting a contingency perspective has significantly
improved our understanding of decentralized forms of organizing, we
believe research in this area still falls short of fully capturing the com-
plexity of structural effects. A central limiting factor of past work is
that it has focused almost exclusively on a single level of analysis
when examining organizational-level outcomes; hence, researchers
have assumed homogeneity—either implicitly or explicitly—in how
individuals react to decentralized structures. This disregard for poten-
tial variability might explain the inconsistent findings of prior studies,
as differences in individual reactions might cancel each other out
when outcomes are only viewed at the organizational level
(Kozlowski & Klein, 2000). To avoid this pitfall, we suggest taking a
multilevel perspective to consider how decentralized structures shape
employees' reactions and how these reactions aggregate to and mani-
fest at the organizational level (Greer et al., 2017; Porter &
Schneider, 2014).

Importantly, such a multilevel focus also allows for considering
employee-level contingencies in individuals' immediate work context,
which may determine how they react to decentralization. In this
regard—“somewhat ironically” (Bernstein et al., 2016, p. 49)—in partic-
ular formal leadership has been proposed to become even more
important in less-hierarchical than in traditional management struc-
tures. Formal leaders may be crucial for employees' sensemaking of
the often abstract principles of decentralization in their everyday
work environment (Nishii & Paluch, 2018; Podolny et al., 2004) and
thereby significantly influence whether and how employees make use
of their increased autonomy, thus constituting a central enabler for
decentralization's strategic objectives (M. Y. Lee & Edmondson, 2017).

With our multilevel perspective, we follow the paradigm of struc-
tural individualism by considering employees' behavior as a micro-
level explanatory mechanism of the macro-level relationship between
organizational decentralization and performance (Coleman, 1990).
Structural individualism suggests that a deep understanding of macro-
mechanisms must account for how macro-factors constrain and gen-
erate individual actions and interactions, which in turn manifest at the
collective level. A similar argument is made by the microfoundations
movement in strategy and organizational theory research, proposing
that “work on organizational design and structure inherently has
microfoundational components in that structures and designs impli-
cate individuals, their interactions and potential aggregate outcomes”
(Felin et al., 2015, p. 585).

21 | Decentralization and emergent leadership
We focus on the mechanism of employees' emergent leadership to
conceptually capture the assumption in organizational design
research that decentralization increases an employee's autonomy,
spurring her or him to take responsibility, exert influence, and utilize
cognitive and informational resources to make decisions that benefit
the organization (Aiken & Hage, 1966; Porter & Lawler, 1965; Pugh
et al., 1963). Emergent leadership is conceptualized as individuals
engaging in leadership behavior although no formal authority has
been vested in them (Schneier & Goktepe, 1983). It refers to leader-
like behavior that encompasses making self-contained decisions with
the aim of contributing to the achievement of the organization's
goals. This notion of emergent leadership adequately covers the
mechanisms proposed in the decentralization literature. Specifically,
it embodies the core idea in foundational organizational theory that
the right structural distribution of leadership responsibility within
organizations is key to enhancing organizational effectiveness
(Katz & Kahn, 1978). In line with prior work, we conceptualize emer-
gent leadership as an individual-level construct with implications for
the collective, as more employees within the collective emerge as
leaders (Hanna et al., 2021).

The effects of organizational structure can be understood by con-
sidering how a given structure constrains or provides flexibility to indi-
viduals' cognition and behavior (Johns, 2006, 2018; Pfeffer, 1991). In
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organizations with highly centralized structures, employees need
approval from higher up the chain of command for most actions and
are primarily concerned with implementing decisions made by their
superiors in the organizational hierarchy (Hempel et al., 2012; Knight
et al., 2018). These bureaucratic constraints can result in passive
mindsets and behaviors by clearly defining who must defer to whom;
individuals come to expect specific behaviors from others based on
their formal authority (Walter & Bruch, 2010; Wellman, 2017). By
contrast, decentralized structures provide more opportunities to
employees. They increase the number of communication channels
available, support information flow, and provide people with more dis-
cretion in their daily work (Spreitzer, 1996; Wong et al., 2011). As
such, these structures should allow individuals to make and influence
decisions, and to take on responsibility, which spurs the emergence of
informal leadership (Hempel et al., 2012; Z. Zhang et al., 2012).

Importantly, an inherent assumption built into the perspective of
opportunities and constraints is that structure is a property of the
organization that all employees are exposed to and respond to in a
uniform way. Following this logic, centralized structures should result
in more passive employee attitudes and behaviors overall, while
decentralized structures should, across the board, foster perceptions
of increased decision-making latitude and responsibility, leading to
higher levels of emergent leadership. However, there is good reason
to challenge this notion. Organizational designs characterized by
loose, flexible, and decentralized structures are often vague and
unspecific, providing employees with only generic cues for what might
be appropriate behaviors in their day-to-day work (Dickson
et al., 2006). Thus, employees in decentralized organizations may
assess their autonomy and opportunities for self-direction in very dif-
ferent ways (Barker, 1993; Johns, 2018; Nishii & Wright, 2008). In
other words, individuals working in decentralized structures will not
automatically conclude assuming informal leadership responsibility is
appreciated or encouraged, nor are they likely to have a clear idea of
what doing so might look like. In either case, they may not see infor-
mal leadership as something they can or should step into. More gener-
ally, they may simply not know how to make productive use of
autonomy in their daily work context.

Therefore, we need to better understand employees' idiosyncratic
reactions to organizational structure. When are they likely to make
use of opportunities for taking on responsibility? How and why will
some emerge as informal leaders and others not? Concurring with
classical organizational theory (Katz & Kahn, 1978) as well as more
recent works on less-hierarchical forms of organizing (Bernstein
et al,, 2016; M. Y. Lee & Edmondson, 2017), we suggest that the way
in which employees make use of greater autonomy depends on fac-
tors in their immediate work context—especially their relationship
with their supervisor. Decentralization does not mean an erasure of
supervision. Rather, supervisors must take on the role of making for
their followers the often abstract principles of decentralization con-
crete and relevant to their daily work (Katz & Kahn, 1978). In this
regard, the employee-supervisor relationship is especially important if

decentralization is to stimulate emergent leadership.

2.2 | The moderating role of empowering
leadership

Direct supervisors have been proposed as strong candidates for shap-
ing employees' reactions to organizational structure (Katz &
Kahn, 1978) due to their “meaning-making capacity” (Podolny
et al., 2004) in employees' immediate work context.® Leaders can
“draw the attention of followers to particular aspects of the broader
HR and organizational structure and transform cues that are ambigu-
ous, implicit, loosely coupled, and complex into a concrete pattern of
meaning for followers” (Nishii & Paluch, 2018, p. 320). Past work has
proposed that organizational-level factors, such as decentralized
structures, and individual-level factors, such as a supervisor's leader-
ship behavior, are unlikely to have independent effects on employee
behavior; rather, employees look to multiple sources in their organiza-
tional context to arrive at an omnibus understanding of appropriate
work behavior (Leroy et al., 2018).

To understand the interplay between organizational structure and
leadership, and how leaders shape employees' reactions and thereby
help to achieve the strategic objectives of decentralized structures,
we integrate the perspective of organizational structure as opportuni-
ties and constraints with social information processing theory
(Salancik & Pfeffer, 1978). The conceptualization of structure as
opportunity-giving and -constraining forces suggests that decentra-
lized structures open the possibility for emergent leadership but are
too vague to reliably shape behavior. Social information processing
theory suggests that individuals make meaning of the organizational
environment by holistically processing information in their social con-
text (Salancik & Pfeffer, 1978). When decentralized structures—as
part of the organizational environment—provide only generic or vague
information about the behavior expected of employees, those
employees are likely to obtain additional cues from their immediate
work context to develop a coherent perception of the workplace, and
to understand what is expected of them (Goldman, 2001).
Researchers focused on social information processing note that indi-
viduals particularly attend to cues from individuals who are proximate
and valued, turning distal cues into highly salient and actionable infor-
mation (Bhave et al., 2010). Direct supervisors are these proximal and
valued sources of information, given their responsibility for employees
and their formal authority.

From a social information processing perspective, leadership cues
that are aligned with and complement the structural empowerment
emerging from decentralized structures with psychological empower-
ment are particularly effective in shaping employee behavior
(Conger & Kanungo, 1988). One form of leadership that provides
especially strong informational cues for creating psychological
empowerment is empowering leadership. This leadership style is pre-
mised on the vertical dyad linkage between a leader and follower and
pieces out the autonomy of decentralized structures (X. Zhang &
Bartol, 2010).2 According to Ahearne et al. (2005), empowering
leaders encourage their direct reports to participate in decision-

making, point out the availability of freedom from bureaucratic
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constraints, highlight the significance of their work, and are confident
of success. The combination of sharing power with their teams and
providing a helpful and supportive environment can provide
employees with important information about desired workplace
behaviors (Fausing et al., 2015; N. S. Hill & Bartol, 2016).

Social information processing theory suggests that emergent
leadership behavior is most consistently shaped in employees when
informational cues from the decentralized organizational structure are
reinforced by informational cues from the empowering leaders. This
core notion is in line with that of situational strength (Mischel, 1973),
which argues that the alignment of social cues from different sources
(for example, organizational structure and leaders) is central to reliably
shaping employee behavior. We suggest that empowering leadership
serves two important functions in strengthening the effects of
decentralization.®

First, it aligns with the informational cues provided by the organi-
zational structure itself. Empowering leadership encourages autonomy
and power-sharing, which also happen to be important features of
decentralized organizations; this alignment enhances employees'
understanding of what decentralization means for the way they can
act and make decisions in their daily work (Sharma & Kirkman, 2015).
For example, leaders can clarify the somewhat abstract principle of
decentralization by pointing out to employees that they do not need
prior approval for every action they take and by granting them a voice
in important decisions. This way, employees are more likely to cor-
rectly interpret the general intention of structural decentralization as
permission to operate with greater autonomy and decision-making
latitude in their daily work.

Second, empowering leadership complements, on top of concur-
ring with, decentralized structures by providing a supportive environ-
ment that offers meaning and encouragement to employees (Leroy
et al., 2018). For example, empowering leaders can show confidence
in employees' self-directed decision-making or point out the purpose
of decentralized structures within the organization's broader strategy.
As a result, employees will have an enhanced understanding of how
to use the freedom provided by decentralized structures, and of why
their autonomy matters; it is at once guidance and encouragement to
explore their agency (Bernstein et al., 2016). By seeing the larger con-
text and understanding the expectations of the organization,
employees can better infer how they can make adequate use of their
increased autonomy in decentralized structures (Fausing et al., 2015;
N. S. Hill & Bartol, 2016).

In sum, empower leaders act in accordance with the signals sent
by the organizational structure, making them clearer, more salient, and
more understandable in the context of employees' day-to-day work.
In addition, by providing encouragement and meaning, empowering
leadership goes beyond the signals sent by decentralized structures,
boosting employees' willingness to take on responsibility in decentra-
lized structures (Cheong et al., 2019). Accordingly, employees are
likely to make use of the opportunities provided by decentralization
by exhibiting higher levels of emergent leadership.

By contrast, when the direct supervisors do not exhibit empower-

ing leadership, the signals sent by those supervisors in the employees'

proximate work environment do not align with the opportunities for
participation and decision-making signaled by the decentralized struc-
ture. Under low empowering leadership, the lack of power-sharing,
the absence of a facilitative environment for autonomy and develop-
ment, and sometimes even the suppression of personal initiative and
self-guided actions and decisions contradict the cues from the decen-
tralized structure. In these scenarios, social information processing
theory suggests that the employees will be less likely to use the struc-
tural autonomy granted because they will feel insecure about which

behavior is considered appropriate (Salancik & Pfeffer, 1978).

Hypothesis 1. The relationship between organizational
decentralization and employees' emergent leadership is
moderated by supervisors' empowering leadership, such
that the relationship is positive and strengthens as

empowering leadership increases.

2.3 | Consequences for organizational
performance

Our multilevel model suggests that leadership emergence of
employees is an important factor promoting organizational perfor-
mance (Katz & Kahn, 1978). Such “bottom-up emergence”
(Kozlowski & Klein, 2000) or “transformational mechanisms”
(Hedstréom & Ylikoski, 2010) take a central role in foundational writ-
ings on multilevel theory. In fact, some management scholars see the
bottom-up effect as relevant because “microassumptions are interest-
ing to the extent that they produce higher-level predictions”
(Greve, 2013, p. 111).

The bottom-up emergence of collective-level phenomena can be
explained in terms of individuals and their properties, actions, and
interactions with one another (Hedstréom & Ylikoski, 2010). Aggregate
performance outcomes have been proposed to be the result of both
compositional and configurational processes, including the indepen-
dent behaviors of an organization's members and the complex and
dynamic combination of their actions (Kozlowski & Klein, 2000).
Drawing on this general notion of bottom-up emergence, we propose
that the emergence of multiple informal leaders promotes organiza-
tional performance through emergent leaders' independent efforts as
well as their social interactions with colleagues. To support this claim,
we draw on motivational and cognitive frameworks from research on
decentralization and participation in decision-making (Miller &
Monge, 1986; Wagner et al., 1997).

Emergent leaders are likely to show higher motivation due to
their enhanced feelings of responsibility and ownership as well as
their strong involvement and influence in organizational processes
and decision-making (Z. Zhang et al., 2012). Informal leaders may aim
to make a greater impact by working harder and bringing greater per-
sonal resources to bear (Carson et al., 2007). Their higher individual
efforts may contribute not only to personal and organizational goals
but may also translate into colleagues increasing their own efforts as a

result of a social comparison processes. Empirical studies have shown
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that motivation and effort among members of the same organization
tend to converge (Barrick et al., 2015; Gardner et al., 2011). As the
number of emergent leaders increases, we would expect higher over-
all levels of effort across the members of an organization.

In addition to improving motivation, emergent leaders may also
contribute to higher organizational performance by improving the
flow and use of information (Katz & Kahn, 1978; Mehra et al., 2006).
With a higher number of emergent leaders, decision-making generally
moves to lower organizational levels, meaning decisions are made
more efficiently, not slowed by long lines of command or excessive
red tape. Yet this improvement is only possible with better pools of
information shared among non-managerial employees who have more
information on their direct work than their formal leaders or managers
(Miller & Monge, 1986). With greater flow and availability of informa-
tion, decisions also tend to be more actionable in the face of opera-
tional challenges. Moreover, multiple emergent leaders can help with
planning, developing colleagues, and building a supportive climate,
exceeding what any formal leader alone can manage (Z. Zhang
etal, 2012).

In sum, both the independent acts of multiple emergent leaders
and their interactions with colleagues are likely to aggregate into
enhanced organizational performance. Initial evidence for such an
effect has already been provided by team-level research (Z. Zhang
et al,, 2012).

Hypothesis 2. Employees' emergent leadership is posi-
tively related to organizational performance.

24 | Integrated model

We consider how the interplay of organizational-level structure and
supervisory leadership influences employee behavior and organiza-
tional performance. Concurring with the general assumption that
organizations with shared leadership responsibility are more effective
(Katz & Kahn, 1978), we suggest that decentralizing decision-making
authority can increase employees' emergent leadership, but only to
the extent that the direct supervisors lead in an empowering way
(Hypothesis 1). In building this hypothesis, we argue that empowering
leaders make the signals sent by decentralized structure more promi-
nent and comprehensible for followers and motivate them to take on
responsibility within such structures. As a result, we suggest that
employees with direct supervisors who show empowering behaviors
are more likely to make use of the autonomy and opportunities
offered by decentralization and show increased levels of emergent
leadership.

In a further step, we expect that by enhancing employee motiva-
tion and the quality of decisions, higher levels of emergent leadership
improve organizational performance (Hypothesis 2). This implies a
bottom-up effect of emergent leadership on organizational perfor-
mance (Kozlowski & Klein, 2000). Accordingly, as more individuals in
an organization emerge as informal leaders, emergent leadership

becomes a meaningful feature of the organization as a whole and

enhances organizational performance through motivational benefits
and better information flows. Indeed, past work has argued that multi-
ple emergent leaders can heighten a unit's overall leadership capacity
and thereby benefit its performance (Z. Zhang et al., 2012). Our over-
all theoretical model is summarized in the following conditional indi-
rect effect hypothesis:

Hypothesis 3. The indirect relationship between orga-
nizational decentralization and organizational perfor-
mance is mediated by employees' emergent leadership
and moderated by supervisors' empowering leadership.
The indirect relationship is positive and strengthens as

empowering leadership increases.

3 | METHODS

3.1 | Research setting and sample
Data were collected in German small and medium-sized enterprises
(SMEs) in two successive years (2016 and 2017) as part of a larger
benchmarking project. A majority of companies in most economies are
SMEs (Ardic et al., 2011), and in Germany, they make up 99 in every
100 companies, accounting for 35% of national revenues and employ-
ing more than 70% of the working population (Federal Association of
German Industry, 2018). Decentralization has been a prevalent struc-
tural characteristic of SMEs (Covin & Slevin, 1989; Love et al., 2002;
Meijaard et al., 2005) and a particularly pertinent topic as they grow,
adopting decision-making structures that expand beyond a few found-
ing members (Greiner, 1998; Martin et al., 2016; Scott & Bruce, 1987).
A total of 145 companies participated in the study, one of which did
not provide information on all the variables contained in our conceptual
model and was therefore removed from the final sample. Of the
remaining 144 SMEs, 47% operated in the service industry, 29% in pro-
duction and manufacturing, 12 in finance and insurance, and 12% in
trade. The average number of employees was 355.76 (SD = 496.04).
We used multiple data sources for each organization: surveys of
managerial and non-managerial employees, surveys of HR executives,
and annual balance sheets. First, we surveyed employees in the partic-
ipating companies; the average within-firm response rate was 68%.
An algorithm on the survey website randomly directed employees to
one of three survey versions. Each version collected basic personal
and vocational information, but only one version covered the variables
for our analysis (decentralization, emergent leadership, and empower-
ing leadership), thus giving us data from one third of participants (for a
similar approach, see Reinwald et al., 2019; Twenge et al., 2010).
Robustness checks supported that random assignment worked as
expected, yielding no significant differences in respondents' age, gen-
der, and tenure across versions (see Appendix A for details). A second
survey, sent to the top HR representative at each firm, provided infor-
mation about organizational-level control variables. Finally, we drew
from the companies' publicly available annual balance sheets to cap-

ture organizational performance.
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For our analysis, we further split the employee sample into two
subgroups: managerial employees (who hold a formal leadership role)
(N = 2450) and non-managerial employees (N = 5807). Since our
model focuses on leadership emergence among employees without
formal leadership responsibility, our analysis used only non-managerial
employees' responses to survey questions about empowering leader-
ship and emergent leadership. Organizational decentralization, by con-
trast, was captured based on an aggregation of managerial employees'
ratings to (a) obtain more accurate information about the SME's struc-
tural policies (see also, e.g., Jansen et al., 2006) and (b) reduce poten-
tial same-source issues (Podsakoff et al., 2012).

Our final sample comprised 5807 valid individual responses across
144 SMEs from employees not holding a formal leadership position.*
These employees were 40.11 years old on average (SD = 11.06), were
predominantly male (55%), and had an average tenure of 8.92 years
(SD = 8.63).

32 |
measure

Validation studies: Emergent leadership

Given the complexity of our large-scale, multifirm, multilevel data col-
lection, we were not able to obtain peer ratings of emergent leader-
ship behavior in our main study. Instead, we relied on self-ratings,
which were found to be a valid alternative in prior research
(Chaturvedi et al., 2012; Kent & Moss, 1994). To further explore the
validity of self-ratings of emergent leadership behavior, we conducted

two validation studies outside the main study's sample.

3.2.1 | Validation study 1: Convergent validity of
self-ratings and other ratings

In our first validation study, we examined whether an individual's self-
rating converges with ratings by other individuals of his or her emer-
gent leadership behavior. Our sample comprised 167 individuals
nested in 53 teams. Data collection was based on a round-robin
design where participants rated their own emergent leadership behav-
ior as well as the emergent leadership behavior of all other team mem-
bers using Kent and Moss's three-item measure (1994)—the same
measure of emergent leadership applied in the main study (see below
for details). The subjects, undergraduates at a leading European busi-
ness school, were randomly assigned to teams of three to four mem-
bers (average team size = 3.15) and were assigned to work on a case
study of a restructuring process at a consulting firm. Each team was
instructed to prepare a presentation with solutions to several ques-
tions and given 60 min to complete the task. The questionnaires were
administered when the time allotted was up. No formal leadership
structure was imposed on the teams, and the students were not
aware of the study's purpose.

Following recommendations by Fleenor et al. (2010), we tested
self-other rating agreement in emergent leadership behavior based on

rwg statistics and found “very strong agreement” (rwg = 0.97)

(LeBreton & Senter, 2008, p. 836). We also conducted robustness
checks to rule out the possibility that team size, gender, or familiarity

would affect self-other rating agreement.

3.2.2 | Validation study 2: Social desirability bias
Our second validation study addressed concerns that a self-rated
measure of emergent leadership behavior might be biased by social
desirability (Podsakoff et al., 2012). We recruited a working sample
matched to the characteristics of our main study's sample (e.g., no for-
mal leadership responsibility) via Prolific (www.prolific.co). Two hun-
dred and nine employees accessed the survey, of which 33 (16%)
provided incomplete responses or failed at least one of two attention
checks, leading to a final sample size of 176 employees. Similar to our
main study, these employees averaged 36.57 years of age
(SD = 9.77), were predominantly male (54%), and had an average ten-
ure of 6.66 years (SD = 5.48). To examine potential social desirability
bias, we included the three-item emergent leadership behavior mea-
sure applied in the main study (Kent & Moss, 1994) and a four-item
measure of social desirability (adapted from Reynolds, 1982). We then
applied the directly measured latent method factor technique
(Podsakoff et al., 2012), in which a model accounting for social desir-
ability is compared with a model without social desirability factor
loadings using a x? difference test. As indicated by a non-significant x2
difference test between the two nested models (Ax%g_3 = 0.53;
p = 0.91), we found no support for retaining the method-effect factor
loadings. Hence, our self-rated behavioral measure appears not to be
affected by social desirability bias (Podsakoff et al., 2012).

Taken together, and in light of the aforementioned practical con-
straints, the results of these validation studies led to our decision to

rely on self-rated measures of emergent leadership behavior in our

main study.
3.3 | Measures
3.3.1 | Emergent leadership

Emergent leadership was measured with the three-item scale devel-
oped by Kent and Moss on the individual level (1990, 1994; see also,
e.g., Lanaj & Hollenbeck, 2015). Based on the support we obtained in
the two validations studies, and in line with prior research
(e.g., Chaturvedi et al., 2012), we asked employees to evaluate their
own emergent leadership behavior when collaborating with peers or
coworkers on the same hierarchical level (sample item: “l assume a
leadership role”). The application of a behavioral measure of emergent
leadership is consistent with prior research that captured employees'
emergent leadership “via items that were descriptive of whether they
led or did not lead, but were not normative in terms of whether that
leadership was effective or ineffective” (Lanaj & Hollenbeck, 2015,
p. 1483) (i.e., no valence-based conflation; Fischer & Sitkin, 2023).
The scale's internal consistency was a = 0.85.
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3.3.2 | Empowering leadership

To measure empowering leadership, we applied the leadership
empowerment behavior scale created by Ahearne et al. (2005). In line
with our theoretical perspective, the scale has an explicit individual-
level referent and respondents were asked to indicate their agreement
with 10 statements concerning their direct supervisor. The measure
covers the following aspects: providing autonomy from bureaucratic
constraints (sample item: “My direct supervisor allows me to do my
job my way”); fostering participation in decision-making (“My direct
supervisor makes many decisions together with me”); expressing con-
fidence in high performance (“My direct supervisor believes that | can
handle demanding tasks”); and enhancing the meaningfulness of work
(“My direct supervisor helps me understand how my job fits into the

bigger picture”). Internal consistency was a = 0.92.

3.3.3 | Organizational decentralization

As noted above, managerial employees were asked to rate organiza-
tional decentralization. We captured decentralization with three items
(sample item: “Even small matters have to be referred to someone
higher up for a final decision”) from the hierarchy of authority sub-
scale by Hage and Aiken (1967), and we coded the responses such
that higher scores represented greater decentralization (following,
e.g., Richardson et al., 2002). This foundational measure has been
shown to be both valid and reliable (Dewar et al., 1980) and is among
the most frequently used in organizational design research (Jansen
et al., 2006; Knight et al., 2018). Applying a referent-shift composition
model (Chan, 1998), we aggregated individuals' responses to the firm
level. As recommended by LeBreton and Senter (2008), we investi-
gated interrater reliabilities (ICC4 and ICC,) and interrater agreement
(mean rywg and ADpy) for our decentralization scale. To assess aggre-
gation statistics, we used an F test from a one-way ANOVA for ICC4
(Bliese et al., 2018) and simulated sample-specific cutoff criteria for
rwe and ADyy (Smith-Crowe et al., 2014).> A significant F test
(ICC, =0.10; F = 2.80; p < 0.001; ICC, = 0.64) and satisfactory inter-
rater agreement statistics (nwg = 0.59; ADm(y = 1.19) meeting the
simulated cutoff values (nyg > 0.57; ADpmy < 1.29) supported aggre-
gation of decentralization ratings to the organizational level. The

scale's internal consistency was a = 0.93.

3.34 | Organizational performance

To capture organizational performance, we employed a temporally
lagged measure of firm productivity. Specifically, for firms participat-
ing in our survey during 2016 (2017), we collected performance data
from the publicly available annual balance sheets as of December
31, 2016 (2017), using the ORBIS database and the German Unterneh-
mensregister database. Following prior research (e.g., Huselid, 1995;
0. C. Richard et al., 2007), productivity was calculated as annual sales

(in euros) divided by number of employees. This measure of

organizational performance reflects employee efforts disassociated
from market variations (Huselid, 1995) and has been employed in a
number of studies of strategic and human resource management
(e.g., Huselid, 1995; O. C. Richard et al., 2007). To facilitate interpreta-
tion, we re-scaled the variable by dividing it by 1000 (O. C. Richard
et al., 2007). Given that our sample mainly included privately owned
SMEs, which are not subject to detailed disclosure requirements
under German law, the information we used to calculate productivity
was not available for all participating companies; removing those from
the sample, we were left with 109 of the 144 companies (76%). We
also conducted robustness checks based on subjective organizational
performance ratings obtained from top-management team members
(available for 124 companies; P. J. Richard et al., 2009). These led to

equivalent findings and conclusions (see Appendix B).

3.3.5 | Control variables

A recent integrative review by Badura et al. (2022) suggests that
demographic and interpersonal attributes constitute the root causes
of leadership emergence at the individual level. Regarding demo-
graphic characteristics, we included respondents' gender (0 = female;
1 = male), age (in years), organizational tenure (in years), and education
level (O = no university diploma; 1 = university diploma) as control
variables in our analyses. Concerning interpersonal attributes, we
included the Big-Five trait of extraversion as a control because it has
“often been classified as the quintessential personality predictor of
leadership” (Badura et al., 2022, p. 2076) (see also Grant et al., 2011;
Judge et al., 2002) and represents the most frequently studied inter-
personal attribute in conjunction with leadership emergence (Ensari
et al., 2011). We measured employees' extraversion with a three-item
scale from the German version of the Big-Five Inventory, using a five-
point response scale (1 = “strongly disagree”; 5 = “strongly agree”)
(Schupp & Gerlitz, 2008; see also Rammstedt et al., 2016). A sample
item is: “l am someone who is talkative” (a = 0.85).

At the organizational level, we controlled for industry dffiliation
(indexed as three dummy variables representing service, finance and
insurance, and trade [with production and manufacturing as the refer-
ence category]), firm age (years since founding date), and firm size
(number of employees divided by 1000; O. C. Richard et al., 2007), as
these characteristics represent proxies for an organization's resources
and capital intensity and so may affect its performance (e.g., Pierce &
Gardner, 2004). Following prior (de)centralization research (e.g., Jan-
sen et al., 2006; Knight et al., 2018), we also included organizational
formalization measured with three items from Deshpande and
Zaltman (1982; see also, e.g., Jansen et al., 2006), answered on a
seven-point Likert scale (1 = “strongly disagree”; 7 = “strongly
agree”). A sample item is: “Rules and procedures play a central role in
our company.” Similar to our measure of decentralization, we aggre-
gated managerial employees' responses to this measure at the firm
level, which was supported by interrater reliability (ICC; = 0.28;
F =7.54; p < 0.001; ICC, = 0.87) and interrater agreement statistics
(rwe = 0.63 [simulated cutoff: >0.49]; ADwmy = 1.14 [simulated
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cutoff: <1.35]) (Smith-Crowe et al., 2014). The scale's internal reliabil-
ity was a = 78. Finally, we controlled for the firms' use of participatory
HR practices to account for the possibility that emergent leadership is
proxying for HR practices that foster employee participation. To this
end, we asked HR representatives to respond to one item from Datta
et al. (2005) on a percentage scale (0%-100%): “During the past six
months, what percentage of employees were involved in HR programs
designed to elicit participation and employee input?”

To avoid potential anonymity concerns in the benchmarking pro-
ject, employees could skip questions about personal information (that
is, about their gender, age, education, or organizational tenure), which
reduced the sample size for our analyses including these controls to
2513 employees across 142 organizations. All hypothesis tests were
first performed without control variables in the interest of statistical
power and alignment between hypotheses and empirical tests. Fol-
lowing best practice recommendations, we then examined the robust-
ness of our findings in models including control variables (Becker
etal, 2016).

3.4 | Analytical strategy

To examine the cross-level interaction (Hypothesis 1), we utilized
random coefficient modeling procedures to disentangle the individual-
and organizational-level variances of emergent and empowering lead-
ership (Aguinis et al., 2013; for a similar approach, see, e.g., Chang
et al.,, 2014; Hirst et al., 2018). In line with our theorizing, we estimate
decentralization as an organization-level construct (level 2) and
empowering leadership as an individual-level construct (level 1) in our
test of Hypothesis 1. These analyses were run in R using the “Imer”
function within the “lme4” package (Bates et al., 2019). As recom-
mended in the multilevel literature (Aguinis et al., 2013; Bliese
et al., 2018), we grand-mean centered organizational decentralization
(level 2) and firm-mean centered empowering leadership (level 1).
Notably, the cross-level interaction between organizational decentrali-
zation (level 2) and empowering leadership (level 1) is “symmetrical”
(Aguinis et al., 2013, pp. 1514-1515), such that “there is no restriction
on which variable is to be considered the focal predictor or modera-
tor” (Bauer & Curran, 2005, p. 388). In line with Hypothesis 1, we
treated empowering leadership (level 1) as the moderator (and report
the reversed interaction pattern in the Discussion, see Section 5).

To test the bottom-up effect of emergent leadership on organiza-
tional performance (Hypothesis 2), we aggregated individual emergent
leadership (level 1) scores to the organizational level (Croon & van
Veldhoven, 2007). Mirroring our conceptual arguments for the
bottom-up effect, the aggregated version of the emergent leadership
construct (level 2) captures the notion that a higher number of individ-
uals with more pronounced emergent leadership per organization
leads to organizational performance gains. In doing so, we applied the
two-stage multilevel latent covariate approach developed by Croon
and van Veldhoven (2007, p. 48), which resembles a structural equa-
tion model in which “the subjects themselves [i.e., individual

employees] act as indicators for the unobserved [firm] score.” In the

first step, we estimated the best linear unbiased predictor of the
latent organizational-level score of emergent leadership (level 2) for
each firm in our sample, using the “micro-macro multilevel” package
in R (Lu et al., 2017). In step two, we regressed organizational perfor-
mance (level 2) on the predicted “latent” organizational-level scores of
emergent leadership (level 2) at the organizational level. Several stud-
ies have demonstrated that this two-stage approach yields unbiased
parameter estimates in micro-macro-type models (Croon & van
Veldhoven, 2007; Ludtke et al., 2008).

To examine the conditional indirect effect of decentralization
(level 2) via organizational-level emergent leadership (level 2) on orga-
nizational performance (level 2) (Hypothesis 3), we used the Monte
Carlo method (20,000 bootstraps) with the R code by Selig and
Preacher (2008). A necessary assumption of this approach is that the
indirect effects are “fixed (not random), meaning that the magnitude
of the effects is equal for all Level 2 units” (Bauer et al., 2006,
pp. 143-144); accordingly, the conditional indirect effects were esti-
mated at the organizational level of analysis (Bal & Boehm, 2019).

4 | RESULTS

Table 1 reports descriptive statistics and correlations. Notably, we
found no significant correlation between decentralization and organi-
zational performance (r = —0.00, p = 0.98).

4.1 | Multilevel confirmatory factor analysis

We fitted a multilevel confirmatory factor analysis (ML-CFA) prior to
investigating our hypotheses. Model fit was evaluated based on a
combination of incremental (CFl and TLI) and absolute fit indices
(RMSEA and SRMR; Hu & Bentler, 1999). To test the measurement
model, we included our study variables at their levels of conceptual
origin: empowering leadership and emergent leadership at the individ-
ual level, and decentralization and performance at the organizational
level. Fit statistics for the ML-CFA vyielded good overall fit
(%15 = 1367.90, p < 0.001; CFl = 0.98, TLI = 0.97, RMSEA = 0.06,
SRMRyithin = 0.03, SRMRpetween = 0.03).

4.2 | Hypothesis tests

To test the cross-level interaction predicted in Hypothesis 1, we fol-
lowed Aguinis et al. (2013) and added predictors and random effects
in four consecutive steps (for details see Table 2: Models 1-4). The
intercept-only model (Model 1) showed that 95% of the variance in
emergent leadership resided at the individual level and 5% at the
organizational level. Specifying both random intercepts (Model 2) and
random slopes (Model 3) led to significant improvements in model fit
(based on Deviance statistics; LaHuis & Ferguson, 2009), underscoring
the appropriateness of our multilevel analytical strategy (Bliese

et al., 2018). In support of our theoretical rationale, the main effect of
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TABLE 2 Results for the cross-level interaction (Hypothesis 1).

Emergent leadership

Level and variable Model 1 Model 2 Model 3 Model 4 Model 5
Individual level
Intercept 2.99***(0.03) 3.00"** (0.03) 2.99***(0.03) 3.00"** (0.03) 2.99***(0.03)
Empowering leadership (EMP) 0.36*** (0.02) 0.38"**(0.02) 0.39***(0.02) 0.38"** (0.03)
Gender (male = 1, female = 0) 0.32*** (0.04)
Age —0.01*** (0.00)
Education 0.29*** (0.04)
Tenure 0.01** (0.00)
Extraversion 0.29*** (0.04)
Organizational level
Organizational decentralization (DEC) 0.06 (0.04) 0.04 (0.03) 0.06 (0.04) 0.01 (0.04)
Cross-level interactions
DEC x EMP 0.08* (0.03) 0.15** (0.05)
Variance components
Residual variance 0.930 0.852 0.844 0.844 0.780
Intercept variance 0.051 0.052 0.055 0.051 0.047
Slope variance (EMP) 0.014 0.011 0.014
Model comparisons
Deviance (-2 log likelihood) 16,225.80 15,702.60 15,680.10 15,674.10 6614,40
A Deviance 523.20"** 22.50*** 6.00*

Note: N = 5807 employees from 144 organizations. Due to missing data for control variables, the sample size for Model 5 was reduced to 2513 employees

from 142 organizations. Model comparisons are thus not shown for Model 5.

*p < 0.05; **p < 0.01; ***p < 0.001.

decentralization on emergent leadership was not significant (Model 2:
y=0.06; SE=0.04; p=0.08; Model 3: y=0.04; SE=0.03;
p = 0.20). Yet, there was a significant cross-level interaction effect
between decentralization and empowering leadership on emergent
leadership (Model 4: y=0.08; SE=0.03; p <0.05), supporting
Hypothesis 1.

To better understand the nature of moderation, we plotted the
interaction (see Figure 1) and examined simple slopes. Simple-slope
tests revealed that the positive relationship between decentralization
and emergent leadership was statistically significant at high levels of
empowering leadership (+1 SD; y = 0.13, SE = 0.05, p < 0.01), but
not significant at mean (y = 0.06, SE = 0.04, p = 0.07) and low levels
of the moderator (—1 SD; y = 0.00, SE = 0.04, p = 0.95). We also cal-
culated exact regions of significance (95% confidence intervals) and
found that organizational decentralization had a significant positive
effect on emergent leadership for firm-mean-centered values of
empowering leadership >0.09 (y = 0.07), corresponding with 2913
of the 5807 individuals in our data (50%). Overall, these results pro-
vide support for Hypothesis 1.°

Next, we examined Hypothesis 2, which predicts a positive effect
of emergent leadership on organizational performance. As displayed
in Table 3 (Model 1), emergent leadership demonstrated a significant
positive effect on organizational performance (B = 1046.71,
SE =433.43, p <0.01), while the organizational-level effect of

4 | meeen High (+1 SD) Empowering Leadership
= = Mean Empowering Leadership
Low (—1 SD) Empowering Leadership e =013 (005)
35 e
e | e — = = 7=0.06(0.04)
E2 e e
S0 2 ———
&3 3 i
S < --
£ g r
=3
7=0.00 (0.04)
25
2
-1.85 2
Organizational
Decentralization
FIGURE 1 Cross-level interaction plot. N = 5807 employees

from 144 organizations. Organizational decentralization was grand-
mean centered and empowering leadership was firm-mean centered.
The horizontal axis shows the range of observed sample

values. **p < 0.01.

decentralization was not statistically significant (B = —59.30,
SE = 132.38, p = 0.68). Thus, Hypothesis 2 is supported.

Finally, we tested the conditional indirect effect of decentraliza-
tion on organizational performance (Hypothesis 3). “Pick-a-point”
significantly  affected

analyses show that decentralization
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organizational performance via emergent leadership at high levels (+1
SD; indirect effect = 130.63, p < 0.05) of empowering leadership. At
mean levels (indirect effect = 66.57, p = 0.09) and at low levels of the
moderator (—1 SD; indirect effect = 2.41, p = 0.96), there was no sig-
nificant indirect effect. Johnson-Neyman procedures further revealed
that the indirect effect was statistically significant for firm-
mean-centered empowering leadership values 20.12 (indirect
effect = 75.89), corresponding with 2796 of the 5807 employees in
our data (48%).

Following Becker et al. (2016), we repeated all hypothesis tests
with control variables to check the robustness of our findings (see
Table 2, Model 5 and Table 3, Model 2). These analyses led to no
changes in our substantive findings and interpretations. We therefore
base our conclusions on the model without control variables (Becker
et al., 2016). Overall, the model of emergent leadership without con-
trol variables yielded a marginal R? of 0.09 and a conditional R? of
0.14; that is, the model explained 9% (when considering fixed factors
only) and 14% (when considering fixed and random factors) of the var-
iance in emergent leadership. For the model including controls, we
obtained a marginal R? of 0.14 and a conditional R? of 0.19. Finally, our
organizational-level regression model explained 7% of the variance in
organizational performance when excluding controls (R? = 0.07) and
11% of the variance in organizational performance when including
controls (R? = 0.11).

43 |
analyses

Robustness checks and supplementary

We conducted four sets of robustness checks and supplementary ana-
lyses to obtain further insights into our multilevel model and examine
theoretically intriguing aspects that arose during the revision process
(Hollenbeck & Wright, 2017).

First, given the complex nature of organizational performance
(P. J. Richard et al., 2009), we conducted additional analyses in which
we controlled for the firms' prior performance. Including this control
variable allows us to (a) avoid omitted variable bias (and potential
other endogeneity concerns; A. D. Hill et al., 2021) and (b) “provide a
somewhat stronger basis for drawing causal inferences than do cross-
sectional designs” (D'Innocenzo et al., 2016, p. 1296). Consistent with
our dependent variable, prior performance was calculated as annual
sales (in euros) divided by the number of employees. Given that our
sample mainly included privately owned SMEs, which are not subject
to detailed disclosure requirements under German law, information on
prior and subsequent performance was available for 62 of the
144 organizations in our sample (43%). Similar to prior research (see,
e.g., Huselid, 1995), we log-transformed the prior performance mea-
sure to reduce its naturally high correlation with subsequent perfor-
mance. We found a positive and statistically significant effect of
emergent leadership on organizational performance (B = 909.05,
SE = 409.22, p = 0.03), even after additionally controlling for prior
performance (B = 578.87, SE = 149.51, p < 0.001).

TABLE 3 Results for the effect of emergent leadership on
organizational performance (Hypothesis 2).

Organizational performance

Variable Model 1 Model 2
Intercept 489.84*** 471.43**
(101.86) (88.13)
Organizational decentralization —-59.30 —86.60
(132.38) (174.37)
Emergent leadership 1046.71* 998.60*
(433.43) (409.17)
Service industry dummy 3.99 (181.94)
Finance and insurance industry —60.05
dummy (134.69)
Trade industry dummy 433.46
(323.89)
Firm age —0.59 (1.34)
Firm size —494.75
(265.26)
Organizational formalization —69.25
(114.98)
Participatory HR practices —2.09 (3.48)
F-statistic 3.78* 1.39

Note: N = 109 organizations. Organizational performance was measured
as productivity (i.e., sales divided by number of employees) and re-scaled
by dividing the variable by 1000. Similarly, firm size was divided by 1000.
Production industry was used as a reference category for industry dummy
variables. Unbiased organizational-level values for emergent leadership
were estimated using the two-stage multilevel latent covariate approach
by Croon and van Veldhoven (2007).

*p < 0.05; **p < 0.01; ***p < 0.001.

Second, to further substantiate the adequacy of our multilevel
approach, we explored whether the latent, organizational-level
part of empowering leadership (estimated using best linear unbi-
ased predictor techniques; Croon & van Veldhoven, 2007) func-
tions as a moderator of the organizational-level link between
decentralization and organizational-level emergent leadership. We
found that organizational-level empowering leadership did not
moderate the relationship between organizational decentraliza-
tion and organizational-level emergent leadership (B =0.12,
SE = 0.09, p = 0.18). This underscores the importance of our mul-
tilevel approach.

Third, although our model's theoretical focus is on the macro- and
micro-levels (Coleman, 1990), there may be methodological reasons
to believe that meso-level processes influence our findings. To
address such concerns, we conducted a robustness check in which we
additionally controlled for employees' nesting in organizational units
(that is, we employed a three-level multilevel model). Conversations
with the participating companies revealed that not all relied on team-
work to the same extent and often had different definitions of a
“team” (e.g., stable work teams vs. flexible project teams; Hollenbeck

et al,, 2012). Therefore, we were only able to capture the level of the

1) A9 £0TTWIY/T001°01/10p/wi0d Kd[imAreaqioutjuo//:sdny wioly paproumoq °z “bZ0Z X0S06601

€ 19p 1ot

N

it

5RO SUOWIIO) aANEAL) [quaridde a £q PaLLIaA0S aIe SA[IIIE V() ‘2SN JO SA[NI 10j AIBIQIT QUIUQ) AJ]1 AL UO (SUODIPUOD-PUE-SULIdYWOd Ko1M ATeaquoutiuo//:sdit) SUOnIpUOs) pue suia 1y 99§ ‘[p707/90/81] U0 Areiqry auuo Aopiay



HUETTERMANN ET AL

WILEY_l

business unit—defined as a permanent entity that is nested in an orga-
nization, specified in the organization chart, and held accountable for
specific goals (Coleman, 1990)—in our additional analyses. Because
eight organizations did not provide information on unit-level nesting,
the three-level dataset was reduced to 5285 individuals nested in
961 business units across 136 organizations. Controlling for
employees' nesting in business units did not affect our result patterns,
especially with regard to the cross-level interaction between empow-
ering leadership and decentralization (y = 0.07, SE = 0.03, p = 0.02).
Fourth, prompted by a reviewer comment, we examined whether
the bottom-up effect of emergent leadership on organizational perfor-
mance was stronger for individuals who are more socially integrated
in the organization. To empirically grasp this proposition, we
(@) utilized organizational tenure as proximal indicator of an
employee's degree of social integration (Steffens et al., 2014) and
(b) split our individual-level sample into two groups per organization:
shorter-tenured employees (defined as “employees with organiza-
tional tenure of 3 years or less’; Russo et al., 2013, p. 213) and
longer-tenured employees (those with tenure longer than 3 years).
We then estimated the best linear unbiased predictor of the latent
organizational-level score of emergent leadership for both groups per
organization (Croon & van Veldhoven, 2007) and re-examined the
bottom-up effect for both groups. We found that the emergent lead-
ership of longer-tenured employees (as a proxy for individuals with
an, on average, higher degree of social integration) yielded a positive
and significant effect on organizational performance (B = 454.19,
SE = 227.10, p = 0.04). Similarly, the emergent leadership of shorter-
tenured employees vyielded a significant positive (B = 232.74,
SE = 93.32, p = 0.01) yet economically weaker (i.e., a 49% smaller
effect size) effect on organizational performance. These post-hoc
results can be viewed as tentative evidence that supports our theoret-
ical rationale suggesting that the emergent leadership of all employees
in an organization (i.e., shorter- and longer-tenured) can potentially
contribute to the organization's performance. That said, we found ini-
tial evidence that employees who are more socially integrated
(as captured by organizational tenure) had a greater impact on organi-

zational performance.

5 | DISCUSSION

Decentralized decision-making authority is a core principle underlying
many contemporary HR approaches. Yet a long-standing question in
organizational design research is whether decentralizing organiza-
tional structures indeed improves corporate performance. To illumi-
nate prior inconsistent findings, we developed a multilevel theoretical
model that integrates both an employee-level mechanism and a con-
tingency of the decentralization-performance link. Results from a field
study of 5807 employees across 144 organizations support the
assumption that decentralized structures can foster employees' pro-
pensity to emerge as informal leaders and thereby indirectly enhance
company performance. Importantly, however, this strategic benefit of

decentralization is only leveraged when the direct supervisors show

high levels of empowering leadership, supporting employees in mak-
ing productive use of their increased autonomy in decentralized

structures.

5.1 | Theoretical implications

By developing a fully articulated multilevel model of the conse-
quences of organizational decentralization (Felin et al., 2015; Molloy
et al., 2011; Porter & Schneider, 2014), we make three notable contri-
butions. First, our study addresses a long-standing debate in organiza-
tional design research on whether decentralized structures benefit
organizational performance, and the conditions under which this
might occur (Aiken & Hage, 1966; Porter & Lawler, 1965; Sandhu &
Kulik, 2019). We hope this gives new momentum to a field that has
been characterized as “stagnating” in recent years (McEvily
et al, 2014). In addition, and particularly because decentralized
decision-making has become an underlying principle of many contem-
porary HR approaches (such as empowering HR practices or self-
managed teams; Coun et al., 2022; Magpili & Pazos, 2018), our work
underscores the importance of looking at potential mechanisms and
contingencies of transferring decision-making authority down the
organizational hierarchy.

Our multilevel perspective on decentralization can thereby gener-
ally advance how scholars think about the performance effects of
hierarchical structures (McEvily et al, 2014). While early studies
chiefly focused on direct links with organizational performance, the
few more recent analyses have mainly concentrated on organizational
(i.e., macro-level) boundary conditions of organizational structure
(Csaszar, 2012; Lin & Germain, 2003; Richardson et al., 2002). Draw-
ing on contingency theory (Lawrence & Lorsch, 1976), these studies
underscore the importance of “fit” between an organization's struc-
ture and environment. Our findings suggest that restricting the idea of
fit to the macro-level has limited the power of the contingency per-
spective (Joseph & Gaba, 2020). It appears that macro-level organiza-
tional design also needs to correspond with micro-level factors to
realize the performance benefits of organizational structure
(Drazin & van Ven, 1985). In this regard, in particular, organizational
leaders have been conceptually proposed as key agents for realizing
the strategic goals of macro-level organizational structure
(Anderson & Brown, 2010) and especially for realizing the benefits of
decentralized decision-making (Bernstein et al., 2016; M. Y. Lee &
Edmondson, 2017).

The logic of fit between macro- and micro-level factors and the
crucial role of line managers for implementing organizational-level pol-
icies is also consistent with recent theoretical developments in the HR
literature. Decentralization is an aspect of organizational design, not a
specific HR practice (but see H. W. Lee & Kim, 2020). However, we
show how employees react differently to this structural feature
depending on their supervisor's leadership style. This approach may
help to address the gap in current multilevel HR research that has
been criticized for largely ignoring individual variation in how

employees experience and respond to organizational-level HR
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approaches (Peccei & van de Voorde, 2019). Moreover, our work
aligns with recent conceptual insights on how HR approaches and
leadership interact (e.g., Kehoe & Han, 2020). Similar to our work,
these studies develop a more elaborate understanding of the leader's
role in shaping an employee's interpretations of organizational-level
factors. Rather than considering supervisors as mere executors and
facilitators of HR policies, this work draws attention to the role of
leaders as translators, adaptors, and meaning-makers of generic HR
principles (Leroy et al., 2018; Nishii & Paluch, 2018).

Second, our study adds to research on empowering leadership as
a leadership style that is particularly relevant from an HR perspective
(Chuang et al., 2016; Coun et al., 2022; Harris et al., 2014; Magni &
Maruping, 2013). Specifically, we address the debate on how
employee behavior is influenced by empowering factors with different
degrees of salience on multiple organizational levels. As Maynard
et al. (2012, p. 1266) point out, prior work has devoted little attention
to “whether being empowered at one level enhances, complements,
neutralizes, or compensates for empowerment effects at other levels.”
We find that decentralization as a distal organizational factor only has
a notable impact on employees' emergent leadership when supervisor
empowering leadership as a more proximal factor provides color and
context to this distal factor. In addition, our study may also inform
empowering leadership research into when (i.e., depending on an
organization's formal design) this leadership style is more or less effec-
tive (Cheong et al., 2019; Sharma & Kirkman, 2015).

To further explore this issue, we exploited the symmetrical nature
of the interaction effect between decentralization and empowering
leadership (Aguinis et al., 2013) and calculated simple slopes of
empowering leadership at high (+1 SD) and low (-1 SD) levels
of decentralization. Results indicated that the positive effect of
empowering leadership on employees' informal leader emergence
decreases by 27% when moving from a highly decentralized organiza-
tion (y = 0.45; p < 0.001) to an organization with low decentralization
(y = 0.33; p < 0.001). As these results indicate, direct supervisors can
only partially succeed in creating an empowering microcosm for their
followers when there is a lack of decentralization in the organization's
formal design, significantly undermining their empowerment efforts.
Our study addresses the lack of research into the complex interactive
interplay of organizational factors and empowering leadership in shap-
ing organizational outcomes (A. Lee et al., 2018).

Finally, our study contributes to the emergent leadership litera-
ture. As foundational organizational theory has proposed, distributing
leadership responsibility is key to enhancing organizational effective-
ness (Katz & Kahn, 1978), and prior emergent leadership studies have
built upon this notion (Carnabuci et al., 2018; Gerpott et al., 2019).
Yet prior research has at most investigated team-level consequences
of emergent leadership (Wellman et al., 2019; Z. Zhang et al., 2012).
Our work provides more powerful evidence for its broader
organizational-level performance benefits. In addition, our study
widens the scope of research on the antecedents of emergent leader-
ship, whereas prior analyses focused on individual-level factors, par-
ticularly personality and demographics (Badura et al., 2018; Ensari
et al., 2011; Hanna et al., 2021). These factors have only limited

predictive validity (Ensari et al., 2011), and recent theoretical work has
criticized the individual-level paradigm of past research
(Wellman, 2017; also see Acton et al., 2019). Our results lend support
to this criticism, since decentralization and empowering formal leader-
ship jointly explain a significant amount of variance in emergent lead-
ership above and beyond demographics and personality. Our study
thus moves beyond the assumption that the same individuals, due to
their personal attributes, emerge as informal leaders in different struc-

tural and formal leadership settings (Johns, 2006, 2018).

5.2 | Practical implications

Many companies have embraced the notion that transferring
decision-making authority to lower organizational levels will enhance
corporate performance, giving rise to the popularity of HR approaches
such as empowering HR management (Coun et al., 2022) and self-
directed teams (M. Y. Lee & Edmondson, 2017). However, based on
our findings and concurring prior research, decentralized decision-
making structures do not directly influence performance—a pattern
that holds across companies from different industries. While decen-
tralization does not, in principle, harm performance, its potential bene-
fits do not automatically materialize, and decision-makers should
avoid blind enthusiasm for decentralized forms of organization. Our
findings highlight the importance of combining decentralization with
leaders who empower their followers to make productive use of the
increased decision-making discretion.

Empowering leadership can thereby benefit the financial bottom
line of decentralized organizations. To estimate the dollar value of
empowering leadership in our sample, we calculated the impact on
organizational performance of increasing empowering leadership from
moderate to high levels (i.e., from the sample mean to +1 SD above it)
in a decentralized organization (+1 SD above the sample mean of
decentralization; for a similar procedure, see, e.g., Huselid, 1995;
Iverson & Zatzick, 2011). A one SD increase in empowering leadership
indirectly (via emergent leadership) raises annual sales on average by
EUR 47,395 (USD 51,546) per employee. This figure represents more
than 9% of the mean annual sales per employee in our sample (EUR
509,530 or USD 554,150), illustrating the crucial impact of comple-
menting decentralized structures with high levels of empowering
leadership.

Companies are thus well-advised to invest in the empowering
leadership of formal supervisors when they have implemented or are
aiming for more decentralized structures, holding important implica-
tions for HR management. To foster empowering leadership, HR exec-
utives should prioritize empowering behaviors in the selection,
development, and appraisal of leaders. When it comes to
selection, HR managers can use simulation exercises and apply situa-
tional judgment tests or role-plays, including situations in which lead-
ership candidates are expected to show empowering behaviors
(O'Leary et al., 2017). Regarding leadership development, senior man-
agers' empowering behaviors have been proposed to play a key role

in promoting line managers' empowering leadership (Sharma &
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Kirkman, 2015), which points to the role modeling function of the
organization's senior and top management (for first evidence, see
Park & Hassan, 2018). Moreover, leadership training programs based
on action theory, involving mental model creation, role-play, and
extensive feedback, may be a viable way to learn empowering leader-
ship behaviors and facilitate the transfer of learned behaviors to the
workplace (Tuckey et al, 2012). Finally, empowering leadership
behaviors could be further promoted by including them in 360-degree
reviews and promotion decisions (Harris et al., 2014). Such orches-
trated efforts by HR management in selection, development, and
appraisal should result in leaders who actively empower their
employees to take on responsibility, and thereby contribute to a com-
petitive advantage of decentralized organizations over more central-

ized firms.

5.3 | Limitations and future research

The first limitation is that much of our research design is cross-
sectional. Although we obtained time-lagged data for organizational
performance and our model is based on sound theoretical reasoning,
causal inference should be made with caution. We encourage future
research to further strengthen our findings by replicating them with
repeated measures of all variables.

Second, given the complexity of our data collection involving
more than 5800 employees from 144 organizations, we had to rely on
a self-rated, behavioral measure of emergent leadership (Kent &
Moss, 1994). We conducted two separate validation studies that pro-
vide support for the convergence of self- and other-ratings of emer-
gent leadership behavior and partly alleviate potential social
desirability concerns. Moreover, our main study findings allow us to
establish a substantive nomological network surrounding our self-
rated measure of emergent leadership behavior, including crucial the-
oretical antecedents of emergent leadership such as gender, tenure,
education, and extraversion, as well as key theoretical consequences
such as objective company performance (Badura et al., 2022; Hanna
et al., 2021). Nevertheless, we hope that future research replicates
our findings using other-ratings of emergent leadership behavior
(Gerpott et al., 2019; Lanaj & Hollenbeck, 2015).

Third, there are particularities of our sample that might limit the
generalizability of our findings. Specifically, we tested our proposed
relationships in SMEs, which often do not possess as many managerial
layers and steep hierarchies as larger corporations, thus restricting the
range of observed values of decentralization and potentially attenuat-
ing our results (Sackett & Yang, 2000). The fact that we still find
robust empirical evidence for the proposed relationships in our model,
we believe, strengthens our findings, since the informational cues sent
by decentralized structures might be even more pronounced in larger
companies. Still, we call on further research to replicate our findings in
non-SME samples.

Apart from these limitations, our study offers several promising
avenues for further research. In this regard, we encourage future

studies to theoretically and empirically zoom in on the specific

emergence mechanisms and contingency factors that underlie the
bottom-up effect of emergent leadership on organizational
performance. Indeed, and also from the perspective of multilevel the-
ory in general, there is an urgent need to better “identify the specific
aggregation mechanism that generated the collective result” in micro-
macro-type models (Cowen et al., 2022, p. 6). In supplementary ana-
lyses, we found that the emergent leadership of longer-tenured
employees yielded a stronger effect on organizational performance,
potentially due to these employees' higher degree of social integration
in the organization (Steffens et al., 2014). We hope that future
research builds on these insights and applies more elaborate
(e.g., network-based) measures to model the specific patterns of infor-
mal leadership emergence at the organizational level.

Another potentially fruitful area of further inquiry concerns how
a leadership perspective can resolve prior inconsistent findings on
the process of decentralization. For example, Barker (1993) illus-
trates how the shift from hierarchical to concertive control in an
organization can result in suboptimal change dynamics and out-
comes. By contrast, Hollenbeck et al. (2011) find that teams experi-
ence particular difficulties when moving from a decentralized to a
centralized structure. Leadership may be the key to a better under-
standing of such dynamic processes. In organizations undergoing
major structural changes, employees may perceive these transition
phases as disruptive events that strongly influence their sensemaking
(Morgeson & DeRue, 2006), and leaders may support employees'
sensemaking of the changing organizational environment. Thus, in
organizations undergoing major structural changes, the interplay
between decentralization and empowering leadership may be even

more pronounced.
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ENDNOTES

1 According to social information processing theory, we utilize the terms
“meaning-making” and “sense-making” interchangeably to describe the
process through which individuals interpret their environment and ratio-
nalize their personal actions based on the aspects emphasized by a
leader in the employee's work environment (Salancik & Pfeffer, 1978;
see also Nishii & Paluch, 2018). It is important to note that sense-making
and meaning-making need to be distinguished from the process of con-
veying value-based purpose to followers.

As the empowerment process is likely to be in large part subjectively
construed and leaders may adapt their empowering behavior to each
employee (Vecchio et al., 2010; X. Zhang & Bartol, 2010), we focus on
the leader-follower relationship to capture how leaders may adjust to
the single follower's need for elaboration of the more abstract principle
of decentralization. Still, as reported in the Robustness Checks section,
we (a) examine whether collective (i.e., organization-level) empowering
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leadership moderates the relationship between decentralization and
emergent leadership, and (b) control for employees' unit-level nesting.

w

We acknowledge that empowering leaders may exert also a direct effect
on emergent leadership as they provide the employee with the opportu-
nity to pursue self-directed work and personal growth (Sharma &
Kirkman, 2015). Yet, based on social information processing theory, we
take a more comprehensive perspective by looking at the joint effect of
decentralization and empowering leadership which together co-create
more consistent cues about appropriate employee behavior.

IS

We note that we also obtained information on employees' unit-level
nesting for 136 of the 144 organizations in our sample (i.e., the meso-
level structure of the organizations). In the Robustness Checks section,
we report additional analyses in which we account for employees' nest-
ing in units and organizations (i.e., a three-level multilevel model). The
results and conclusions in these robustness checks are in line with our
main study findings.

w

rwg and ADy) simulations are based on 10,000 iterations and 95% con-
fidence intervals, taking into account group size, number of items, num-
ber of response options, and degrees of inter-item correlation (i.e., by
estimating a specific inter-item correlation matrix) (Smith-Crowe
etal., 2014).

In line with recommendations by McNeish et al. (2017), we conducted
an alternative test of Hypothesis 1 and examined the interaction effect
in an individual-level regression model, using cluster-robust standard
errors to control for nesting in firms. Results and interpretations were
virtually identical across both procedures, underscoring the robustness
of our findings (for details, see Appendix C).

o
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APPENDIX A

RANDOM ASSIGNMENT TO SURVEY VERSIONS

To test if random assignment to questionnaire versions worked as
intended, we specified regression models with participants' age, gender,
and tenure as dependent variables and the questionnaire versions as
dummy predictor variables. Specifically, we used ordinary least squares
models for age (F = 1.06, p = 0.35) and tenure (F = 0.24, p = 0.79), and
a logit model for gender (x,, = 3.24, p = 0.20). Non-significant overall
model fit for all three models indicates that survey version does not pre-
dict core demographic characteristics of participating employees; we
thus conclude that random assignment worked as expected.

APPENDIX B

SUBJECTIVE ORGANIZATIONAL PERFORMANCE RATINGS

As recommended by Richard et al. (2009), we re-ran our test of Hypoth-
esis 2 (i.e., the bottom-up effect of emergent leadership on organizational
performance) with an alternative performance measurement. Specifically,
given that objective performance information was available for only
109 of the 144 firms in our sample, we additionally obtained top-
management team (TMT) ratings (Richard et al., 2009) to mitigate poten-
tial concerns over missing data (Schafer & Graham, 2002). In line with
Combs et al. (2005), we asked TMT members to rate four items pertain-
ing to the firm's organizational performance (i.e., financial situation,
return on investment) and operational performance (i.e., employee pro-
ductivity, efficiency of business procedures). Following Rogers and
Wright (1998; see also Wall et al., 2004), we benchmarked the

TABLE B1 Results based on subjective organizational
performance ratings.

TMT-rated organizational

performance

Variable Model 1 Model 2
Intercept 5.60*** 5.55%**

(0.07) (0.08)
Organizational decentralization 0.18* (0.09) 0.16 (0.11)
Emergent leadership 0.61* (0.24) 0.70* (0.30)
Service industry dummy 0.28 (0.21)
Finance and insurance industry 0.16 (0.25)

dummy

Trade industry dummy 0.17 (0.22)
Firm age 0.00 (0.00)
Firm size —0.08 (0.28)
Organizational formalization 0.11 (0.10)
Participatory HR practices —0.00 (0.00)
R? 0.09 0.11
F-statistic 6.02** 1.05

Note: Organizational-level values for emergent leadership were estimated
using the procedures by Croon and van Veldhoven (2007).
*p < 0.05; **p < 0.01; ***p < 0.001.

executives' ratings by asking them to assess organizational performance
relative to the performance of their direct industry rivals on a 7-point
response scale (1 = “much worse”; 7 = “much better”). In total, we
received TMT ratings for 124 firms in our sample, increasing available
performance information by 14%. As shown in Table B1, emergent lead-
ership significantly predicted TMT-rated organizational performance in
models excluding (B = 0.61, SE = 0.24, p < 0.05) and including control
variables (B = 0.70, SE = 0.30, p < 0.05), thus lending robust support to

our findings and conclusions.

APPENDIX C

TEST OF HYPOTHESIS 1 USING CLUSTER-ROBUST SEs

We conducted an alternative test of Hypothesis 1 and examined the
interaction between organizational decentralization and supervisor
empowering leadership on employee emergent leadership in an
individual-level regression model. For organizational decentralization,
firm scores were assigned to each individual employee. To account for
employees' nesting in firms, we computed cluster-robust SEs follow-
ing the procedures outlined by McNeish et al. (2017). These analyses
were run in R using the “Im_robust” function within the ‘“estimatr”
package (Blair et al., 2018). As shown in Table C1, we found a signifi-
cant interaction term in models excluding (y =0.09; SE = 0.04;
p <0.05) and including control variables (y=0.12; SE = 0.06;
p < 0.05), and coefficient estimates were virtually identical to our mul-
tilevel procedures (see Table 2 in the main manuscript). Together,

these results provide robust support to Hypothesis 1.

TABLE C1 Results for the cross-level interaction (based on
cluster-robust SEs).

Emergent leadership

Variable Model 1 Model 2

Intercept 2.99%** 2.99***(0.03)
(0.02)

Organizational decentralization 0.11**(0.03)  0.09* (0.04)

(DEC)

Empowering leadership (EMP) 0.38*** 0.40*** (0.03)
(0.02)

DEC x EMP 0.09**(0.03)  0.15**(0.05)

Gender (male = 1, female = 0) 0.32*** (0.04)

Age —0.01***

(0.00)

Tenure 0.01* (0.00)

Extraversion 0.30*** (0.04)

R? 0.09 0.13

F-statistic 118.97*** 58.93***

Note: N = 5807 employees from 144 organizations. Cluster-robust SEs are
shown in parentheses. For organizational decentralization, firm scores
were assigned to each individual employee. Due to missing data for
control variables, the sample size for the model including controls was
reduced to 2765 employees from 143 organizations.

*p < 0.05; **p < 0.01; ***p < 0.001.
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