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Abstract

Purpose — This study examines the moderating role of hierarchy of authority in the relationship between
transformational and transactional leadership styles and organizational innovation.
Design/methodology/approach — A quantitative research design is applied. Data are collected from 118
employees from three firms (steel, textile and architecture) in Oman. SmartPLS based SEM and process macro
by Hayes are used for data analysis.

Findings — Findings show that transformational leaders have a significant positive impact on organizational

innovation (beta = 0.569) but transactional leaders have a significant negative impact (beta = —0.389).
Hierarchy of authority does not have a significant impact on organizational innovation (beta = —0.008);
however, it moderates the relationship between organizational leaders and organizational innovation
(beta = 0.14).

Practical implications — This research provides insights for business owners to choose the suitable leaders and
appropriate design for their businesses to achieve innovation strategy. They are required to have transformational
leaders who inspire and encourage employees’ autonomy and adopt less hierarchical of authority.
Originality/value — Although the impact of leadership on organizational innovation is already established, the
moderating impact of hierarchy of authority has not been investigated yet. This research aims to fill the gap.
Furthermore, this research examines a hybrid of individual (leadership type) and organizational-level factors
(hierarchy of authority) in anticipating organizational innovation. It confirms the usage of behavioral leadership
theory and contingency theory to explain the relationship at both individual and organizational levels.
Keywords Hierarchy of authority, Organizational innovation, Transformational leader, Transactional leader

Paper type Research article

1. Introduction
Innovation is considered a hot topic for managers as it plays a critical role in businesses long-
term sustainability and competitiveness (Han, Kumar, & Kumar, 2024; Thakur et al., 2024;
Ullah et al., 2023; Azeem, Ahmed, Haider, & Sajjad, 2021; Ramos-Garza & Ramos-Garza,
2019). As business environment is changing rapidly, it enforces organizations to change as
well to meet customers’ demands and achieve competitive advantage. New opportunities
emerge from innovative products, services, and ideas. Organizations that do not innovate their
products and services might vanish. Innovation becomes inevitable due to severe competition
between companies, globalization process, and technological changes (Kassa & Getnet
Mirete, 2022). It enables businesses to be competitive and adopt competencies through
research and development (De Oliveira Sousa, Da Silva, Da Veiga, & Zanini, 2020). For
countries, innovation in enterprises creates jobs and enhances GDP (Daksa, Yismaw, Lemessa,
Hundie, & Entrepreneurship, 2018). It facilitates business growth, profit margins, employment
l opportunities, and economic growth of countries. It enables businesses to survive, expand and
grow (Zelga, 2017).
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Cui, Dai, and Zhang (2021) claim that innovation reinforces the effective usage and IIMBG Journal of

utilization of existing resources and integrate them into newly acquired ones that transform the Sustainable
company features, services, and products into competitive and valued position. Definitely, Business and
development of organizations and changes in business models are necessary over time. As Innovation

Koziot-Nadolna (2020) state “innovation improves productivity, efficiency and quality of
work”. Therefore, employees should have the belief of the necessity of innovation.
Employees’ attitudes towards innovation are very important because with positive attitudes
they can think creatively and introduce innovative ideas. Therefore investigating the factors
that contribute to organizational innovation is of high importance.

There are many factors that form an urgent need for innovation. Some examples are
technological changes such as digitalization of some tasks and using artificial intelligence, and
data analytics in decision-making (Omol, 2024; Varzaru & Bocean, 2024), behaviours of
consumers, scarce resources, and severe competition between businesses (Ismail, 2023).
Ramos-Garza and Ramos-Garza (2019) stated that leadership and organizational
characteristics are important factors for organizational innovation. So far, the role of
hierarchy of authority (decision centralization) as a moderator in the relationship between
transformational and transactional leadership, and organizational innovation has not been
investigated yet. Thus, this research aims to investigate hierarchy of authority as a moderating
variable between leadership styles and organizational innovation.
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2. Literature review and hypotheses development

2.1 Organizational innovation

As stated by Schumpeter in 1947 definition of innovation is “the ability to create new value
propositions through offering new products and services; adopting new operating practices:
technological, organizational, or market-oriented; or creating new skills and competencies
(Price, Stoica, Boncella, & Entrepreneurship, 2013).” There are various positive outcomes for
organizational innovation. It is essential for organizations survival (Bryman, Collinson, Grint,
Jackson, & Uhl-Bien, 2011), has a positive impact on firm market and financial position
(Rubera & Kirca, 2012), reinforces workplace performance (Biggi & Giuliani, 2022). creates
value in marketplace and stock market (Rust, Ambler, Carpenter, Kumar, & Srivastava, 2004),
fosters world economy (Baqutayan, Jamaluddin, Omar, Parvez, & Sciences, 2018). It leads to
growth of sales and success of companies as it keeps with local and international market trends
(Shahwan, An-Najjar, Nour, & Zaman, 2024).

Innovation is significant to ease human beings’ lives. It brought changes to national
economy, social and personal lives of humans (Meissner & Kotsemir, 2016). It leads to
efficient production, high growth, and consequently high market share and revenue. Kassa and
Getnet Mirete (2022) stated that innovation is important to transform SMEs into big
businesses. Bocken and Geradts (2020) stated that what makes large multinational companies
maintaining competitiveness and sustainability is innovation in business processes. This
requires agility and an ecosystem that allows businesses to communicate and complement with
each other. Leadership and design of organizations would play a big role in forming innovation
ecosystem. Therefore, next sections would discuss those variables.

2.2 Leadership

Leadership styles determine organizations’ failure or success since leaders’ function is to
direct employees towards vision, mission, and goals of an organization. They associate
significantly with employees’ attitudes like their satisfaction and commitment (Asaari, Desa,
& Rejab, 2019; Pembi, Fatima, Bitrus, & Doe, 2022; Fischer & Sitkin, 2023). Le, Christopher,
Nguyen, Pham, and Nguyen (2021) highlighted the importance of leadership styles for
creating an attractive work environment, increasing retention of employees and enhancing
SME:s viability.
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1JSBI Leaders can evoke and establish emotional bonds with followers (Bryman et al., 2011).
4,1 Thus, leader’s personality and motivation are important factors that drive innovation.
Mitcheltree (2021) asserted the importance of trust between management and employees to
enhance innovation within organizations. The lack of trust may result in uncertainty,
disconnect, tensions which restrict involvement and participation and thus employees’ loyalty
and commitment would decline and hinder employees’ innovative behaviours. Besides that,
Aryee, Walumbwa, Zhou, and Hartnell (2012) revealed that leaders affect employees’
psychological state and the relationship between work engagement and employees’ innovative
behaviours is moderated by leader-member exchange.

There are many leadership styles discussed in literature, but a famous theory that is widely
used is called theory Y and X by Douglas McGregor. It introduced two styles of leadership:
transactional and transformational leadershiup. Transactional leaders rule their subordinates
by punishment and incentives while transformational leaders rule their subordinates by
inspiration and stimulation. Thus, this research focuses on the role of transformational and
transactional leaders on enhancing innovation.
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2.3 Hierarchy of authority

Organizational design plays a big role in achieving organization strategy. It plays a big role in
shaping behaviours of employees (Arabdji, 2024; Janicijevi¢, 2013). Shabbir (2017) stated
that design of an organization should suit its purpose and strategy. It is defined as how tasks are
divided, arranged, and coordinated. Moreover, Martinez-Ledn and Martinez-Garcia (2011)
stated that organizational design determines how resources are allocated, how internal and
external communication are executed, and how organization responds to changes and able to
learn and innovate.

Over times organizations change the way they structure and manage their functions. The
classical theory proposed by Weber insisted in universal principles of organizational design.
However, Taylor and Fayol tried to find some ways to match between employees and right jobs
for them (Ferdous, 2016). Contingency theory emphasized adoption of organizational design
that match organizations’ demands. However, recent scholars claimed that structure of
organizations change from hierarchies to networks, from departments to projects, and from
vertical communication to lateral (Gaspary et al., 2020). Managers who design structure of an
organization take six elements into account which are specialization of work,
departmentalization, command chain, control span, formalization, and centralization
(Tolbert & Hall, 2015).

Structure might enhance or hinder innovative behaviours. Constant change and innovation
require resilient and adaptable organization with less centralized and flat structure (Kiruba
Nagini, Devi, Mohamed, & Studies, 2020; Andersson, Caker, Tengblad, & Wickelgren, 2019).
Javanmardi Kashan, Wiewiora, and Mohannak (2021) argued that innovation cannot be
adopted if there is no supportive culture. For example, bureaucratic structures inhibit
innovation. De Mello, Marx, and Salerno (2012) stated that to reinforce innovation, the
structure of an organization should be renewed to manage change. Hierarchy of authority
which relates to how decisions are made and how power is distributed affects organizational
outcomes such as innovation.

2.4 Theories that the research model are grounded on

Behavioural leadership theory claims that effectiveness of leadership comes from how leaders
behave which means it can be learned and thus any leader can become effective rather than
who they are. Within this domain, transactional behaviours which involve clarifying roles,
setting standards, monitoring, and setting rewards and these efforts foster discipline and
reliability, which typically fosters exploitative (incremental) innovation. By contrast,
transformational behaviours which involve articulating a vision, intellectual stimulation,
and legitimizing risk-taking and these behaviours stimulate search and psychological safety,
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which typically fosters exploratory (radical) innovation. Thus, this theory determines how IIMBG Journal of

leader behaviours translate into distinct innovation outcomes (transactional leaders into Sustainable
efficient improvement and implementation and transformational leaders into idea generation, Business and
experimentation, and change) (Derue, Nahrgang, Wellman, & Humphrey, 2011; Ye, Liu, & Innovation
Tan, 2022).

Another theory that is used to explain the research model is contingency theory.
Contingency theory explains when the link between leadership styles and innovation is
strengthened or weakened by hierarchy of authority as a moderating variable. In central
hierarchies, which is characterized by more layers, tighter centralization, and stronger formal
control, employees’ behaviours face information frictions and lower autonomy, making
translation of employees’ ideas into innovation difficult. In flatter hierarchies, which is
characterized by fewer layers, faster lateral communication, and greater discretion, employees’
ideas can be translated into innovative behaviours. Thus, hierarchy strengthens or weakens the
effect of leadership styles on innovation (De Dreu, Nijstad, Bechtoldt, & Baas, 2011).
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2.5 Organizational design and organizational innovation

Asif (2017) stated that as world changes very quickly, traditional organizational structures are
not appropriate for organizations to enable them meet demands. Flexibility and agility are
important for knowledge sharing which is important for innovation. AlBlooshi and
Shamsuzzaman (2020) stated that organizational culture and structure that facilitate
flexibility, teamwork, and risk-taking are more likely to innovate. They argued that
changing hierarchy of businesses to be of lesser layers increases the rate of communication and
collaboration among departments. It facilitates approaching problem solving and continuous
improvement. Similarly, Asplund and Ulfvengren (2021), and Leyer, Stumpf-Wollersheim,
and Pisani (2017) argued that appropriate organizational structure and culture facilitate
individuals’ innovation.

Organizations that are featured by their employees work in teams with less vertical
structure adopt team-based structure. Employees’ skills are complementary and achieve
common goals. Network structure allows more decentralization and flexibility. It is less
vertical and allows constant communication and interaction among members (Buchanan &
Huczynski, 2019).

Cosh, Fu, and Hughes (2012) found that organization with decentralized decision making
structure enhances innovation. It has also been found that high-tech young firms with informal
structures have high tendency for innovation. Whereas, Will, Al-Kfairy, and Mellor (2019)
stated that past decade has witnessed an increase in the view that firms with hierarchical
structure exhibit inferior corporate performance compared to horizontal firms. Therefore, they
examined how organizational structure (hierarchical, polyarchical and hybrid) influence
innovation. The findings uncovered positive association between rigid hierarchies of firms and
their ability to succeed in risky environments.

Al Abri and Matriano (2021) argued that hierarchical culture impacts organizational
innovation negatively in which it inhibits communication, collaboration, and taking risks.
Similarly, Gaspary, Moura, Wegner, and Management (2020) claimed that businesses that
operate in dynamic markets demand an organizational structure that enhances innovation. So,
they analyzed the impact of various dimensions of organizational structure on innovation.
They applied a mixed method approach on a Brazilian company known for innovative
environment. The findings revealed high level of communication, and less formalization
structure affect innovation positively.

Likewise, Dekoulou and Trivellas (2017) investigated the influence of organizational
structure on innovation. They surveyed 180 executives from advertising and media industry.
PLS was used to analyze data and the results revealed that direct supervision inhibits
innovation capacity. Mangers are required to facilitate structures that decline direct
supervision to have competitive advantage created by innovation. Kenis, Janowicz, and
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1JSBI Cambré (2009) argued that structures that promote opportunity for collaboration and
4,1 flexibility are more likely to enhance innovation because as Stremersch, Camacho, Keko, and
Wuyts (2021) claimed firms can engage in development of competencies, employee
autonomy, and relatedness. Therefore, Dekoulou and Trivellas (2017) stated that businesses
should adopt innovation-oriented structure to avoid extinction.

Some studies like (Rhee, Seog, Bozorov, Dedahanov, & Journal, 2017) investigated the
relationship between centralization, formalization and employee innovative behaviour. They
surveyed 750 employees from manufacturing industry in Korea. The results indicated a
negative significant relationship between organizational structure (centralization,
formalization) and employee innovative behaviour. Thus, in the light of above discussion,
the following hypothesis is promoted:
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HI1. Less hierarchy of authority enhances organizational innovation.

2.6 Leadership and organizational innovation

Leadership is considered a key element that enhances or inhibits innovation. Many studies
(Costa, Padua, & Moreira, 2023; Jia, Hu, & Li, 2022; Nasir et al., 2022; Alblooshi,
Shamsuzzaman, & Haridy, 2020) investigated the relationship between leadership styles and
organizational innovation. They found that organizational innovation is impacted by different
styles of leadership directly or indirectly. They influence various variables in an organization
such as organizational climate and learning and knowledge sharing which are important
factors for innovation. Some studies such as (Islam, Zahra, Rehman, & Jamil, 2024; Oubrich,
Hakmaoui, Benhayoun, Solberg Soilen, & Abdulkader, 2021; Lee, Kim, & Yun, 2018)
investigated some factors that enhance knowledge sharing which is considered essential for
innovation. The findings indicated that styles of leaders and organizational design foster
knowledge sharing.

Maitlo et al. (2022), ad Jaiswal and Dhar (2015), found that transformational leadership
facilitates innovation climate in organizations. Likewise, Gerlach, Hundeling, Rosing, and
Journal (2020) investigated the impact of various styles of leadership on innovation within
organizations by conducting a longitudinal study over a project. A total of 54 employees rated
the behaviours of ambidextrous leaders that support innovation. The findings unveiled a
significant association between transactional and transformational leadership and innovation.
Also, Kader Ali and Tang (2016) investigated leadership styles that enhance performance of
businesses in multinational companies. Responses of 150 individuals indicated that spiritual
leaders influence job satisfaction and business performance highly, followed by authentic
leaders, transformational leaders, and transactional leaders respectively.

Benitez, Arenas, Castillo, and Esteves (2022) stated that digital leaders have capabilities to
change organizations because they are characterized by being adaptable, transformative,
change-agent, and able to sell vision internally and externally. They investigated the
relationship between digital leaders and innovation by using mixed approach of qualitative and
quantitative methods. Ten high growth companies were selected as a case study to build a
theoretical model. Then a quantitative methodology was utilized to test model hypothesis by
collecting data from 117 firms from Europe. The result confirmed the impact of digital leaders
on firms’ innovation performance through platform digitization. Other studies like (Xie et al.,
2018; Wipulanusat, Panuwatwanich, & Stewart, 2017; Prasad & Junni, 2016) investigated the
impact of transformational and transactional leaders on innovation. The results showed that
transformational leaders are more helpful in building an innovation environment. They plays
an essential role in fostering innovation.

Consistent with previous findings, this research proposes the following hypotheses:

H2. transactional leader correlates negatively with organizational innovation.

H3. Transformational leader correlate positively with organizational innovation.
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2.7 Hierarchy of authority as a moderating variable: IIMBG Journal of

Although leadership styles play an important role in innovation, there are some moderators Sustainable
that might increase or decrease the relationship. Ifedi (2020) stated that organizations achieve a Business and
competitive advantage by optimizing its resources such as authority. Leaders are responsible Innovation

for allocating and coordinating resources. Also, organizations have different structures which
influence the coordination of activities. Ifedi hypothesized that in order for an organization to
perform highly, its leader’s learning style should be aligned with its structure. He surveyed 448
employees working in SMEs in technology industry in USA. Contrary to hypotheses, the
results revealed that transactional leadership does not have any impact on business
performance regardless organizational structure. Whereas, transformational leadership has
direct and indirect impact through organizational structure on business performance.

Esfahani, Hajipour, Tabatabaee, and Hosseini (2021) investigated the influence of
transformational leadership on knowledge management mediated by organizational structure
and culture. A total of 220 employees from public organization in Iran took part in the study.
The finding showed a significant positive relationship between transformational leadership
style and knowledge management. It also confirmed the mediating role of organizational
structure and culture between transformational leadership style and knowledge management.

Sometimes culture of an organization promotes hierarchy of authority which inhibits
organizational innovation. If organizational culture promotes less hierarchical organizational
structure, this facilitates organizational innovation. In some cases, irrespective of the leader
style, the culture which is manifested in organizational structure reinforces or demotivates
innovation.

This research would fill the research gap by investigating the role of hierarchy of authority
as a moderator between leadership styles and innovation. Thus, the following hypotheses are
presented.
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H4. Hierarchy of authority moderates the relationship between transformational
leadership and organizational innovation.

H5. Hierarchy of authority moderates the relationship between transactional leadership
and organizational innovation.

2.8 Theoretical framework

Based on the above brief discussion, behavioural leadership theory and contingency theory
which emphasize the success of an organization relies on leaders’ behaviours and
organizational design, this research tries to investigate the role of leaders and hierarchy of
authority in enhancing organizational innovation (Figure 1).

Org. design: Hierarchy

of authority
‘ HI
Leadership style H4, H5
-Transformational J Organizational
Leadership L w3 ,| Creanizan
> innovation
-Transactional
Leadership

Figure 1. Research framework. Source: Author’s own work
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1JSBI 3. Methodology

4,1 3.1 Participants and data Collection

The research adopts a quantitative approach to analyze the data. The sample of research
includes 118 employees from three firms in Oman. Two are manufacturing industries (steel
and textile), and one is a service industry (architecture) (Table 1). The choice of these firms due
to the competition they encounter so innovation must be a part of their strategy. The sample of
the research from the industries selected by using convenience sampling technique. The
questionnaire is distributed by researcher to human resource manager of each firm. Human
resource managers are authorized to distribute the questionnaires to the employees.
Unfortunately, the response rate is so low (Table 1).
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3.2 Measures

Organizational innovation scale is taken from Azeem et al. (2021). It consists of four items
using five-point Likert scale (always, often, sometimes, rarely, never). Cronbach’s Alpha is
0.85 (Azeem et al., 2021). Hierarchy of authority scale is taken from Cunningham and Rivera
(2001). It consists of five items. Cronbach’s Alpha is 0.88. Organizational leaders scale is
taken from (Bass & Avolio, 1996). It consists of eight items.

4. Analysis and results
To examine reliability, validity, and uni-dimensionality of research constructs, measurement
models results are used. Further, hypotheses are tested by using structural model results.

4.1 Data analysis

SPSS and Smart PLS softwares are used to analyze the data. Moderation of this research is
analyzed by PROCESS macro by Andrew F. Hayes because it examines confidence intervals
besides calculating direct and indirect effects.

4.2 Measurement model results
4.2.1 Individual item reliability and convergent validity. All loadings of items exceed 0.50
which means they are acceptable. Convergent validity is examined through calculating factor
loadings, composite reliability and average variance extracted (Hair, Black, Babin, Anderson,
& Tatham, 2010) to see the degree to which multiple indicators to measure the same construct
are in agreement. Items loadings exceed 0.50 which is recommended value by Hair et al.
(2010). Composite reliability exceeds 0.70 value. They range from 0.936 to 0.965. The
average variance extracted ranges from 0.765 to 0.859 which is greater than 0.50 (Table 2).

4.2.2 Construct validity. Cross loadings are calculated (Table 3) to see if all the items
measuring a particular construct loaded highly on that construct and loaded lower on the other
constructs. This is achieved confirming construct validity of constructs.

4.2.3 Discriminant validity. Discriminant validity of constructs is achieved since the square
root of the average variance extracted for each construct is greater than the correlations
between the constructs (Fornell & Larcker, 1981). (Table 4)

Table 1. Population and samples of the research

Company Population Samples
Steel Company 538 48
Textile Company 405 57
Architecture Company 115 13

Source(s): Author’s own work
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Table 2. Measurement model — reflective construct
Measurement Loadings/
Construct item Weight AVE CR
Organisational Innovation Q1 0.926 0.859 0.961
Q2 0.919
Q3 0.934
Q4 0.927
Transformational Leadership Q5 0.922 0.848 0.965
Q6 0.934
Q7 0.923
Q8 0.915
Q9 0.910
Transactional Leadership Q10 0.859 0.831 0.936
Q11 0.939
Q12 0.934
Hierarchy of Authority Q13 0.890 0.765 0.942
Q14 0.882
Q15 0.910
Q16 0.903
Q17 0.782
Source(s): Author’s own work
Table 3. Cross loadings
Authority Innovation Transactional Transformational
Q1 —0.703 0.926 —0.834 0.873
Q2 —0.739 0.919 —0.868 0.846
Q3 —0.720 0.934 —0.842 0.875
Q4 —0.705 0.927 —0.818 0.836
Q10 0.742 —0.749 0.859 —0.706
Qi1 0.711 —0.863 0.939 —0.866
Q12 0.749 —0.865 0.934 —0.882
Q13 0.890 —0.632 0.688 —0.651
Q14 0.882 —0.757 0.797 —0.792
Q15 0.910 —0.697 0.734 —0.732
Q16 0.903 —0.727 0.703 —0.766
Q17 0.782 —0.537 0.567 —0.497
Q5 —0.704 0.848 —0.854 0.922
Q6 —0.751 0.882 —0.856 0.934
Q7 —0.720 0.862 —0.832 0.923
Q8 —0.709 0.842 —0.780 0.915
Q9 —0.785 0.827 —0.817 0.910
Source(s): Author’s own work
Table 4. Discriminant validity of constructs
Authority Innovation Transactional Transformational
Authority 0.875
Innovation —0.774 0.927
Transactional 0.805 —-0.907 0.911
Transformational —0.798 0.926 —0.900 0.921

Source(s): Author’s own work

IIMBG Journal of
Sustainable
Business and
Innovation
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1JSBI 4.3 Structural model

4,1 4.3.1 Direct effect: transformational leadership, transactional leadership, hierarchy of
authority and organizational innovation. By applying computed t-statistics, the path loadings
between constructs are examined to identify significance. All of the data were run using 500
bootstrapped samples. Path coefficients in the structural model may be significant, but their
size may be so small that they do not warrant managerial attention.

Looking at the relative importance of the exogenous driver constructs in predicting the
dependent construct organizational innovation, we see that transformational leadership
(t-value = 5.982) is most important. It has a significant positive impact on organizational
innovation with beta value (0.569). Transactional leadership has a significant impact
(t-value = 4.192). However, the impact is negative with beta value (—0.389). Hierarchy of
authority does not have a significant impact on organizational innovation (t-value = 0.198).
However, the impact is negative with beta value (—0.008) (Table 5).

Based in t values, H1 and H2 are supported, but H3 is not supported.

4.3.2 Moderation analysis. Moderation analysis conducted based on PROCESS macro
written by Andrew F. Hayes. The interaction between transformational leadership and
authority is significant, b = 0.137, 95% CI [0.0136, 0.2615], t = 2.1979, p < 0.05 (Table 6),
indicating that the relationship between transformational leadership and organizational
innovation is moderated by hierarchy of authority. Therefore, hypothesis H4 is supported.

The interaction between transactional leadership and authority is significant, b = —0.1833,
95% CI [—0.3218, 0.0448], t = —2.6210, p < 0.05 (Table 7), indicating that the relationship
between transactional leadership and organizational innovation is moderated by hierarchy of
authority. Therefore, hypothesis H5 is supported.
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Table 5. Path coefficients of exogenous constructs

Std
Hypotheses Beta deviation t-value Decision
H1 Transform — Inno 0.569 0.095 5.982** supported
H2 Transac — Inno —0.389 0.093 4.192** supported
H3 Auth — Inno —0.008 0.042 0.198 Not supported

Note(s): **p < 0.01 (2.33), *p < 0.0.05 (1.645)
Source(s): Author’s own work

Table 6. Model of transformational leadership as predictor of innovation, moderated by hierarchy of authority

(Hypothesis H6)
Beta SE t p

Constant 3.2139 1.0777 2.9821 p<0.01
(1.0789, 5.3488)

Authority —0.6522 0.2544 —2.5633 p <0.05
(—1.1562, —0.1482)

Transformational Leadership 0.2747 0.2535 1.0838 p = 0.280
(—0.2274, 0.7768)

Transformational Leadership * Authority 0.1375 0.0626 2.1979 p <0.05
(0.0136, 0.2615)

R 0.87

Source(s): Author’s own work
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Table 7. Model of transactional leadership as predictor of innovation, moderated by hierarchy of authority ~ [IMBG Journal of

(Hypothesis H7) Sustainable
Business and
Beta SE t p Innovation
Constant 4.7308 0.5866 8.0654 p <0.001
(3.5688, 5.8928)
Authority 0.2563 0.1642 1.5606 p = 00.1214
(—0.0690, 0.5816) 135
Transactional Leadership —0.1190 0.2892 —0.4113 p = 00.6816
(—0.6919, 0.4540)
Transactional Leadership*Authority —0.1833 0.0699 —2.6210 p <0.05
(—0.3218, 0.0448)
R 0.84

Source(s): Author’s own work

5. Discussion

The present research provides insights about the impact of transformational leaders on
enhancing organizational innovation in service and manufacturing industries. The findings
revealed that transformational leaders correlate positively with organizational innovation and
this is consistent with previous researches findings Prasad and Junni (2016), Gumusluoglu and
Ilsev (2009), Wipulanusat et al. (2017). This positive relationship occurs due to
transformational leaders’ characteristics of having the ability to influence behaviours and
inspires their subordinates. Further, they stimulate intellectualities and have individual
consideration. By contrast, transactional leaders have a negative impact on organizational
innovation and this happens because of micro-management by supervisors and employees are
not given opportunities to take decisions. Employees are punished if they have deviations from
expectation.

Further, this research reveals non-significant relationship between hierarchy of authority
and organizational innovation. This is because centralization structures do not have direct
impact on innovation but it interacts with other variables to facilitate the relationship. As the
findings of this research unfold that interactions between organizational leaders and
organizational structure of centralization have a significant impact on organizational
innovation indicating that organizational structure acts as a moderator between leaders and
innovation. Therefore, transformational leaders who work in high centralization structure
achieve less organizational innovation because centralization structures limit employees’
autonomy to take actions without referring to their supervisors. Centralized organizational
structure moderates the association between transactional leaders and organizational
innovation because transactional leadership style is aligned with centralized organizational
structures (Ifedi, 2020). Sethibe and Steyn (2015) found that transformational leadership has a
positive significant impact on innovation; however, when the aim is instilling innovation
culture, transactional leaders are more appropriate.

5.1 Theoretical contribution

Findings of this research can be applied to business field theories in various ways. This
research adds value to the body of knowledge of organizational innovation by exploring the
leaders who enhance innovation. This result consolidates the importance of transformational
leaders to adopt innovation. Theoretically, most previous literature has analyzed the direct
relationship between leadership styles and innovation without examining the moderating
effect of organization hierarchical structure. Thus, we extend previous literature by examining
hierarchy of authority as a moderating variable. This research expands knowledge among
academic researchers. The result of the research also validates the usage of behavioural
leadership in explaining this research model. Further, this research provides a model for firms
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1JSBI that seek innovation. It emphasizes that capabilities of managers and less centralized
4.1 organizational structure encourage employees to innovate and thus ensure competitiveness.
bl

5.2 Managerial implications

This research provides insights for business owners to choose the suitable leaders and

appropriate design for their businesses to achieve their strategy. If they seek innovation, they
136 are required to have transformational leaders who inspire and encourage employees’
autonomy. However, transactional leaders are appropriate for managing daily tasks. They
micro-manage, reward and punish behaviours which inhibits employees’ innovative
behaviours. Further, business owners should adopt less centralized hierarchical authority
that facilitates innovation (Jacobides, Cennamo, & Gawer, 2018). Practically, they should
combine transformational leaders and enhance employees’ autonomy to facilitate innovation.
Empowering middle managers is important to enhance social life.

5.3 Societal impact

Societal impact of this research involves promoting innovation which is essential for economic
growth and organizational resilience. This would enhance job autonomy and employee
engagement. It also creates more job enrichments opportunities and more job openings.

6. Conclusion

Organizational innovation is an important factor that contributes to the success of any
organization in severe competitive market. This research investigates the impact of leader’s
type on organizational innovation moderated by hierarchy of authority. A quantitative research
design was used to collect data from 118 employees working in three industries in Oman. The
data collected was analyzed by smartPLS and process-macro by Hayes. The results confirmed
positive relationship between transformational leadership and innovation and negative
relationship between transactional leadership and innovation and this is aligned with Nasir
etal. (2022) and Maitlo et al. (2022) results. Further, Hierarchy of authority plays a moderating
role between the relationships. Based on the findings, theoretical and practical implications are
proposed.

This research has some limitations which is restricted to three firms consisting of few
samples. So future researches should cover more industries with big samples. This study
examines one element of organizational structure which is centralization whereas future
researches might cover three elements (formalization, specialization and centralization).
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