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Abstract

The study is an investigation of transformational leadership impact on organizational
performance; the mediating role of organizational innovation. The study revealed that
organizational innovation has mediated significant impact on organizational performance.
The research found that transformational leadership and organizational performance has
strong relationship. Therefore, it will help the managers to create such leadership style in
the organizations. Pakistani organizations need an environment where leaders motivate
and encourage the employees who are wishing to become more creative and effective in
leading the successful organizations.
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Introduction

It is responsibility of the managers to promote and improve the performance in any
organization therefore, managers play very important role in such activities to encourage
and support the employees in discovering the new ideas for improvement of the work.
Performance management needs to be understood at first by the managers and then it can
be used to obtain the desired outcome. In 21% century transformation in the global
economy is affecting the world economies and Pakistan is not an exception. At the same
time, new challenges are creating the opportunities for the industry as well. Along with
many other initiatives, managers need to evaluate the loop holes in their existing
performance management systems to meet the challenges. It is obvious in current
economic context that overall worldwide changes and growth in technology,
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globalization and intense competition has burdened immensely on the management of
small and medium industries to remain competitive (Lopez-Niclos, Soto-Acosta, 2010;
Raymond et al., 2005).

Importance of manufacturing industry has been widely acknowledged world-wide
because of its contribution in economic growth, employment and wealth generation
(Devaraj et al. 2007, Jardim-Goncalves et al., 2012). Considering the importance of
manufacturing industry, the study is conducted at MIA Group which is affiliated with the
import and manufacturing of Air Conditions in Pakistan. So, the focus of the study is to
create a model for the Pakistan’s manufacturing and import industry which can enable the
improvement in performance and develop the relationship between the multiple
determinants of performance. The managers create value of work by assigning the
challenging roles to the team members and making them their own leaders in assigned
roles. This delegation of power and tasks leads the innovative process for accomplishing
the desired performance results. This study will examine the role and impact of the
Managers or Supervisors leadership styles in organizational performance, their mediating
role in innovational steps that helps to improve the organizational performance.

Literature Review

Transformational Leadership and Organizational Performance

Although literature reveals several styles of leadership, transformational leadership (TL)
is one of the mostly used styles in organizations and plays an important role in the
organizational performance. As stated by Bass, (1985) transformational leadership is one
of the best methods to enhance the individuals and group’s performance.
Transformational leaders motivate followers to exert and explore existing as well as new
prospects. TLs proactively help the followers to attain goals with high standards
(Antonakis, Avolio, & Sivasubramaniam, 2003). Transformational leaders move
followers beyond immediate self-interest (Bass, 1999). Transformational leadership
creates an environment in which employees are motivated and energized (De Jong &
Bruch, 2013). Motivated employees working in a supportive climate provide more
effective customer service, reinforcing organizational performance and leading to
financial gains for shareholders (Giroux & McLarney, 2014).

Bass (1985) suggested four dimensions of transformational leadership style which
includes idealized influence, inspirational motivation, intellectual simulation and
individualized consideration. The behaviors accepted in TL like motivation, intellectual
challenge, inspiration and individual consideration are consider as a core function of
outstanding leaders that could be familiar around the world (Dorfman, 1996). Leader
pays special attention towards the needs of each follower which is imperative for their
growth and achievements (Bass & Avolio, 1990). Bass argued that transformational
leaders provide positive feedback to their employees, which motivate them to show more
effort, and encourage them to think innovatively about complex problems. Therefore,
employees tend to behave in such a way that simplifies high levels of task performance.
In addition, transformational leaders encourage employees to weigh more for collective
profit of organizations and leaders over the personal interests (Bass, 1985).
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In past, numbers of studies were conducted on transformational leadership to understand
the connection among transformational leadership and performance which provides
sufficient material for our understanding the relationship across criterion type and level of
analysis. Literature revealed that transformational leaders affect followers’ performance
by developing strong bond with followers (Wang et al., 2008; Wang et al., 2005).
Transformational Leadership increases the emotional connection or identification
between the supervisor and the follower in such a way that follower feels more confident
to perform beyond expectations. Thus, leaders have positive effect on follower’s
performance.

Lee (2008) suggests that transformational leadership is linked to innovative capabilities
and is defined as a leadership style that transforms followers to rise above their self-
interest by altering their morale, ideals, interests and values. This motivates the
employees to perform better than initially expected (Bass 1985). This relates to
motivating followers to achieve past expectation and encouraging followers to look past
their own self-interest for the betterment of an organization. Researchers also provide
indirect  support  for the  statements and  suggesting  that  those
leaders who demand conceptual values and engage in knowledgeable incentive that give
meaning to their organization and their followers” work (Shamir et al., 1993).

Hypothesis (H1): There is a positive impact of transformational leadership on
organizational performance.

Transformational Leadership Relationship with Organizational
Innovation

Organizations turn into more active when they are retaining, sharing, capturing, and
reusing managerial knowledge to establish a fruitful business environment. Leadership is
very important in knowledge management efforts and by using their transformational
behaviors activate follower’s innovative behavior (Jennex, 2006). The leader's
characteristics and leadership style are key determinants of innovative conduct in
organizations. Literature revealed that a collaborative, participatory leadership style
(transformational) is more likely to encourage organizational innovation than a
transactional style (Xenikou, 2017). Transformational leadership also increases self-
efficacy, raises intrinsic motivation, and contributes to employee’s psychological
empowerment (Gumusluoglu & llsev, 2009; Paulsen et al., 2013).

TL also influences followers' attitudes optimistically and creates an overall positive
culture (McCollKennedy & Anderson, 2002); and raises followers' performance
expectations, transforms their personal values and self concepts, and moves them to a
higher level of needs and aspirations (Jung et al.,, 2003; Kahai et al., 2003
Transformational leaders ready to make a groups and furnish them with strength, lead,
and course them to make the procedures of progress and particularly hierarchical learning
(Berson, Nemanich, Waldman, Galvin, & Keller, 2006).

Number of studies has cross verified the impact of transformational leadership on
innovation. For example, Garcia-Morales, Jiménez-Barrionuevo, and Gutiérrez-Gutiérrez
(2012) have done reseach in 168 Spanish Companies for interogating and identifying the
impact of transformational leadership on organizational performace with using different
concepts of organizational learning and innovation. The research proved that
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organizational learning and innovation has positive effects on organizational
performance. Moreover, the studies reveal that the organizational learning has positive
effect on the organizational performance through organizational innovation. Hence, the
studies prove that the organizational innovation has positive impact on the organziational
performance.

Organizational innovation discusses the successful formation of knowledge or behavior
and implementing them within the organization (Amabile, 1998; Damanpour, 1996)
Transformational leaders increase invention within the organizational framework and
they use encouraging motivation and academic encouragement which is important for
organizational improvement (Elkins & Keller, 2003). As indicated in the study conducted
by (Gumusluoglu & llsev, 2009; Jung, Chow, & Wu, 2003) that transformational
leadership has a positive and close link with the organizational innovation in numerous
firms. They have argued in their study that innovation in organizational frameworks fed
by transformational leaders with using the factors of motivation encouragement and
academic motivation which are the important factors for organizational innovation and it
is the established fact there is a positive relationship between the organizational learning
and innovation and also the positive effects of organizational learning over organizational
innovation in manufacturing firms.(Elkins & Keller, 2003). They suggests that
organizational improvement is a path of better organizational performance (Noruzy,
Dalfard, Azhdari, Nazari-Shirkouhi, & Rezazadeh, 2013; Walker, 2004). Some studies
addressed that the relationship between organizational learning (OL) and organizational
innovation (OI) and between knowledge management and organizational innovation (Ol).
They believe that resourceful companies are creative and high capability for effective
learning (Nonaka & Takeuchi, 1995; Woodman, Sawyer, & Griffin, 1993). Initiative
style and authoritative learning both have positive effect on association. They likewise
discovered authoritative adapting straightforwardly effect on development i.e.
transformational administration have an immediate and positive effect on organizational
learning and a backhanded impact on hierarchical advancement through authoritative
learning in assembling firms (Aragén-Correa, Garcia-Morales, & Cordon-Pozo, 2007).
The study found that organizational learning directly impacts on innovation while
transformational learning (TL) enforced unplanned influence on innovation through the
mediation of organizational learning (OL). Moreover, organizational learning applied an
indirect positive influence on organizational performance (OP) (Aragon-Correa et al.,
2007). Researchers argued that organizations with better innovation will advantage
higher results from the environment, obtaining the skills to increase high organizational
performance and consolidate maintainable aggressive benefits without problems. Inside
the agency, the chief's aid for innovation is essential. Leaders can do number of activities
in their organizations to bring together the minds. The fact is that innovation is not a
single person act but a collective achievement of team, no doubt that the innovation
requires to create a context where lawful innovative behavior dedicates assets to
innovation and assumes the structure and way of life that helps the increase and execution
of innovation (Hurley & Hult, 1998).

Many studies have been conducted on this topic, the latest study some points are
elaborated which are in 2016 a study was conducted on this topic to understand the
relationship between the transformational leadership and innovative behaviors. It was
proposed by the author that group innovative behavior was influenced by
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transformational leadership as a group-level construct which was moderated by dual
organizational change that represent organization-level resources. Furthermore, he
identified two organizational change-related situational variables-radical change and
incremental change and examined their effects on group innovative behavior.
Researchers concluded in research that group innovative behavior was positively related
to transformational leadership and the relationship between them was moderated by
radical change, the incremental change was not there, the other relationship was also
found among the both changes that radical and incremental changes have positive
relationship with group innovative behavior (Feng, Huang & Zhang, 2016). It is proved
and the researchers believed in many studies that in manufacturing companies
transformational leadership style is very effective because it guides the employees
towards new product development, more profitability, and improved performance by
using the exploratory leadership. Further it is stated that keeping in view the impact of
both exploitative and exploratory innovation on organizational performance, some
recommendations are made that senior management in an organization should pay more
attention to innovation of human resource in their plans and strategies so that more
performance may be achieved from them. It is further recommended in the recent study
that the managers must pay attention to the innovation in manufacturing or production
companies to improve performance (Pejman Ebrahimi, Seyedeh Marzieh Moosavi,
Ebrahim Chirani, (2016).

Hypothesis (H,): There is a positive relationship between transformational leadership and
organizational innovation.

Transformational Leadership, Organizational Innovation and
Organizational Performance

According to recent study conducted in 2018 on innovation playing as mediating role in
organization performance revealed that how the utilization of Innovation Management
Techniques (IMTS) influences the innovation performance of firms. The research was
based on a large and representative sample of industries in the Basque Region in
Northeast Spain. The primary conclusions drawn from the research is that IMTS have a
definite positive impact on the firm’s innovation results, and some of them have a
stronger influence, with a significant impact on incremental innovation; the latter results
will affect the radical innovation performance of the companies. Additionally, it has been
concluded that the industry environment has a strong moderating influence on this
relationship (Albors-Garrigos; Igartua, & Peiro, 2018). In another study on the subject
topic conducted by Tareq Ghaleb Abu Orabi, in 2016, also derived out that
transformational leadership has positive influence on organizational performance. The
leaders using the transformational leadership should consider the innovation role for
employees, sub-ordinates development to augment the performance of the organizations.
According to (Schneckenberg, 2015), it is revealed that multinational enterprises
encourage open innovation for gaining the competitive edge in the market. It has become
very crucial and important for MNE to have open innovation in it in order to maintain
competitive advantage.

Hypothesis (Hs): Organizational innovation mediates the relationship of Transformational
Leadership and organizational performance.
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Theoretical Framework

The framework consists the following independent and dependent variables as given
below in the theoretical framework diagram. The independent variable (X) is
transformational leadership and dependent variable (Y) is organizational performance
whereas organizational innovation is used as mediator in this framework.

Figure 1 - Theoretical framework

Organizational

Innovation

(Mediating Varnable)

Transformational Organizational
Leadership Performance
(Independent Variable, X) (Dependent Variable, Y)

Research Methodology

This explanatory study includes the cause and effect relationship of transformational
leadership and organizational performance. There is mediating factor perceived as
organizational innovation between the transformational leadership and organizational
performance. There is also addition of sub dimensions of each variable but composite
variables are taken for the study. From the manufacturing sector of Pakistan, MIA group
is selected for the study purpose.

Population

We have chosen manufacturing industry employees for our study working in Pakistan
and that have been taken as population, as our study aims to examine the effects of
transformational leadership and role of organizational innovation in organizational
performance within the Pakistani context.

Sample

Non-probability, convenience sampling technique has been used to gather data, as the
research is in Islamabad based branch of MIA group, so the approach toward each
employee was convenient. The sample size has been calculated by using internet
calculator in which confidence interval 10 was kept and the sample size of 96 obtained.

Convenience sampling techniques have been used to get data through adapted
questionnaire(s) for the findings of results. 110 Questionnaires consists of 19 questions
have been distributed among employees of MIA Group operating in Islamabad office
only, out of which 100 were returned and were set for data analysis (90% response rate).




SEISENSE Journal of Management Vol. 1. Issue 3. July 2018

Employees working in MIA are the unit of analysis. We have collected the data at once
for hypothesis testing so our study is cross sectional study. We have used questionnaire
as instrument or scale for the purpose of data collection. We have personally visited and
distributed the questionnaires among the employees of MIA group. A five point Likert
scale was used in the questionnaire. The expected responses were set as follows; 5
strongly disagree, 4 disagree, 3 neutral, 2 agree and 1 strongly agree. Data is collected by
using questionnaires that consists of 25 questions and is subsequently analyzed by using
SPSS.

Result & Discussions

Majority of the respondents were male that is 62% and rests were females. Participants
ranged from 18 to 55 years of age with a mean age of 32 years having a mean experience
of 4 years. The education level of the respondents shows that 49% respondents are
graduates, 17% are masters and only 31% have 12 years of education. 6% respondents
are from senior management, 76% from middle management and 18% are supervisors.

Table 1- Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
Transformational 100 1.00 4.83 2.9412 .81698
Leadership
Organizational 100 1.00 4.50 3.0931 82430
Innovation
Organizational 100 1.33 5.00 3.6775 70294
Performance

Table 2 shows that the value of Cronbach’s in range from 0.709 to 0.865. The result
shows that all measuring instruments have Cronbach’s Alpha values greater than 0.6
which is greater than the other studies on the same area of research.

Table 2 - Cronbach’s Alpha Coefficient

Scales Cronbach’s Alpha No of
items

Transformational Leadership 0.709 9
Organizational Innovation 0.725 6
Organizational Performance 0.865 4

The correlation coefficient for transformational Leadership and Org. Innovation is 0.811,
showing a strong association between them. P-value for this correlation coefficient is
.005, which shows the significance of this association. The correlation coefficient for
transformational Leadership and Org. performance is 0.858, showing a strong positive
and significant association between them.
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Table 3 - Correlation Analysis

Pearson
Correlation

Sig. (2-tailed)
N

Pearson
Correlation

Sig. (2-tailed)
N

Pearson
Correlation

Sig. (2-tailed)
N

Transformational
Leadership

Org. Innovation

Org. Performance

Transformational Org. Org.
Leadership Innovation Performance
1

100

811* 1

.005

100 100

.858* 791* 1

.005 .002

100 100 100

*, Correlation is significant at the 0.05 level (2-tailed).

To analyze the impact of independent variables on a dependent variable regression test
was performed. Study used one independent variable, one dependent and one mediation
variable. Regression analysis also shows the fitness of model with the value of R square.
Hypotheses are tested by the regression analysis technique which is used to measure the
impact of independent variable on the dependent variable. Results are in table 4.

Table 4 - Regression analysis of TL, Ol with OP

No.  Test B R’ Agljusted F Stat
R
1 TL ——» OP .76 2.315%**
2 TL — Ol 40 6.709*** 555 49 68.952***

The above table 4 represents the relationship between transformational leadership and
organizational performance. Organizational innovation also plays a significant role on
organizational performance. Transformational leadership has statistical and economically
role on organizational innovation at 5% significance level. Therefore, 1-unit increase in
transformational leadership will lead to 0.76 units increase in organizational performance.
Thus, we accepted our hypothesis 1: Transformational Leadership has impact on
Organizational Performance at 5 % significance level. Hence 1-unit increase in
Transformational leadership leads to 0.40 units increase in Organizational Innovation.
Thus, we accept our hypothesis 2: There is a relationship between Transformational
leadership and Organizational Innovation at 5% significance level.
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Mediation Analysis using Hayes (2013)

Hayes (2013) has been used in SPSS 21 to test the direct and indirect effect of predictor
variables on outcome variables, Hayes explained that the mediation models can be
explained in model templates. Therefore, researcher has tested mediation on Process
Models 4.

Table 5 - Direct and indirect effect of Transformational Leadership on Organizational
Performance

Coeff.

Direct effect of X on Y

TL 0.1939*
(.0616)
Indirect effect of X on 'Y
ol 0.0844*
(.0608)
Total effect 0.1939+0.0844 = 0.2783
Portion of Mediating Variable 0.0844/0.2783 = 0.3032*

The above table 5 represents the direct and indirect impact of independent variable on
dependent variable where 0.3032* shows that 30.32 % of the total effect of relationships
explained by the mediator. So, our Hypothesis 3 of mediation is accepted.

Conclusion

Findings of the study suggest that the managers should be provided with the training on
how to encourage and recognize both diversity and individuality in a group. This finding
proposes that managers should be attentive of the leadership behaviors and they respect
different followers because this will affect the followers who are engaged in their tasks to
produce different performance outcomes. The results found evidence to support the
hypothesized model and suggest that transformational leadership effects on
organizational performance through the mediating role of organizational innovation. The
study will also encourage researchers to further explore the potential effects of
transformational leadership and organizational performance.
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